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PREFATORY NOTE

This volume comprises documents relating to the history of the International
Monetary Fund, including some which preceded the drafting of the Articles of
Agreement. Among the latter are early versions of the plans for a Clearing
Union (the Keynes Plan) and a Stabilization Fund (the White Plan) which have
not hitherto been published.

The published documents of the Fund here reproduced include all those which
are cited in Volumes I and I of this history, except for publications issued at
regular intervals.

JK.H.

Second printing, February 1972
Third printing, May 1981
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The Keynes Plan

The first draft of Lord Keynes' plan for a Clearing Union was circulated
within the British Treasury on September 8, 1941. A fourth draft was given
to Ministers on February 11, 1942, and this is reproduced in (A) below.

The final draft was issued by the British Government in April 1943 as a White
Paper (Cmd. 6437); it is reproduced in (B) belotw.

(A) Proposals for an International Currency
(or Clearing) Union

[February 11, 1942]

1. The proposal is to establish a Corrency Union, here designated an International
Clearing Union, based on international bank-money, called (let us say) bancor, fixed
(but not unalterably) in terms of gold and accepted as the equivalent of gold by the
British Commonwealth and the United States and all members of the Union for the
purpose of settling international balances. The Central Banks of all member-States
(and also of non-members} would keep accounts with the International Clearing Union
through which they would be entitled to settle their exchange balances with one another
at their par value as defined in terms of bancor. Countries having a favourable balance
of payments with the rest of the world as a whole would find themselves in possession
of a credit account with the Clearing Union, and those having an unfavourable balance
would have a debit account. Measures would be necessaty (see below) to prevent the
piling up of credit and debit balances without limit, and the system would have failed

in the long run if it did not possess sufficient capacity for self-equilibrium to prevent
this.

2. The idea underlying such a Currency Union is simple, namely, to generalise the
essential principle of banking, as it is exhibited within any closed system. This
principie is the necessary equality of credits and debits, of assets and liabilities. If no
credits can be removed cutside the clearing system but only transferred within it, the
Union itself can never be in difficulties. It can with safety make what advances it
wishes to any of its members with the assurance that the proceeds can only be
transferred to the clearing account of another member. Its problem is solely to see to
it that its members keep the rules and that the advances made to each of them are
prudent and advisable for the Union as a whole.

3. It is proposed that the Currency Union should be founded by the United States
and the United Kingdom, which would be designated founder-States and given a
special position. Their representatives, and those of other members, on the Governing
Board of the Clearing Bank would be appointed by the Governments of the several
member-Gtates; the daily business and technical arrangements being carried out, as at
present, by their Central Banks.

E

3
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4 BEFORE BRETTON WOOQDS

4. The plan aims at the substitution of an expansionist, in place of a contractionist,
pressure on world trade.

5. It would effect this by allowing to each member-State overdraft facilities of a
defined amount, proportionate to the importance of its foreign trade and subject to
certain regulative provisions. That js to say, each country is allowed a certain margin
of resources and a certain interval of time within which to effect a balance in its
economic relations with the rest of the world. These facilities are made possible by
the nature of the system itself and do not inveolve particular indebtedness between one
member-State and another. A country is in credit or debit with the Clearing Union
as a whole. This means that the overdraft facilities, whilst a relief to some, are not a
real burden to others. For credit balances, just like the importation of actual gold,
represent those resources which a country voluntarily chooses to leave idle. They
represent a potentiality of purchasing power, which it is entitled to use at any time.
Meanwhile, the fact that the creditor country is not choosing to employ this purchasing
power would not necessarily mean, as it does at present, that it is withdrawn from
circulation and exerting a deflationary and contractionist pressure on the whole world
including the creditor country itself. No country nced be in possession of a credit
balance unless it deliberately prefers to sell more than it buys (or lends); no country
leses its liquidity or is prevented from employing its credit balance whenever it chooses
to de so; and no country suffers injury (but on the contrary) by the fact that the
balance, which it does not choose to employ for the time being, is not withdrawn from
circulation. In short, the analogy with a national banking system is complete. No
depositor in a local bank suffers because the balances, which he leaves idle, are
employed to finance the business of someone else. Just as the development of national
banking systems served to offset a deflationary pressure which would have prevented
otherwise the development of modern industry, so by extending the same principle
into the international field we may hope to oFset the contractionist pressure which
might otherwise overwhelm in social disorder and disappointment the good hopes of
our modern world,

6. These farilities will be of particular importance as soon as the initial shortages
of supply have been overcome. Many countries, including ourselves, will find a
difficulty in paying for their imports, and will need time and rescurces before they can
establish a readjustment. The efforts of each of these debtor countries to preserve jts
own equilibrium, by forcing its exports and by cutting off all imports which are not
strictly necessary, will aggravate the problem of all the others. On the other hand, if
each feels free from undue pressure, the volume of international exchange will be
increased and everyone will find it easier to re-establish equilibrium without injury
to the standard of life anywhere. The creditor countries will benefit, hardly less than
the debtors, by being given an interval of fime in which te adjust their economies,
during which they can safely move at their own pace without the result of exercising
deflationary pressure on the rest of the world, and, by repercussion, on themselves.

¥. Now this can only be accomplished by the countries whaever they may turn out
to be, which are for the time being in the creditor position, showing themselves ready
to remain so without exercising a pressure towards contraction, pending the establish-
ment of a new equilibrium. The Fact that this costs them nothing deserves emphasising.
The accumulation of a bancor credit, as compared with an accumulation of gold, does
not curtail in the least their capacity or their inducement either to produce or to
consime, The substitution of a credit mechanism for hoarding would have repeated
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KEYNES PLAN 5

in the international field the same miracle already performed in the domestic field of
turning a stone into bread.

8. There might be one or two other ways of effecting this temporarily er in part,
For example, U.5.A. might redistribute her gold. Or there might be & number of
bilateral arrangements having the effect of providing international overdrafts, as for
example an agreement by the Federal Reserve Board to accumulate, if necessary, 2
large sterling balance at the Bank of England.

9. The chjection to particular arrangements of this kind is that they are likely to
be influenced by extraneous, political reasons and put individual countries into a position
of particular obligation towards others; and also that the distribution of the assistance
between different countries may not correspond to need and to the actual requirements
as they ultimately develop. Moreover, for reasons already given, we are not likely to
be specially eligible applicants for bounty of this kind. If, for example, the problem
were to be met by a redistribution of America’s gold, it is unlikely that we should get
any of it, partly because we should have so lately received assistance under Lend-Lease,
partly because the British Commonwealth are the largest producers of gold, which
output would be regarded, rightly or wrongly, as ours at one remove.

10. It should be much easier, and surely more satisfactory both for them and for
us, to persuade the United States to enter into a general and collective responsibility,
applying to all countries alike, that a country finding itself in a creditor position against
the rest of the world as g whole should enter into an arrangement not to allow this
credit balance so long as it chooses to hold it, to exercise a contractionist pressure
against world economy and, by repercussion, against the economy of the creditor
country itself. This would. give us, and all others, the great assistance of multilateral
clearing, whereby (for example) we could offset favourable balances arising out of our
exports to Europe against unfavourable balances due to the United States or South
America or elsevhere. How, indeed, can we hope to afford to start up trade with
Europe (which will be of vast importance to us) during the relief and reconstruction
period on any other terms?

11. These advantages of the proposed International Clearing Union are so great
that they surely overshadow most reasons of objection on lesser grounds.

12. If, indeed, we lack the preductive capacity to maintain our standard of life,
then a reduction in this standard is not avoidable. If cur wage and price-levels are
hopelessly wrong, a change in the rate of exchange is inevitable. But if we possess the
productive capacity and the difficulty is the lack of markets as a result of restrictive
policies throughout the world, then the remedy lies in expanding opportunities for
export by removal of restrictive pressure. There is great force in the contention that,
if active employment and ample purchasing power can be sustained in the main
centres of world trade, the problem of surpluses and unwanted exports will largely
disappear, even though under the most prosperous conditions there may remain some
disturbances of trade and unforeseen situations requiring special remedies.

13. There is no obvious means of offering a right measure of inducement to the
general expansion ol international trade except by a broadly based international

organisation.
L3 o -

14. The arrangement by which the members of the Clearing Union start with
substantial overdraft Facilities in hand will be mainly useful, just as the possession of
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6 BEFORE BRETTON wWOQDS

any kind of reserve is useful, to allow time and method for necessary adjustments and
a comfortable safeguard behind which the unforeseen and the unexpected can be faced
with equanimity. Obviously, it does not by itself provide any long-term solution
against a continuing disequilibrium, for in due course the more improvident and the
more impecunious, left to themselves, would have run through their resources. But, if
the purpose of the overdraft facilities is mainly to give time for adjustments, we have to
make sure, so far as possible, that they will be made. We must have, therefore, some
rules and some machinery to provide that equilibrium is restored.

15. Perhaps the most difficult question to determine is how much to decide by rule
and how much to leave to discretion. If rule prevails, the liabilities attaching to
membership of the system are definite, whilst the responsibilities of central management
are reduced to a minimum. On the other hand, liabilities which would require the
surrender by legislation of too much of the discretion, normally inherent in a Govern-
ment, will not be readily undertaken by ourselves ar by the United States. If discretion
prevails, how far can the ultimate decision be left to the individuzl members and how
far to the central management? If the individual members are too free, indiscipline
may result and unwarrantable liberties be taken. But if it is to the central management
that the discretions are given, too heavy a weight of responsibility may rest on it, and
it may be assuming the exercise of powers which it has not the strength to implement.
If rule prevails, the scheme can be made more water-tight theoretically. But if discretion
prevails, it may work better in practice. All this is the typical problem of any super-
national authority. An earlier draft of this proposal was criticised for leaning toa
much to the side of rule. In the provisions below the bias is in the other direction.
For it may be better not to attempt to settle too much beforehand and to provide that
the plan shall be reconsidered after an initial experimental period of (say} five vears.
Only by collective wisdom and discussion can the right compromise be reached between
law and licence,

16. The proposal put forward below differs in one important respect from the
pre-war systern because it aims at putting some part of the responsibility for adjustment
on the creditor country as well as on the debtor. This is an attempt to recaver the
advantages which were enjoyed in the nineteenth century when a favourable balance
in favour of London and Paris, which were the main creditor centres, immediately
produced an expansionist pressure in those markets, but which have been last since
New York succeeded to the position of main creditor, the effect of this change being
aggravated by the breakdown of international borrowing credit and by the flight of
loose funds from one depository to another. The object js that the creditor should
not be allowed to remain entirely passive. For if he is, an intolerably heavy task may
be laid on the debtor country, which is already for that very reason in the weaker
position.

17. The detailed provisions proposed (the particular proportions, &c., suggested
being merely tentative as a basis of discussion) are the following:—

(1) The two founder States will agree between themselves the initial values of their
own currencies in terms of bancor and the value of bancor in terms of gold; and the
initial values of the currencies of other members will be fixed on their joining the
system in agrzement with them. A member-State may not subsequently alter the value
of its currency in terms of bancor without the permission of the Governing Board
except under the conditions dealt with below; but during the first five years after the
inception of the system the Governing Board shall give special consideration to appeals
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KEYNES PLAN 7

for adjustments in the exchange-value of a national currency on the ground of unfore-
seen circumstances.

(2) The amount of the maximum debit balance allowed to any member-State shall
be determined by reference to the amount of its foreign trade, and shall be designated
its quota. There need be no limit to the amount of a credit balance.

The initial quotas might be fixed by reference to the sum of each country’s exports
and imports on the average of (say) the three pre-war vyears, being either equal or in
a determined lesser proportion to this amount, a special assessment being substituted
in cases where this formula would be, for any reason, inappropriate. Subsequently,
after the elapse of the trznsitional period, the quotas might be revised annuvally in
accordance with the actual volume of trade in the three preceding years.

(3) A charge of 1 per cent. per annum will be payable to the Reserve Fund of the
Clearing Union on the average balance of a member-State, whether credit or debit, in
excess of a quarter of its quota; and a further charge of 1 per cent. on the average
balance, whether credit or debit, in excess of half its quota. Thus only a country which
keeps as nearly as possible in a state of international balance on the average of the
year will escape this contribution. These particular charges are, clearly, not essential
to the scheme. But if they are found acceptable, they would be valuable inducements
towards keeping a level balance, and a significant indication that the System looks on
excessive credit balances with as critical an eye as on excessive debit balances, each
being, indeed, the inevitable concomitant of the other. Any member-State in debit may,
however, borrow from the balances of any member-State in credit on such terms as
may be mutually agreed, by which means each would avoid these contributions.

(4)—{a) A member-State may not increase its debit balance by more than a quarter
of its quota within a year without the permission of the Governing Board. If its debit
balance has exceeded a quarter of its quota on the average of at least a year, it shall
be entitled to reduce the value of its currency in terms of bancor, provided that the
reduction shall not exceed 5 per cent. within a year without the permission of the
Governing Board.

(b) As a condition of allowing a member-State to increase its debit balance in excess
of a half of its quota, the Governing Board may require {i) a stated reduction in the
value of the member’s currency, if it deems that to be the suitable remedy, (ii) the
control of outward capital transactions if not already in force, and (iji) the surrender
of a suitable proportion of any separate gold reserve it may hold in reduction of its
debit balance.

(c) If a member-State’s debit balance has exceeded three-quarters of its quota on the
average of at least a year [or is excessive, as measured by some formula laid down by
the Governing Board, in relation to the total debit balances outstanding on the books
of the Clearing Union], it may be asked by the Governing Board to take measures to
improve its position and, in the event of its failing to reduce its debit balance below
the figure in question within two years, the Governing Board may declare that it is in
default and no longer entitled to draw against its account except with the permission
of the Governing Board. Each member-State, on joining the system, shall agree to pay
to the Clearing Union any payments due from it to a country in default towards the
discharge of the latter’s debit balance and to accept this arrangement in the event of
falling into default itself. A member-State which resigns from the Clearing Union
without making approved arrangements for the discharge of any debit balance shall
also be treated as in default.

©lnternational Monetary Fund. Not for Redistribution



& BEFORE BRETTON WQODS

{5) A member-State whose credit balance has exceeded a half of its guota on the
average of at least a year shall discuss with the Coverning Board (but shall retain the
ultimate decision in its own hands) what measures would be appropriate to restore the
equilibrium of its international balances, including--

fa) measures for the expansion of domestic credit and domestic demand;

{b) the appreciation of its local currency in terms of bancor, or, alternatively, an

ncrease 1n money—wages;

(c) the reduction of excessive tariffs and other discouragements against imports;

{d) international loans for the development of backward countries,

A

18. The special protective expedients which were developed between the two wars
were sometimes due to political, sacial or industrial reasons. But frequently they were
nothing more than forced and undesired dodges to protect an unbalanced position of
a country’s overseas payments. The new system, by providing an automatic register
of the size and whereabouts of the aggregate debtor and creditor positions respectively,
will give a clear indication whether it is reasonable for a particular country to adopt
special expedients as a temporary measure to assist in regaining equilibrium in its
balance of payments, in spite of a general rule nof to adopt them.

19. It is not proposed to incorporate any specific arrangements for such relaxations
in the constitution of the Clearing Union itself. But the existence of the Clearing Union
would make it possible for member States contracting Commercial Treaties to use their
respective debit and credit positions with the Clearing Union as a test. Thus, the
contracting parties, whilst agreeing to clauses in a Commercial Treaty forbidding, in
general, the use of certain measures or expedients in their mutual trade relations, might
make this agreement subject to special relaxations if the state of their respective
clearing accounts satisfied an agreed criterion. For example, a4 Treaty might provide
that, in the cvent of one of the contracting States having a debit balance with the
Clearing Union exceeding a specified proportion of its quota on the average of a periad
and the other having a credit balance of a specified amount, the former should be free
to Tesort to import quotas or to barter trade agreements or to higher import duties of
a type which was not permitted under the Treaty in normal circumstances. It might
even provide that such exceptions should only be allowed subject to the approval of
the governing Board of the Clearing Union, and in thal case the possible grounds for
exceptional action might cover a wider field and other contingencies.

20. Apart from such temporary indulgence, the members of the Clearing Union
should feel sufficiently free from anxiety to contemplate the ultimate removal of the
more dislocating forms of protection and discrimination and expect the prohibition of
some of the worst of them from the outset. In any case, members of the Currency
Union would not allow or suffer among themselves any restrictions on the disposal of
receipts arising out of current trade or “invisible” income. It mignt also be possible
to obtain recognition of the general principle that commetcial treaties between members
of the Unicn should, subject to any necessary safeguards and exceptions, exclude~-

(i) import restrictions, whether quantitative or in the form of “duty-quotas”
{excluding, however, prohibitions genuinely designed to safeguard, e.g., public
health or morale or revenue collection);
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KEYNES PLAN 9

(i} barter arrangements;

(ili) export quotas and discriminatory export taxes;

(iv) export subsidies either furnished directly by the State or indirectly under
schemes supported or encouraged by the State; and

{v) excessive tariffs,

21. Subsidies in favour of domestic producers for domestic consumption, with a
countervailing levy when such subsidised goods are exported, would not be excluded.
This is a necessary safety-valve which provides for protective expedients called for on
political, social and industrial grounds, Such subsidies and tariffs would be a permitted
way of giving purely domestic protection to an industry which for special recasons
ought to be maintained for domestic purposes only. The question of preferences and
of other relaxations from most-favoured-nation treatment, which would be of a
normal and continuing character, does not fall within the scope of this paper, and must
be settled on principles outside the sphere of the Clearing Union.

22. The above provisions might enable us to give some satisfaction to Mr. Cordell
Hull over a wide field, since we should be accepting a non-discriminatory international
system as the normal and desirable régime.

EE T

23. It is a great advantage of the proposed Currency Union that it restores
unfettered multilateral clearing between its members; so that no action is necessary,
except where a country is out of balance with the system as a whole.

24. Compare this with the difficulties and complications of a large number of
bilateral agreements. Compare, above all, the provisions by which a country, taking
improper advantage of a payments agreement (for the system is, in fact, a generalised
payments agreement) as Germany did before the war, is dealt with not by a single
country (which may not be strong enough to act effectively in isolation or cannot
afford to incur the diplomatic odium of isolated action) but by the system as a whole.
If the argument is used that the Currency Union may have difficulty in disciplining a
misbehaving country and in aveiding consequential loss, with what much greater force
can we urge this objection against a multiplicity of separate bilateral payments
agreements.

25. Thus we should not only return to the advantages of an international gold
currency, but we might enjoy them more widely than was ever possible in practice with
the old system under which at any given time only a minority of countries were actually
working with free exchanges.

26. The advantages of multilateral clearing are of particular importance to London.
It is not too much to say that this is an essential condition of the continued maintenance
of London as the banking centre of the Sterling Area. Under a system of bilateral
agreements it would seem inevitable that the sterling area, in the form in which it has
been historically developed and as it has been understood and accepted by the
Dominions and India, must fall to pieces.

27. In conditions of multilateral clearing everything would go on exactly as before
without our having to ask anyone to accept special or onerous conditions. We should,
in this respect, be back again in the best days of the gold standard. The traditional
advantages of banking in London would be retained, precisely because London has
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10 BEFORE BRETTON WOODRS

been built up on the basis of an international currency having universal validity. But
if we try to make of the sterling area a compact currency union as against the rest of
the world, we shall be putting a greater strain on arrangements, which have been
essentially {even in time of war) informal, than they can be expected to bear.

28. It is possible to combine countries, some of which will be in a debtor and some
in a creditor position, into a Currency Union which, substantially, covers the world.
But, surely, it is impossible, unless they have a common banking and economic system
also, to combine them into a Currency Union not with, but against, the world as a
whole. [f other members of the sterling area have a favourable balance against the
world as a whole, they will lose nothing by keeping them in sterling, which will be
interchangeable with bancor and hence with any other currency, until they have
occasion to use them. But if the sterling area is turned inte a Currency Union, the
members in credit would have to make a forced and non-liguid loan of their favourable
balances to the members in debit. Incidentally, they might find themselves involved
in making between them an involuntary Ioan to London at the rate, perhaps, of
£100,000,000 a year cumulative, They would have to impose import regulations and
restraints on capital movements according as the area as a whole was in debit or credit,
irrespective of their own positions. They would have tc be bound by numerous
bilateral agreements negotiated primarily (at least so they would believe) in the interests
of London. The sterling resources of creditor Dominions might come to be represented
by nothing but blocked balances in a number of doubtfully solvent countries with
whom it suited us to trade. Moreaver, it is difficult to see how the system could work
without a pooling of gold reserves.

29. It is improbable that South Africa or India would accept such arrangements
even if other Dominions were more complying. We should soon find ourselves, there-
fore, linked up only with those constituents which were running at a debit, apart from
the Crown Colonies, which, perhaps, we could insist on keeping.

30. Is it not a delusion to suppose that the de facto, but somewhat flimsy and
unsatisfactory, arrangements, which are carrying us through the war, on the basis that
we do our best to find the other members of the area a limited amount of dollars
provided that they lend us a very much larger sum in sterling, can be carried over
into the peace and formalised into a working system based on a series of bilateral
agreements with the rest of the world, accompanied by a strict control of capital
movements outside the Area?

31. The sterling area, if we mean by this the system under which the members of
the British Cemmonwealth do their international banking through London, grew up
under conditions of freedom. It lives and breathes by being a voluntary system. It is
only in that same atmosphere of the City of London as Liberty Hall dealing in 2
currency of general acceptability that we can expect to preserve it. The notion that a
multilateral plan, based on an international standard, jeopardises the position of the
Sterling Area must be based on a rigid and (one would think) politically impracticable
version of the Sterling Area concept and not on its historical and actual significance.
A multifateral plan would, therefore, be of great assistance in maintaining the position
of Lendon in relation both to the British Commonwealth and to many other countries
which like our way of doing business and would give up most reluctantly the facilities
we have given them.

* o+ &
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KEYNES PLAN 11

32. Tt may be convenient at this point to note in more detail the position contem-
plated for centres of international banking such as London, New York or Paris, and
for currency groups within the membership of the Clearing Union covering more than
one country, such as the existing sterling area or groups, like the Latin Union of former
days, which may come into existence covering, for example, the countries of North
America or those of South America or the groups now under active discussion covering
Peland and Czechoslovakia or certain of the Balkan States.

33. The governing principles should be: first, that the Clearing Union is set up,
not for the transaction of daily business between individual traders or banks, but for
the clearing and settlement of the ultimate outstanding balances between Central
Banks (and certain other super-national Institutions), such as would have been settled
under the old gold standard by the shipment or the earmarking of gold, and should not
trespass unnecessarily beyond this field; and, secondly, that its purpose is to increase
freedom in international commerce and not to multiply interferences or compulsions.

34. Thus the fabric of international banking organisation, built up by long experi-
ence to satisfy practical needs, should be left as undisturbed as possible. Except as
regards 2 provision, explained below, concerning the balances of Central Banks
themselves, there should be no obstacle in the way of the existing practices of
international banking except those which necessarily arise through measures which
individual Central Banks may choose to adopt for the contral of mavements of capital.

35, Nor should it be necessary to interfere with the discretion of Central Banks
which desire to maintain a special intimacy within a particular group of countries
associated by geographical or political ties. There is no reason why such Central Banks
should not be allowed a double position, both as members of the Clearing Union in
their own right with their proper quota, and also as making use of ancther financial
centre along traditional lines, as for example, Australia and India with London or
certain American countries with New York., In this case their accounts with the
Clearing Union would ke in exactly the same position as the independent gold reserves
which they now maintain, and they would have no occcasion to modify in any way
their present practices in the conduct of daily business.

36. There would be other cases, however, in which a dependency or a member of
a federal union would merge its currency ideatity in that of a mother Central Bank,
with a quota appropriate to the merged currency unit as a whole, and not enjoy a
separate individual membership of the Clearing Union, as, for example, the French
colonies, the Federated States of the American Union or of Australia, and pessibly
the British Crown Colonies,

37. At the same time there should be a general encouragement to Central Banks,
which do not belong to a special geographical or political group, to keep their reserve
balances with the Clearing Union and not with one another, except in the case of a
specific loan from a member-State in credit with the Clearing Union to a member-State
in debit. Tt should, therefore, be laid down that overseas balances may not be held in
another country except with the approval of the Central Bank of that country; and,
in order that sterling and dollars might not appear te compete with bancor for the
purpose of Central Bank reserve balances, the Founder States might agree together
that they would not accept the reserve balances of ather Central Banks in excess of
normal working balances except in the case of Banks definitely belonging to a Sterling
Area or Dollar Area group.

ok B
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38, The position of gold would be Jeft substantially unchanged. What, in the long
run, the world may decide to do with gold is ancther matter. The establishment of
an International Clearing Union does not require any significant or immediate change.
Indeed, by providing arn automatic means by which some part of the favourable
balances of the creditor countries can be settled, the current gold production of the
world and the remnant of gold reserves held outside the United States may yet have
a useful part to play. Moreover, gold still possesses great psychological value which will
not have been diminished by recent events; for the desire to possess a gold reserve
against unforeseen contingencies is likely to remain. Gold also has the merit of
providing, in point of form whatever the underlying realities may be, an uncontroversial
standard of value for international purposes, for which it would not yet be easy to
find a serviceable substitute,

39. It is ¢onceived, therefore, that the international bank-money which we have
designated bancor would be defined in terms of a weight of gold. Since the national
currencies of the member-States would also be given a defined exchange value in terms
of bancor, it follows that they would have a defined gold content which would also be
their official buying price for gold above which they must not pay. Any Central Bank
would be entitled fo obtain a credit in terms of bancor by paying actual gold to the
credit of its Clearing Account, thus securing a steady and ascertained purchaser for the
output of the gold-producing countries and for countries holding a large reserve of gold.

40. Central Banks would be entitled to retain their separate gold reserves and ship
gold to one another against a clearance between them in the books of the Clearing
Union, provided they did not pay a price abave parity; they could coin gold and put it
into circulation, and, generally speaking, do what they liked with it.

41. One restriction only would be, for obvious reasons, essentjial. No Central
Bank would be entitled to demand gold from the Clearing Union against its balance
of bancor; for bancor would be available only for transfer to the Clearing Account of
another Central Bank. Thus between gold and bancor itself there would be a one-way
convertibility only, such as ruled frequently before the war with national currencies
which were on what was usually called a “gold-exchange standard.” This need not
mean that the Clearing Union would only receive gold and never pay it out. If the
Clearing Union found itself in possession of a stock of gold, the Governors of the Bank
should have the discretion to distribute the surplus between all Central Banks possess-
ing a credit balance with it, proportionately to such balances, in reduction of their
amount.

42. The qguestion has been raised whether these arrangements are compatible with
the retention by individual member-Gtates of a full gold standard with two-way
convertibility, so that, for example, any foreign bank acquiring dollars through the
Clearing Union could use them to obtain gold for export. it is not evident that a good
purpose would be served by this. But if any member-State should prefer to maintain
full convertibility for internal purposes, it could protect itself from any abuse of the
system or inconvenient consequences by providing that gold could only be experted
under licence.

43. The value of bancor in terms of gold should be fixed but not unalterably. The
two founder States, the United States and the United Kingdom, acting in agreement,
should have the power to change it. Clearly, they should exercise this power if the
stocks of gold tendered to the bank were to be super-abundant for their legitimate
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purposes. No object would be served by attempting further to peer inte the future
or to prophesy the ultimate policy of the founder States in this regard.

44. Changes in the value of the national currencies of member-States stand in a
different category. For the real significance of such changes is to be found not in
relation to gold itself but in relation to the values of national currencies amongst
themselves. The general principles by which such changes should be governed have
been discussed in a previous section. It would be undesirable, if it can be avoided, to
lay down more precise rules in advance, since it {s difficult to distinguish by means of
a rigid formula the cases, in which a change in the rate of exchange will assist the
restoration of equilibrium and is the right remedy, from those cases where some
other type of measure is more appropriate.

L

45. It is widely held that control of capital movements, both inward and outward,
should be a permanent feature of the post-war system-——at least so far as we are
concerned. If control is to be effective, it probably involves the muachinery of exchange
control for all transactions, even though a general open licence is given to all remit-
tances in respect of current trade. But such control will be more difficult to work,
especially in the absence of a postal censorship, by unilateral action than if movements
of capital can be controlled at botlt ends. It would therefore be of great advantage if
the United States and all other members of the Currency Union would adopt machinery
similar to that which we have now gone a long way towards perfecling in this country;
though this cannot be regarded as essential to the proposed Union.

46. This does not mean that the era of international investment should be brought
to an end. On the contrary, the system contemplated should greatly facilitate the
restoration of international credit for loan purposes in ways to be discussed below. The
object, and it is a vital object, is to have a means of distinguishing—

{a) Between movements of floating funds and genuine new investment for developing

the world’s resources; and

(D) Between movements, which will help to maintain egquilibtium, from surplus

countries to deficiency countries and speculative movements or flights out of
deficiency countries or from one surplus country to another.

47. There is no country which can, in future, safely allow the flight of funds for
political reasons or to evade domestic taxation or in anticipation of the owner turning
refugee. Equally, there is no country that can safely receive fugitive funds which
cannot safely be used for fixed investment and might turn it into a surplus country
against its will and centrary to the real facts,

48. The general principles of the control of capital movements need not be
discussed here. It is evident that the existence of an International Clearing Union
would make such control easier.

4 L 4

49. 1t has been suggested that so ambitious a proposal is open to criticism on the
ground that it requires from the members of the Currency Union a greater surrender
of their sovereign rights than they will readily concede.

50, But, in the present version of the plan, no greater surrender is required than
in any commercial treaty—certainly not greater than in the binding undertakings
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against discrimination which the United States is inviting us to make. The obligations
will be entered into voluntarily and can be terminated on certain conditions by
giving notice.

51. In the second place a greater readiness to accept super-national arrangements
must be required in the post-war world than hitherto. The arrangements proposed
could be described as a measure of Financial Disarmmament. They are very mild in

comparison with the measures of Military Disarmament, which it is to be hoped
the world may be asked to accept.

52. Surely it is an advantage, rather than a disadvantage, of the scheme that it
invites the member States and groups to abandon that licence to promote indiscipline,
disorder and bad-neighbourliness which, to the general disadvantage, they have been
free to exercise hitherto.

53. There is nothing here which we need be reluctant to accept ourselves or to
ask of others. Or if there be anything such, let it be amended.

L

54. An International Currency Union might become the instrument and the
support of international policies apart from those which it is its primary purpose to
promote. The following suggestions are not a necessary part of the plan. But they
are illustrations of the additional purposes of high importance and value which the
Union, once established, might be able to serve:—

(1) The Union might set up a clearing account in favour of the international body
charged with post-war Relief and Reconstruction. If necessary, it might supplement
contributions received from other sources by granting overdraft facilities in favour
of this body, this overdraft being discharged over a period of years out of the Reserve
Fund of the Union, or, if necessary, out of a levy on credit clearing balances. By this
means it is possible to avoid asking any country to assume a burdensome commitment
for relief and reconstruction, since the resources would be provided in the first instance
by those countries having credit Clearing Accounts for which they have no immediate
use and are voluntarily leaving idle, and in the long run by those countries which
have a chronic international surplus for which they have no beneficial employment.

(2} If the United States were to wish to effect a redistribution of gold reserves,
the Clearing Union would provide a suitable channel for the purpose, the gold so
re-distributed being credited (e.g) to the account of the Relief and Reconstruction
Authority.

{3) The Union might set up an account in favour of the Super-national policing
body charged with the duty of preserving the peace and maintaining international
order. If any country were to infringe its properly authorised orders, the policing body
might be entitled to request the Governors of the Clearing Union to hold the Clearing
Account of the Central Bank of the delinquent country to its order and permit no
further transactions on the account except by its authority. This would provide an
excellent machinery for enforcing a financial blockade.

{4) The Union might set up an account in favour of international bodies charged
with the management of a Commodity Control, and might finance stocks of commodi-
ties held by such bedies, allowing them overdraft facilities on their accounts up to an
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agreed maximum. By this means the financial preblem of holding pools and “ever-
normal granaries” would be satisfactorily solved.

(5) The Union might be closely linked up with the Board for International Invest-
ment. It might act on behalf of this Board and collect for them the aznnual service of
their loans by automatically debiting the Clearing Account of the country concerned.
The statistics of the Clearing Accounts of the Member States would give a reliable
indication as to which countries were in a position to finance the Investment Board,
with the advantage of shifting the whole system of clearing credits and debits nearer
to equilibrium. This important question is the subject of a separate paper.

(6) There are various methods by which the Clearing Union could use its influence
and its powers to maintain stability of prices and to control the Trade Cycle. If an
International Economic Board is established, this Board and the Clearing Union might
be expected to work in close collaboration to their mutual great advantage. If an
International Investment or Development Corporation is also set up together with a
scheme of Commodity Beards for the control of stocks of the staple raw materials,
we might come to possess in these four Institutions a powerful means of combating
the evils of the Trade Cycle, by exercising contractionist or expansionist influence on
the system as a whole or on particular sections. This, again, is a large and important
guestion which cannot be discussed adequately in this paper; and need not be examined
at length in this place because it does not raise any important issues affecting the
fundamental constitution of the proposed Union. It is mentioned here to complete the
picture of the large purposes which the foundation of the Currency Urnion might be
made to serve,

L g kol kg

55. Qur post-war currency and exchange system should be one which is capable of
wide, indeed of universal, extension as further countries become ready for it. Neverthe-
less it would be an advantage if the proposed Union could be brought into existence by
the United States and the United Kingdom as joint founder-States, covering the United
States and its possessions and the members of the British Commonwealth. The position
of Russia, which might be a third founder, if she can be a party to so capitalist-looking
an institution, would need special consideration. Other members would then be
brought in-—some from the outset, some as scon as they had established an internal
organisation capable of sustaining the obligations of membership. This approach
would have the great advantage that the United States and the United Kingdom (the
former in consultation with the Pan-American countries and the latter with the other
members of the British Commonwealth) could settle the charter and the main details
of the new body without being subjected to the delays and confused counsels of an
international conference. It would also mean that considerable progress could be made
irrespective of the nature of the European political settlement and before the conditions
of adherence of the European members could be finally determined. Moreover,
membership would be thus established as a privilege only open to those who con-
formed to certain general principles and standards of international economic conduct.
The management and the effective voting power might inhere permanently in the
founder-States.

56. In view of our experience and of our geographical and political pesition in
relation to Europe, the United States and the British Commonwealth, we could
justifiably ask that the head office should be situated in London with the Board of
Managers meeting alternately here and in Washington.
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57. Members of the Board would be appointed by the Governments of the member-
States, each of which would have a vote in proportion to its quota. But there might
be a provision, at any rate for the first five years, by which the British and American
members when acting in agreement could outvote the rest of the Board.

58. There is no reason why the Central Banks of non-member States should not
keep Credit Clearing Accounts with the Union; and indeed it would be advisable for
them to de so for the conduct of their trade with member-States. But they would have
no say in the management.

59, Members should be entitled to withdraw from the Union on a yeat’s natice,
subject to their making satisfactory arrangements to discharge any debit balance.
They would not, of course, be able to employ any credit balance except by making
transfers from it, either before or after their withdrawal, to the Clearing Accounts of
other Central Banks. Similarly it should be within the power of the Governing Board
to require the withdrawal of a member subject to the same notice.

60. The principles and governing rules of the Union sheould be the subject of
general reconsideration after five years’ experience, if a majority of the Governing
Board desire it.

61. It would be of great advantage if the general principles of the International
Clearing Unicn could be agreed beforehand, with a view to bringing it into operation
at an early date after the termination of hostilities. Such a proposal presents, however,
something of a dilemma. On the one hand, many countries, ourselves not least, will
be in particular need of reserves of overseas resources in the period immediately after
the war, On the other hand, goods will be in short supply and the prevention of
inflationary international conditions of the first importance. The expansionist tendency
of the proposed system, which is a leading recommendation of it as soon as peace-time
output is restored and the productive capacity of the world is in running order, might
easily be a danger in the early days of a sellers’ market and 2 superabundance of
demand over supply.

62. A reconciliation in detail of these divergent purposes is not easily found until
we know more than is known at present about the means to be adopted to finance
post-war relief and reconstruction and particularly as to the intentions of the United
States regarding a temporary continuance of Lease-Lend arrangements for food and
raw materials after the termination of hostilities. If these intentions are on liberal
and comprehensive lines, it might be better for relief and Lend-Leaze arrangements to
take the place of the proposed quotas during the “relief” period of (say) two vyears.
The immediate establishment of the Clearing Union would be compatible with pro-
visional arrangements regarding the overdraft quotas which could take alternative
forms according to the character of the other “relief” arrangements.

63. If the finance of relief is actually furnished through the Clearing Union, which
has been suggested above as one possibility, and if that, combined with some continu-
ance of lend-leasing by the United States, appears likely to provide the world with as
much purchasing power as is desirable in the early days, the coming into force of the
overdraft quotas might be postponed until the Founder Members are agreed that the
need for them is impending. Tn this case credit elearing balances would be Timited to
the amount of gold delivered to the Union, and the overdraft facilities created by the
Union in favour of the Relief Coundil, the International Investment Board or the
Commodity Controls. Alternatively overdraft quotas might be allowed on a reduced
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scale during the transitional period, At any rate, it might be proper to provide that
countries in receipt of relief or Lend-Lease assistance should not have access at the
same time to overdraft Facilities, and that the latter should only become available when
the former had come to an end.

64. 1If, on the other hand, relief and Lend-Lease facilities look like being inadequate

from the outset, the overdraft guotas may be even more necessary at the outset
than later on.

65. We must not be over-cautious. A rapid econemic restoration may lighten the
tasks of the diplomatists and the politicians in the resettlement of the world and the
restoration of social order. In our case the possibility of exparts sufficiently expanded
to sustain our standard of life and our solvency is bound up with good and expanding
markets. We cannot afford to wait too long for this and we must rot allow excessive
caution to condemn us to perdition. Unless the Union is a going concern, the problem
of proper “timing” will be almost insoluble. It is sufficient at this stage to peint out
that the problem of timing must not be overlooked, but that the Union is capable of
being used so as to aid rather than impede its solution.

A %

66. In most of its objectives and in many of its methods this paper is in funda-
mental accord with alternative proposals which have been or could be put forward.
The special merits claimed for this particular version include the following:—

For ourselves.

{1) Our British problem of gaining enough receipts overseas to balance our import
requirements js so acute that we can scarcely hope to solve it except through a
scheme which—

(a) by a strong expansicnist stimulus throughout the world provides willing markets
for a largely expanded volume of our exports;

(b) offers facilities for the multilateral clearing of international payments, since we
cannot afford to have any of the credit balances, which we may acquire over-

seas, to be blocked and unavailable as a set-off against our debit balances
elsewhere;

(¢} provides us with a margin, during the period before we can re-establish equi-
librium, by an international scheme which does not require us to ask par-
ticular favours or accommodations from the United States but merely gives
to us, and requires of us, the same facilities for the expansion of international
trade and the maintenance of international equilibrium which all the countries
will be asked to receive and to allow;

{d) affords us the possibility of subsequent rectifications of the rate of exchange
against the rest of the world without the risk of competitive depreciations or
of complaints by other countries in the event of the initial value of sterling
proving to be higher than the level at which we can balance our overseas
trade.

{2} A multilateral system preserves, to the full extent compatible with the control
of capital movements, the traditional freedom of London as a financial centre. Above
all it allows the historical continuity of the sterling area in the same form and with
the same absence of restraint as heretofore. For it is evident that any system of
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numerous bilateral agreements would put in great jeopardy not only the sterling area
but the whole position of London as an international centre.

For the United States and the World at large.

(1) It provides a general framework by the aid of which all countries can hope to
rehabilitate their currencies.

(2) It offers a criterion by the help of which we can satisfy American aspirations,
which we ourselves share with Mr. Hull and Mr, Sumner Welles, for the greater
freedom of international trade supported by firm undertakings.

{3} It is a plan which can be used to further such general world purposes as—

{#) post-war relief and reconstruction;

(b} international T.V.A.;

{¢) the finance of commodity agreements;

(d) the preservation of peace;

(e} the control of the Trade Cycle and the stabilisation of prices; and, generally,

(f) the maintenance of active employment everywhere.

(4) It is capable of arousing enthusiasm because it makes a beginning at the future
economic ordering of the world between nations and “the winning of the peace,” and

might help to create the conditions and the atmosphere in which much else would be
made easier.
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(B) Proposals for an International Clearing Union*

(April 1943)

PREFACE

Immediately after the war all countries who have been engaged will be concerned
with the pressure of relief and urgent reconstruction. The transition out of this into
the normal world of the future cannot be wisely effected unless we know into what
we are moving. It is therefore not too soon to consider what is to come after. In the
field of national activity occupied by production, trade and finance, both the nature
of the problem and the experience of the period between the wars suggest four main
lines of approach:

1. The mechanism of currency and exchange;

2. The framework of a commercial policy regulating the conditions for the
exchange of goods, tariffs, preferences, subsidies, import regulations and the like;

3. The orderly conduct of production, distribution and price of primary products
so as to protect both producers and consumers from the loss and risk for which the
extravagant fluctuations of market conditions have been responsible in recent times;

4. Investment aid, both medium and long term, for the countries whose economic
development needs assistance from outside.

1f the principles of these measures and the form of the institutions to give effect to them
can be settled in advance, in order that they may be in operation when the need arises,
it is possible that taken together they may help the world to control the ebb and flow
of the tides of economic activity which have, in the past, destroyed security of liveli-
hood and endangered international peace.

All these matters will need to be handled in due course. The proposal that follows
relates only to the mechanism of currency and exchange in international trading. It
appears on the whole convenient to give it priority, because some general conclusions
have to be reached under this head before much progress can be made with the
other topics.

In preparing these proposals care has been taken to regard certain conditions, which
the groundwork of an international economic system to be set up after the war should
satisfy, if it is to prove durable:

(i) There should be the least possible interference with internal national palicies,
and the plan should not wander from the international terrain. Since such policies
may have important repercussions on international relations, they cannot be left out
of account. Nevertheless in the realm of internal policy the authority of the Gov-
erning Board of the proposed Institution should be limited to recommendations, or
at the most to imposing conditions for the more extended enjoyment of the facilities
which the Institution offers,

(ii) The technique of the plan must be capable of application, irrespective of the
type and principle of government and economic policy existing in the prospective
member States.

! Reproduced by permission of the Controller, Her Britannic Majesty’s Stationery Office.
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(ii) The management of the Institution must be genuinely international without
preponderant power of veto or enforcement to any country or group; and the rights
and privileges of the smaller countries must be safeguarded.

(iv) Some qualification of the right to act at pleasure is required by any agree-
ment or treaty between nations. But in order that such arrangements may be Fully
voluntary so long as they last and terminable when they have become irksome,
provision must be made for voiding the obligation at due notice. If many member
States were to take advantage of this, the plan would have broken down. But if
they are free to escape from its provisions if necessary they may be the more willing
to go on accepting them.,

(v} The plan must operate not only to the general advantage but also to the
individual advantage of each of the participants, and must not require a special
economic or financial sacrifice from certain countries. No participant must be asked
te do or offer anything which is not to his own true long-term interest.

It must be emphasised that it is not for the Clearing Union to assurne the burden
of long term lending which is the proper task of some other institution. It is also
necessary for it to have means of restraining improvident borrowers. But the Clearing
Union must also seek to discourage creditor countries from leaving unused large liquid
balances which ought to be devoted to some positive purpose. For excessive credit
balances necessarily create excessive debit balances for some other party. In recognising
that the creditor as well as the debtor may be responsible for a want of balance, the
proposed institution would be brezking new ground.

I—THE OBJECTS OF THE PLAN

About the primary objects of an improved system of International Currency there is,
to-day, a wide measure of agreement:—

{2} We need an instrument of international currency having general acceptability
between nations, so that blocked balances and bilateral clearings are unnecessary;
that is to say, an instrument of currency used by each nation in its transactions with
other nations, operating through whatever national organ, such as a Treasury or a
Central Bank, is most appropriate, private individuals, businesses and banks other
than Central Banks, each continuing to use their own national currency as heretofare,

(b) We need an orderly and agreed methed of determining the relative exchange
values of national currency units, so that unilateral action and competitive exchange
depreciations are prevented.

{c} We need a quantum of international currency, which is neither determined in
an unpredictable and irrelevant manner as, for example, by the technical progress of
the gold industry, nor subject to large wvariations depending on the gold reserve
policies of individual countries; but is governed by the actual current requirements of
world commerce, and is also capable of deliberate expansion and contraction to offset
deflationary and inflationary tendencies in effective world demand.

(d) We need a system possessed of an internal stabilising mechanism, by which
pressure is exercised on any country whose balance of payments with the rest of the
world is departing from equilibrium in either direction, s0 as to prevent movements
which must create for its neighbours an equal but opposite want of balance.

(e) We need an agreed plan for starting off every country after the war with a
stock of reserves appropriate to its importance in world commerce, so that without
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due anxjety it can set its house in order during the transitional period to full peace-
time conditions,

{f) We need a central institution, of a purely technical and non-political character,
to aid and support other international institutions concerned with the planning and
regulation of the world’s economic life.

(2) More generally, we need a means of reassurance to a troubled world, by which
any country whose own affairs are conducted with due prudence is relieved of
anxiety for causes which are not of its own making, concerning its ability to meet
its international liabilities; and which will, therefore, make unnecessary those
methods of restriction and discrimination which countries have adopted hitherto,
not on their merits, but as measures of self-protection from disruptive outside forces.

2. There is also a growing measure of agreement about the general character of
any solution of the problem likely to be successful. The particular proposals set forth
below lay no claim to originality. They are an attempt to reduce to practical shape
certain general ideas belonging to the contemporary climate of economic opinion, which
have been given publicity in tecent months by writers of several different nationalities.
It is difficult to see how any plan can be successful which does not use these general
ideas, which are born of the spirit of the age. The actual details put forward below are
offered, with no dogmatic intention, as the basis of discussion for criticism and improve-
ment. For we cannot make progress without embodying the general underlying idea
in a frame of actual working, which will bring vut the practical and political difficulties
to be faced and met if the breath of life is to inform it.

3. In one respect this particular plan will be found to be more ambitious and vyet,
at the same time, perhaps more workable than some of the variant versions of the
same basic idea, in that it is fully international, being based on one general agreement
and not on a multiplicity of bilateral arrangements. Doubtless proposals might be
made by which bilateral arrangements could be fitted together so as to cbizin some
of the advantages of a multilateral scheme. But there will be many difficulties attendant
on such adjustments. It may be doubted whether a comprehensive scheme will ever
in fact be worked out, unless it can come info existence through a single act of creation
made possible by the unity of purpose and energy of hope for better things to come,
springing from the victory of the United Nations, when they have attained it, over
immediate evil. That these proposals are ambitious is daimed, therefore to be not a
drawback but an advantage,

4. The proposal is to establish a Currency Union, here designated an Tnternational
Clearing Union, based on international bank-money, called (let us say} bancor, fixed
(but not unalterably) in terms of gold and accepted as the equivalent of gold by the
British Commonwealth and the United States and all the other members of the Union
for the purpose of settling international balances. The Central Banks of all member
States (and also of non-members) would keep accounts with the International Clearing
Union through which they would be entitled to settle their exchange balances with one
another at their par value as defined in terms of bancor. Countries having a favourable
balance of payments with the rest of the world as a whole would find themselves in
possession of a credit account with the Clearing Union, and those having an unfavour-
able balance would have a debit account. Measures would be necessary (see below) to
prevent the piling up of credit and debit balances without limit, and the system would
have failed in the long run if it did not possess sufficient capacity for self-equilibrium
to secure this.
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5. The idea underlying such a Unjon is simple, namely, to generalise the essential
principle of banking as it is exhibited within any closed system. This principle is the
necessary equality of credits and debits. [f no credits can be removed outside the
clearing system, but only transferred within it, the Union can never be in any difficulty
as regards the honouring of cheques drawn upon it. It can make what advances it
wishes to any of its members with the assurance that the proceeds can enly be trans-
ferred to the clearing account of another member, Its sole task is to see o it that its
members keep the rules and that the advances made to each of them are prudent and
advisable for the Union as a whole,

II.—-THE PROVISIONS OF THE PLAN

6. The provisions proposed (the particular proportions and other details suggested
being tentative as a basis of discussion} are the following:——

(1) All the United Nations will be invited to become original members of the Inter-
national Clearing Unjon. Other States may be invited to join subsequently. If ex-enemy
States are invited to join, special conditions may be applied to them.

(2) The Governing Board of the Clearing Union shall be appeinted by the Govern-
ments of the several member States (as provided in {12) below); the daily business with
the Union and the technical arrangements being carried out through their Central
Banks or other appropriate authorities.

(3) The member States will agree between themselves the initial values of their own
currencies in terms of bancor. A member State may not subsequently alter the value
of its currency in terms of bancor without the permission of the Governing Board
except under the conditions stated below; but during the first five years after the
inception of the system the Coverning Board shall give special consideration to
appeals for an adjustment in the exchange value of a naticnal currency unit cn the
ground of unforeseen circumstances,

(4) The value of bancor in terms of gold shall be fixed by the Governing Board.
Member States shall not purchase or acquire gold, directly or indirectly, at a price in
terms of their national currencies in excess of the parity which corresponds to the value
of their currency in terms of bancor and to the value of bancor in terms of gold. Their
sales and purchases of gold shall not be otherwise restricted.

(5) Each member State shall have assigned to it a guota, which shall determine the
measure of its responsibility in the management of the Union and of its right to enjoy
the credit facilities provided by the Union. The initial quotas might be fixed by refer-
ence to the sum of each country’s exports and imports on the average of {say) the
three pre-war years, and might be (say} 75 per cent. of this amount, a special assess-
ment being substituted in cases (of which there might be several) where this formula
would be, for any reason, inappropriate. Subsequently, after the elapse of the transi-
tional period, the quotas should be revised annually in accordance with the running
average of each country’s actual volume of trade in the three preceding years, rising
to a five-year average when figures for five post-war years are available. The deter-
mination of a country’s quota primarily by reference to the value of its foreign trade
seems to offer the criterion most relevant to a plan which is chiefly concerned with the
regulation of the foreign exchanges and of a country’s international trade balance.
It is, however, a matter for discussion whether the formula for fixing quotas should
also take account of other factors.
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(6) Member States shall agree to accept payment of currency balances, due to them
from other members, by a transfer of bancor to their eredit in the books of the Clearing
Union. They shall be entitled, subject to the conditions set forth below, to make
transfers of bancor to other members which have the effect of averdrawing their own
accounts with the Union, provided that the maximum debit balances thus created do
not exceed their quota. The Clearing Union may, at its discretion, charge a small
commission or transfer fee in respect of tramsactions in its books for the purpose of
meeting its current expenses or any other outgoings approved by the Governing Board.

(7) A member State shall pay to the Reserve Fund of the Clearing Union a charge
of 1 per cent. per annum on the amount of its average balance in bancor, whether
it is a credit or a debit balance, in excess of a guarter of its quota; and a further charge
of 1 per cent. on its average balance, whether credit or debit, in excess of a half of
its quota. Thus, only a country which keeps as nearly as possible in a state of inter-
national balance on the average of the year will escape this contribution. These charges
are not absolutely essential to the scheme. But if they are found acceptable, they would
be valuable and important inducements towards keeping a level balance, and a signifi-
cant indication that the system looks on excessive credit balances with as critical an eye
as on excessive debit balances, each being, indeed, the inevitable concomitant of the
cther. Any member State in debit may, after consultation with the Governing Board,
borrow bancor from the balances of any member State in credit on such terms as may
be mutually agreed, by which means each would avoid these contributions. The
Governing Board may, at its discretion, remit the charges on credit balances, and
increase correspondingly those on debit balances, if in its opinion unduly expansionist
conditions are impending in the world economy,

(8)—{(a) A member State may not increase its debit balance by more than a quarter
of its quota within a year without the permission of the Governing Board. If its debit
balance has exceeded a quarter of its quota on the average of at least two years, it shall
be entitled to reduce the value of its currency in terms of bancor provided that the
reduction shall not exceed 5 per cent. without the consent of the Governing Board;
but it shall not be entitled to repeat this procedure unless the Boaard is satisfied that this
procedure is appropriate.

(b) The Governing Board may require from a member State having a debit balance
reaching a half of its quota the deposit of suitable collateral against its debit balance.
Such collateral shall, at the discretion of the Governing Board, take the form of gold,
foreign or domestic currency or Government bonds, within the capacity of the member
State. As a condition of allowing a member State to increase its debit balance to a
figure in excess of a half of its quota, the Governing Board may require all or any of
the following measures :—

(i} a stated reduction in the value of the member’s currency, if it deems that to
be the suitable remedy;

(ii) the control of outward capital transactions if not already in force; and

(iii} the outright surrender of a suitable proportion of any separate gold or other
liquid reserve in reduction of its debit balance.
Furthermore, the Governing Board may recommend to the Government of the member
State any internal measures affecting its domestic economy which may appear to be
appropriate to restore the equilibrium of its international balance.
(c) If a member State’s debit balance has exceeded three-quarters of its quota on
the average of at least a year and is excessive in the opinion of the Governing Board
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in relation to the total debit balances outstanding on the books of the Clearing Union,
or is increasing at an excessive rate, it may, in addition, be asked by the Governing
Board to take measures to improve its position, and, in the event of its failing to reduce
its debit balance accordingly within two years, the Governing Board may declare that it
is in default and no longer entitled to draw against its account except with the per-
mission of the Governing Board.

{d) Each member State, on joining the system, shall agree to pay to the Clearing
Union any payments due from it to a country in default towards the discharge of the
latter’s debit balance and to accept this arrangement in the event of falling into default
itself. A member State which resigns from the Clearing Union without making approved
arrangements for the discharge of any debit balance shall also be treated as in default.

(9} A member State whose credit balance has exceeded a half of its guota on the
average of at least a year shall discuss with the Governing Board (but shall retain the
ultimate decision in its own hands) what measures would be appropriate to restore
the equilibrium of its international balances, including—

{#) Measures for the expansion of domestic credit and domestic demand.

(b) The appreciation of its local currency in terms of bancor, or, alternatively, the
encouragement of an increase in money rates of earnings;

(c} The reduction of tariffs and other discouragements against impotts,

(d) International development loans.

(10) A member State shall be entitled to obtain a credit balance in terms of bancor by
paying in gold to the Clearing Union for the credit of its clearing account, But no one
is entitled to demand gold from the Union against a balance of bancor, since such
balance is available only for transfer to another clearing account. The Governing Board
of the Union shall, however, have the discretion to distribute any gold in the possession
of the Unjon between the members possessing credit balances in excess of a specified
proportion of their quotas, proportionately to such balances, in reduction of their
arnount in excess of that proportion.

{11) The monetary reserves of a member State, viz., the Central Bank or other bank
or Treasury deposits in excess of a working balance, shall not be held in another country
except with the approval of the monetary authorities of that country.

(12} The Governing Board shall be appointed by the Governments of the member
States, those with the larger quetas being entitled to appoint a member individually,
and those with smaller quotas appointing in convenient political or geographical
groups, so that the members would not exceed (say) 12 or 15 in number. Each repre-
sentative on the Coverning Board shall have a vote int proportion to the quotas of the
State (or States) appointing him, except that on a proposal to increase a particular
quota, a representative’s voting power shall be measured by the quotas of the member
States appointing him, increased by their credit balance or decreased by their debit
balance, averaged in each case over the past two years. Each member State, which is
not individually represented on the Governing Board, shall be entitled to appoint a
permanent delegate to the Union to maintain contact with the Board and to act as
fiaison for daily business and for the exchange of information with the Executive of
the Union. Such delegate shall be entitled to be present at the Governing Board when
any matter is under consideration which specially concerns the State he represents, and
to take part in the discussion.
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(13) The Governing Board shall be entitled to reduce the quotas of members, all
in the same specified proportion, if it seems necessary to correct in this manner an
excess of world purchasing power. In that event, the provisions of 6 (8) shall be held
to apply to the quotas as se reduced, provided that no member shall be tequired to
reduce his actual overdraft at the date of the change, or be entitled by reason of this
reduction to alter the value of his currency under 6 (8) (a), except after the expiry of
two years. If the Governing Board subsequently desires to correct a potential deficiency

of world purchasing power, it shall be entitled to restore the general level of quotas
towards the original level.

{14) The Governing Beard shall be entitled to ask and receive from each member
State any relevant statistical or other information, including a full disclosure of gold,
external credit and debit balances and other external assets and liabilities, both public
and private. So far as circumstances permit, it will be desirable that the member States
shall consult with the Governing Board on important matters of policy likely to affect
substantially their bancor balances or their financial relations with other members.

(15) Executives offices of the Union shall be situated in London and New York,
with the Governing Board meeting alternately in London and Washington.

{(16) Members shall be entitled to withdraw from the Union on a yecar’s naotice,
subject to their making satisfactory arrangements to discharge any debit balance. They
would not, of course, be able to employ any credit balance except by making transfers
from it, either before or after their withdrawal, to the Clearing Accounts of other
Central Banks. Similarly, it should be within the power of the Governing Board to
require the withdrawal of a member, subject to the same notice, if the latter is in
breach of agreements relating to the Clearing Unijon,

(17) The Central Banks of non-member States would be allowed to keep credit
clearing accounts with the Union; and, indeed, it would be advisable for them to do so
for the conduct of their trade with member States. But they would have no right to
overdrafts and no say in the management.

(18) The Governing Board shall make an annual Report and shall convene an annual
Assembly at which every member State shall be entitled to be represented individually
and to move proposals. The principles and governing rules of the Union shall be the

subject of reconsideration after five years’ experience, if a majority of the Assembly
desire it,

NL—WHAT LIABILITIES OUGHT THE PLAN TO PLACE ON
CREDITOR COUNTRIES?

7. It is not contemplated that either the debit or the credit balance of an individual
country ought to exceed a certain maximum-—let us say, its guota. In the case of
debit balances this maximum has been made a rigid one, and, indeed, counter-measures
are called for long before the maximum is reached. In the case of credit balances no
rigid maximum has been proposed. For the appropriate provision might be to require
the eventual cancellation or compulsory investment of persistent bancor credit balances
accumulating in excess of a member’s quota; and, however desirable this may be in
principle, it might be felt to impose on creditor countries a heavier burden than they
can be asked to accept before having had experience of the benefit to them of the
working of the plan as a whole. If, on the other hand, the limitation were to take the
form of the creditor country not being required to accept bancor in excess of a pre-
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scribed figure, this might impair the general acceptability of bancor, whilst at the same
time conferring no real benefit on the creditor country itself. For, if it chose to avail
itself of the limitation, it must either restrict its exports or be driven back on some
form of bilateral payments agreements outside the Clearing Union, thus substituting
a less acceptable asset for bancor balances which are based on the collective credit of
all the member States and are available for payments to any of them, or attempt the
probably temporary expedient of refusing to trade except on a gold basis.

8. The absence of a rigid maximum to credit balances does not impose on any
member State, as might be supposed at first sight, an unlimited liability outside its
ewn control. The liability of an individual member is determined, not by the quotas of
the other members, but by its own policy in controlling its favourable balance of pay-
ments, The existence of the Clearing Union does not deprive a member State of any
of the facilities which it now possesses for receiving payment for its exports. In the
absence of the Clearing Union a creditor country can employ the proceeds of its
exports o buy goods or to buy investments, or to make temporary advances and to
hold temporary overseas balances, ot to buy gold in the market. All these facilities will
remain at its disposal. The difference is that in the absence of the Clearing Union,
more or less automatic factors come into play to restrict the volume of ifs exports after
the above means of receiving payment for them have been exhausted. Certain coun-
tries become unable to buy and, in addition to this, there is an automatic tendency
towards a general slump in international trade and, as a result, a reduction in the
exports of the creditor country. Thus, the effect of the Clearing Union is to give the
creditor country a choice between voluntarily curtailing its exports to the same extent
that they would have been involuntarily curtailed in the absence of the Clearing Unien,
or, alternatively, of allowing its exports to continue and accumulating the excess
receipts in the form of bancor balances for the time being. Unless the removal of a
factor causing the involuntary reduction of exports is reckoned a disadvantage, a
creditor country incurs no burden but is, on the contrary, relieved, by being offered
the additional option of receiving payment for its exports through the accumulation of
a bancor balance.

9. If, therefore, a member State asks what governs the maximum liability which it
incurs by entering the system, the answer is that this lies entirely within its own
control. No more is asked of it than that it should hold in bancor such surplus of its
favourable balance of payments as it does not itself choose to employ in any other
way, and only for so long as it does not so choose.

IV.—50ME ADVANTAGES OF THE PLAN

10. The plan aims at the substitution of an expansionist, in place of a contrac-
tionist, pressure on world trade.

11. It effects this by allowing to each member State overdraft facilities of a defined
amount. Thus each country is allowed a certain margin of resources and a certain
interval of time within which to effect a balance in its economic relations with the rest
of the world. These facilities are made passible by the constitution of the system itself
and do not involve particular indebtedness between one member State and another.
A country is in credit or debit with the Clearing Unicn as a whele. This means that the
overdraft facilities, whilst a relief to some, are not a real burden to others. For the
accumulation of a ¢redit balance with the Clearing Union would resemble the importa-
tion of gold in signifying that the country holding it is abstaining voluntarily from the
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immediate use of purchasing power. But it would not invelve, as would the importation
of gold, the withdrawal of this purchasing power from circulation or the exercise of a
deflationary and contractionist pressure on the whole world, including in the end the
creditor country itself. Under the proposed plan, therefore, no country suffers injury
{but on the contrary) by the fact that the command over resources, which it does not
itself choose to employ for the time being, is not withdrawn from use. The accumula-
tion of bancor credit does not curtail in the least its capacity or inducement either to
produce or to consume,

12. In short, the analogy with a national banking system is complete. No depositor
in a local bank suffers because the balances, which he leaves idle, are employed to
finance the business of someone else, Just as the development of national banking sys-
tems served to offset a deflationary pressure which would have prevented otherwise
the development of modern industry, so by extending the same principle into the
international field we may hope to offset the contractionist pressure which might other-
wise overwhelm in social disorder and disappointment the good hopes of our modern
world. The substitution of a credit mechanism in place of hoarding would have
repeated in the international field the same miracle, already performed in the domestic
field, of turning a stone into bread.

13. There might be other ways of effecting the same objects temporarily or in part.
For example, the United States might redistribute her gold. Or there might be a number
of bilateral arrangements having the effect of providing international overdrafts, as,
for example, an agreement by the Federal Reserve Board te accumulate, if necessary,
a large sterling balance at the Bank of England, accompanied by a great number of
similar bilateral arrangements, amounting to some hundreds altogether, between these
and all the other banks in the werld. The objection to particular arrangements of this
kind, in addition to their greater complexity, is that they are likely to be in{luenced by
extranecus, political reasons; that they put individual countries in a position of par-
ticular obligation towards others; and that the distribution of the assistance between
different countries may not correspond to need and to the real requirements, which are
extremely difficult to foresee,

14. Tt should be much easier, and surely more satisfactory for all of us, to enter
into a general and collective responsibility, applying to all countries alike, that a
country finding itself in a creditor position against the rest of the weorld as a whele
should enter info an arrangement not to allow this credit balance to exercise a con-
tractionist pressure against world economy and, by repercussion, against the economy
of the creditor country itself. This would give everyone the great assistance of multi-
lateral clearing, whereby (for example) Great Britain could offset favourable balances
arising out of her exports to Furope against unfavourable balances due to the United
States or South America or elsewhere. MHow, indeed, can any country hope to start up
trade with Eurepe during the relief and reconstruction period on any other terms?

15. The facilities offered will be of particular importance in the transitional period
after the war, as soon as the initial shortages of supply have been overcome. Many
countries will find a difficulty in paying for their imports, and will need time and
resources before they can establish a readjustment. The efforts af each of these debter
countries to preserve its own equilibrium, by forcing its exports and by catting off all
imports which are not strictly necessary, will aggravate the problems of all the others.
On the other hand, if each feels free from undue pressure, the volume of international
exchange will be increased and everyone will find it casier to re-establish equilibrium
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without injury to the standard of life anywhere. The creditor countries will benefit,
hardly less than the debtors, by being given an interval of time in which to adjust
their economies, during which they can safely move at their own pace without the
result of exercising deflativnary pressure on the rest of the world, and, by repercussion,
on themselves.

16. It must, however, be emphasised that the provision by which the members of
the Clearing Union start with substantial overdraft facilities in hand will be mainly
useful, just as the possession of any kind of reserve is useful, to allow time and
method for necessary adjustments and a comfortable safeguard behind which the
unforeseen and the unexpected can be faced with equanimity. Obviously, it does not
by itself provide any long-term solution against a continuing disequilibrium, for in due
course the more improvident and the more impecunious, left to themselves, would
have run through their resources. But, if the purpose of the overdraft facilities is
mainly to give time for adjustments, we have to make sure, so far as possible, that
they will be made. We must have, therefore, some rules and some machinery to secure
that equilibrium is restored. A tentative attempt to provide for this has been made
above. Perhaps it might be strengthened and improved.

17. The provisions suggested differ in one important respect from the pre-war
system because they aim at putting some part of the responsibility for adjustment on
the creditor country as well as on the debtor. This is an attempt to recover one of the
advantages which were enjoyed in the nineteenth century, when a flow of gold due to
a favourable balance in favour of London and Paris, which were then the main creditor
centres, immediately produced an expansionist pressure and increased foreign lending
in those markets, but which has been lost since New York succeeded to the position of
main creditor, as a result of gold movements failing in their effect, of the breakdown
of international barrowing and of the frequent flight of loose funds from one depository
to another. The object is that the creditor should not be allowed to remain entirely
passive. For if he is, an intolerably heavy task may be laid on the debtor country, which
is already for that very reason in the weaker position.

18. If, indeed, a country lacks the productive capacity to maintain its standard of
life, then a reduction in this standard is not avoidable. If its wage and price levels in
terms of money are out of line with those elsewhere, a change in the rate of its foreign
exchange is inevitable. But if, possessing the productive capacity, it lacks markets
because of restrictive policies throughout the world, then the remedy lies in expanding
its opportunities for export by removal of the restrictive pressure. We are too ready
to-day to assume the inevitability of unbalanced trade positions, thus making the
opposite error to those who assumed the tendency of exports and imports to equality.
It used to be supposed, without sufficient reason, that effective demand is always
properly adjusted throughout the world; we now tend to assume, equally without
sufficient reason, that it never can be. On the contrary, there is great force in the
contention that, if active employment and ample purchasing power can be sustained
in the main centres of the world trade, the problem of surpluses and unwanted exports
will largely disappear, even though, under the most prosperous conditions, there may
remain some disturbances of trade and unforeseen situations requiring special remedies.

V.—THE DAILY MANAGEMENT OF THE EXCHANGES UNDER THE FLAN

18, The Clearing Union restores unfettered multilateral clearing between its mem-
bers. Compare this with the difficuities and complications of a large number of bilateral
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agreements, Compare, above all, the provisions by which a country, taking improper
advantage of a payments agreement (for the system is, in fact, a generalised payments
agreement), as Germany did before the war, is dealt with not by a single country (which
may not be strong enough to act effectively in isolation or cannot afford to incur the
diplomatic odium of isolated action), but by the system as a whole. If the argument
is used that the Clearing Union may have difficulty in disciplining a2 misbehaving
country and in avoiding consequential loss, with what much greater force can we urge
this objection against a multiplicity of separate bilateral payments agreements.

20. Thus we should not only obtain the advantages, without the disadvantages, of
an international gold currency, but we might enjoy these advantages more widely than
was ever possible in practice with the old system under which at any given time only
a minoerity of countries were actually working with free exchanges. In conditions of
multilateral clearing, exchange dealings would be carried on as freely as in the best
days of the gold standard, without its being necessary to ask anyone to accept special
or onercus conditions.

21. The principles governing transactions are: first, that the Clearing Union is set
up, not for the transaction of daily business between individual traders or banks, but
for the clearing and settlement of the ultimate outstanding balances between Central
Banks (and certain other super-national Institutions), such as would have been settled
under the old gold standard by the shipment or the earmarking of gold, and should
not trespass unnecessarily beyond this field; and, second, that its purpose is to increase
freedom in international commerce and not to multiply intecferences or compulsions.

22. Many Central Banks have found great advantage in centralising with them-
selves or with an Exchange Control the supply and demand of all foreign exchange,
thus dispensing with an outside exchange market, though continuing to accommodate
individuals through the existing banks and not directly. The further extension of such
arrangements would be consonant with the general purposes of the Clearing Union,
inasmuch as they would promote order and discipline in international exchange transac-
tions in detail as well as in general. The same js true of the control of Capital Move-
ments, further described below, which many States are likely to wish to impose on their
own nationals, But the structure of the proposed Clearing Union does not requére such
measures of centralisation or of control on the part of a member State. It is, for
example, consistent alike with the type of Exchange Control now established in the
United Kingdom or with the system now operating in the United States. The Union
does not prevent private heldings of foreign currency or private dealings in exchange
or international capital movements, if these have been approved or allowed by the
member States concerned, Central Banks can deal direct with one another as heretofore.
Ne transaction in bancor will take place except when a member State or its Central
Bank is exercising the right to pay in it. In no case is there any direct control of capital
movements by the Union, even in the case of 6 (8) (&) (ii) above, but only by the
member States themselves through their own institutions. Thus the fabric of inter-
national banking organisaticn, built up by long experience to satisfy practical needs,
would be left as undisturbed as possible.

23. It is not necessary to interfere with the discretion of countries which desire to
maintain a special intimacy within a particular group of countries associated by
geographical or political ties, such as the existing sterling area, or groups, like the
Latin Union of former days, which may come into existence covering, for example,
the countries of North America or those of South America, or the groups now under
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active discussion, including Poland and Czechoslovakia or certain of the Balkan
States. There is no reason why such countries should not be allowed a double position,
both as members of the Clearing Union in their own right with their proper quota,
and also as making use of another financial centre along traditional lines, as, for
example, Australia and India with London, or certain American countries with New
York. In this case, their accounts with the Clearing Union would be in exactly the
same position as the independent gold reserves which they now maintain, and they
would have no occasion to modify in any way their present practices in the conduct
of daily business.

24, There might be other cases, however, in which a dependency or a member of
a federal union would merge its currency identity in that of a mother country, with a
quota appropriately adjusted to the merged currency area as a whole, and nof enjoy a
separate individual membership of the Clearing Union, as, for example, the States of a
Federal Union, the French colonies or the British Crown Colonies.

25. At the same time countries, which do not belong to a special geographical or
political group, would be expected to keep their reserve balances with the Clearing
Union and not with one another. It has, thercfore, been laid down that balances may
not be held in another country except with the approval of the monetary authorities
of that country; and, in order that sterling and dollars might not appear to compete
with bancor for the purpose of reserve balances, the United Kingdom and the United
States might agree together that they would not accept the reserve balances of other
countries in excess of normal working balances except in the case of banks definitely
belonging to a Sterling Area or Dollar Area group.

VIL—THE POSITION OF GOLD UNDER THE PLAN

26. Gold still possesses great psychological value which is not being diminished by
current events; and the desire to possess a gold reserve against unforeseen contingencies
is likely to remain. Gold also has the merit of providing in point of form {whatever the
underlying realities may be) an uncentroversial standard of value for international
purposes, for which it would not yet be easy to find a serviceable substitute. Moreover,
by supplying an automatic means for settling some part of the favourable balances of
the creditor countries, the current geld production of the world and the remnant of
of gold reserves held cutside the United States may still have a useful part to play.
Nor is it reasonable to ask the United States to de-monetise the stock of gold which is
the basis of its impregnable liquidity. What, in the long run, the world may decide
to do with gold is another matter. The purpose of the Clearing Union is to supplant
gold as a governing factor, but not to dispense with it.

27. The international bank-money which we have designated bancor is defined
in terms of a weight of gold. Since the national currencies of the member States are
given a defined exchange value in terms of bancor, it follows that they would each
have a defined geld content which would be their official buying price for gold, above
which they must not pay. The fact that a member State is entitled to obtain a credit
in terms of bancor by paying actual gold to the credit of its clearing account, secures
a steady and ascertained purchaser for the output of the gold-producing countries, and
for countries holding a large reserve of geld. Thus the position of producers and
holders of gold is not affected adversely, and is, indeed, improved.

28, Central Banks would be entitled to retain their separate gold reserves and
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ship gold to one another, provided they did not pay a price above parity; they could
coin gold and put it inte circulation, and, generally speaking, do what they liked with it.

29. One limitation only would be, for obvious reasons, essential. No member State
would be entitled to demand gold from the Clearing Union against its balance of
bancor; for bancor is available only for transfer to another clearing account. Thus
between gold and bancor itself there would be a one-way convertibility, such as ruled
frequently before the war with national cucrencies which were on what was called a
“gold exchange standard.” This need not mean that the Clearing Union would only
receive gold and never pay it out. It has been provided above that, if the Clearing
Union finds itself in possession of a stock of gold, the Governing Board shall have
discretion to distribute the surplus between those possessing credit balances in bancor,
proportionately to such balances in reduction of their amount,

30. The question has been raised whether these arrangements are compatible with
the retention by individual member States of a full gold standard with two-way
convertibility, so that, for example, any foreign central bank acquiring dollars could
use them to obtain gold for export. It is not evident that a good purpose would be
served by this. But it need not be prohibited, and if any member State should prefer
to maintain full convertibility for internal purpeses it could protect itself from any
abuse of the system or inconvenient consequences by providing that gold could only
be exported under licence.

31. The value of bancor in terms of gold is fixed but not unalterably. The power
to vary its value might have to be exercised if the stocks of gold tendered te the Union
were to be excessive. No object would be served by attempting further to peer into
the future or to prophesy the ultimate outcome,

VIL—THE CONTROL OF CAPITAL MOVEMENTS

32. There is no country which can, in future, safely allow the flight of funds for
political reasons or to evade domestic taxation or in anticipation of the owner turning
refugee. Equally, there is no country that can safely receive fugitive funds, which con-
stitute an unwanted import of capital, yet cannot safely be used for fixed investment.

33. For these reasons it is widely held that control of capital movements, both
inward and outward, should be a permanent feature of the post-war system. It is an
objection to this that control, if it is to be effective, probably requires the machinery
af exchange control for all transactions, even though a general permission is given to
all remittances in respect of current trade. Thus those countries which have for the
time being no reason to fear, and may indeed welcome, outward capital movements,
may be reluctant to impose this machinery, cven though a general permission for
capital, as well as current, transactions reduces it to being no more than a machinery
of record. On the other hand, such control will be more difficult to work by unilateral
action on the part of those countries which cannot afford to dispense with it, especially
in the absence of a postal censorship, if movements of capital cannot be controlled
at both ends. It would, therefore, be of great advantage if the United States, as well
as other members of the Clearing Union, would adopt machinery similar to that which
the British Exchange Contrel has now gone a long way towards perfecting. Neverthe-
less, the universal establishment of a control of capital movements cannot be regarded as
essential to the operation of the Clearing Union; and the method and degree of such
control should therefore be left to the decision of each member State. Some less drastic
way might be found by which countries, not themselves controlling outward capital
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movements, can deter inward movements not approved by the countries from which
they originate,

34. The position of abnormal balances in overseas ownership held in various
countries at the end of the war presents a problem of considerable importance and
special difficulty. A country in which a large volume of such balances is held could
not, unless it is in a creditor position, afford the risk of having to redeem them in
bancor on a substantial scale, if this would have the effect of depleting its bancor
resources at the outset. At the same time, it is very desirable that the countries owning
these balances should be able to regard them as liquid, at any rate over and above
the amounts which they can afford to lock up under an agreed programme of funding
or long-term expenditure, Perhaps there should be some special over-riding provision
for dealing with the transitional period only by which, through the aid of the Clearing
Union, such balances would remain liquid and convertible into bancer by the creditor
country whilst there would be no corresponding strain on the bancer resources of the
debtor country, or, at any rate, the resulting strain would be spread over a period.

35. The advocacy of a control of capital movements must not be taken to mean
that the era of international investrment should be brought to an end. On the contrary,
the system contemplated should greatly facilitate the restoration of international loans
and credits for legitimate purposes. The object, and it is a vital object, is to have a
means—

{a) of distinguishing leng-term loans by creditor countries, which help to main-
tain equilibrium and develop the world's rescurces, from movements of funds out
of debtor countries which lack the means to finance them; and

(b) of controlling short-term speculative movements or flights of currency whether
out of debtor countries or from one creditor country to another.

36. It should be emphasised that the purpose of the overdrafts of bancor permitted
by the Clearing Union is, net to facilitate long-term, or even medium-term, credits to
be made by debtor countries which cannot afford them, but to allow time and a breath-
ing space for adjustments and for averaging one period with another to all member
States alike, whether in the long run they are well-placed to develop a forward inter-
national loan policy or whether their prospects of profitable new development in excess
of their own resources justifies them in long-term borrowing. The machinery and
organisation of international medium-term and long-term lending is another aspect of
post-war economic pelicy, not less important than the purposes which the Clearing
Union seeks to serve, but requiring another, complementary institution.

VIIL—RELATION CF THE CLEARING UNION TO COMMERCIAL POLICY

37. The special protective expedients which were developed between the two wars
were sometimes due to political, secial or industrial reasons. But frequently they were
nothing more than forced and undesired dodges to protect an unbalanced position of
a country’s overseas payments. The new system, by helping to provide a register of
the size and whereabouts of the aggregate debtor and creditor positions respectively,
and an indication whether it is reascnable for a particular country to adopt special
expedients as a temporary measure to assist in regaining equilibrium in its balance of
payments, would make it possible to establish a general rule #ot to adopt them, subject
to the indicated exceptions,

38, The existence of the Clearing Union would make it possible for member States
contracting commercial agreements to use their respective debit and credit positions
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with the Clearing Union as a test, though this test by itself would not be complete.
Thus, the contracting parties, whilst agreeing to clauses in 2 commercial agreement
forbidding, in general, the use of certain measures or expedients in their mutual trade
relations, might make this agreement subject to special relaxations if the state of their
respective clearing accounts satisfied an agreed criterion. For example, an agreement
might provide that, in the event of one of the contracting States having a debit
balance with the Clearing Union exceeding a specified proportion of its quota on the
average of a period it should be free to resort to import regulation or to barter trade
agreements or to higher import duties of a type which was restricted under the agree-
ment in normal circumstances. Protected by the possibility of such temporary indul-
gences, the members of the Clearing Union should feel much more confidence in
moving towards the withdrawal of other and more dislocating forms of protection and
discrimination and in accepting the prohibition of the worst of them from the outset.
In any case, it should be laid down that members of the Union would not allow or
suffer among themselves any restrictions on the disposal of receipts arising out of
current trade or “invisible” income.

IX—THE USE OF THE CLEARING UNION FOR OTHER
INTERNATIONAL PURFPOSES

39. The Clearing Union might become the instrument and the support of inter-
national policies in addition to those which it is its primary purpose to promote. This
deserves the greatest possible emphasis, The Union might become the pivot of the
future economic government of the world. Without it, other more desirable develop-
ments will find themnselves impeded and unsupported. With it, they will fall into their
place as parts of an ordered scheme. No one of the following suggestions is 2 neces-
sary part of the plan. But they are illustrations of the additional purposes of high
importance and value which the Union, once established, might be able to serve:—

(1) The Union might set up a clearing account in favour of international bodies
charged with post-war relief, rehabilitation and reconstruction. But it could go much
further than this. For it might supplement contributions received from other sources by
granting preliminary overdraft facilities in favour of these badies, the overdraft being
discharged over a period of years out of the Reserve Fund of the Union, or, if necessary,
out of a levy on surplus credit balances. So far as this method is adopted it would be
possible to avoid asking any country to assume a burdensome commitment for relief
and reconstruction, since the resources would be provided in the first instance by those
countries having credit clearing accounts for which they have no immediate use and
are voluntarily leaving idle, and in the long run by those countries which have a chronic
international surplus for which they have no beneficial employment.

(2} The Union might set up an account in favour of any super-national policing
body which may be charged with the duty of preserving the peace and maintaining
international order. If any country were to infringe its properly authorised orders, the
policing bedy might be entitled to request the Governors of the Clearing Unijon to
hold the clearing account of the delinquent country to its order and permit no further
transactions on the account except by its authority. This would provide an excellent
machinery for enforcing a financial blockade.

(3} The Union might set up an account in favour of international bodies charged
with the management of a Commodity Control, and might finance stocks of commodi-
ties held by such bodies, allowing them overdraft Facilities on their accounts up to an
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agreed maximum, By this means the financial problem of buffer stocks and “ever-
normal granaries” could be effectively attacked.

{4) The Union might be linked up with a Board for International Investment. It
might act on behalf of such a Board and collect for them the annual service of their
loans by automatically debiting the clearing account of the country concerned. The
statistics of the clearing accounts of the member-States would give a reliable indication
as to which countries were in a position to finance the Investment Board, with the
advantage of shifting the whole system of clearing credits and debits nearer to
equilibrium.

(5) There are various methods by which the Clearing Union could use its influence
and its powers to maintain stability of prices and to control the Trade Cycle. If an
International Economic Board is established, this Board and the Clearing Union might
be expected to work in close collaboration to their mutual advantage. If an Inter-
national Investment or Development Corporation is also set up together with a scheme
of Commodity Controls for the control of stocks of the staple primary products, we
might come to possess in these three Institutions a powerful means of combating the
cvils of the Trade Cycle, by exercising contractionist or expansionist influence on the
system as a whole or on particular sections. This is a large and important guestion
which cannot be discussed adequately in this paper; and need not be examined at
length in this place because it does not raise any important issues affecting the
fundamental constitution of the proposed Union. It is mentioned here to complete

the picture of the wider purposes which the foundation of the Clearing Union might be
made to serve.

40. The facility of applying the Clearing Union plan to these several purposes
arises out of a fundamental characteristic which is worth pointing out, since it dis-
tinguishes the plan from those proposals which try to develop the same basic principle
along bilateral lines and is one of the grounds on which the Flan can claim superior
merit, This might be described as its “anonymous” or “impersenal” quality. No par-
ticular member States have to engage their own resources as such to the support of
other particular States or of any of the international projects or policies adopted. They
have only to agree in general that, if they find themselves with surplus resources which
for the time being they do not themselves wish to employ, these resources may go into
the general pool and be put to work on approved purposes. This costs the surplus
country nothing because it is not asked to part permanently, or even for any specified
period, with such resources, which it remains free to expend and employ for its own
purposes whenever it chooses; in which case the burden of finance is passed on to the
next recipient, again for only so long as the recipient has no use for the money.
As pointed out above, this merely amounts to extending to the international sphere the
methods of any domestic banking system, which are in the same sense “impersonal”
inasmuch as there is no call on the particular depositor either to support as such the
purposes for which his banker makes advances or to forgo permanently the use of
his deposit. There is no countervailing objection except that which applies equally to
the technique of domestic banking, namely that it is capable of the abuse of creating
excessive purchasing power and hence an inflation of prices. In our efforts to avoid
the opposite evil, we must not lose sight of this risk, to which there is an allusion
in 39 {5) above. But it is no more reason for refusing the advantages of international
banking than the similar risk in the domestic field is a reason to return to the prac-
tices of the seventeenth century goldsmiths {which are what we are still following in
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the infernational field) and to forgo the vast expansion of production which banking
principles have made possible. Where financial contributions are required for some
purpose of general advantage, it is a great facility not to have to ask for specific
contributions from any named country, but to depend rather on the anonymous and
impersonal aid of the system as a whole. We have herc a genuine organ of truly
international government,

X.~—THE TRANSITIONAL ARRANGEMENTS

41. It would be of great advantage to agree the general principles of the Clearing
Union befere the end of the war, with a view to bringing it into operation at an early
date after the termination of hostilities. Major plans will be more easily brought to
birth in the first energy of victory and whilst the active spicit of united action still
persists, than in the days of exhaustion and reaction from so much effort which may
well follow a little later. Such a proposal presents, however, something of a dilemma.
On the one hand, many countries will be in particular need of reserves of overseas
resources in the period immediately after the war. On the other hand, goods will be in
short supply and the prevention of inflationary international conditions of much maore
importance for the time being than the opposite. The expansionist tendency of the
plan, which is a leading recommendation of it as soon as peace-time output is restored
and the productive capacity of the world is in running order, might be a danger in the
early days of a sellers’ market and an excess of demand aver supply.

42. A reconciliation of these divergent purposes is not easily found until we know
more than is known at present about the means to be adopted to finance post-war relief
and reconstruction. If the intention is to provide resources on liberal and comprehen-
sive lines outside the resources made available by the Clearing Union and additional to
them, it might be better for such specific aid to take the place of the proposed overdrafts
during the “relief” period of (say) two years. In this case credit clearing balances
would be limited to the amount of gold delivered to the Union, and the overdraft
facilities created by the Union in favour of the Relief Council, the International Invest-
ment Board or the Commodity Controls. Nevertheless, the immediate establishment of
the Clearing Union would not be incompatible with provisional arrangements, which
could take alternative forms according to the character of the other “relief” arrange-
ments, qualifying and limiting the overdraft quotas. Owverdraft quotas might be
allowed on a reduced scale during the transitional period. Or it might be proper to
provide that countries in receipt of relief or Lend-Lease assistance should not have
access at the same time to overdraft facilities, and that the latter should only become
available when the former had come to an end. If, on the other hand, relief from
cutside sources looks like being inadequate from the outset, the overdraft quotas may be
even more necessary at the outset than later on.

43. We must not be over-cautious. A rapid economic restoration may lighten the
tasks of the diplomatists and the politicians in the resettlement of the world and the
restoration of social order. For Great Britain and other countries outside the “relief”
areas the possibility of exports sufficient to sustain their standard of life is bound up
with good and expanding markets. We cannot afford to wait too long for this, and
we must not allow excessive caution to condemn us to perdition. Unless the Union
is & going concern, the problem of proper “timing” will be nearly insoluble. It is
sufficient at this stage to point out that the problem of timing must not be overlooked,
but that the Union is capable of being used so as to aid rather than impede its solution.
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XI.—CONCLUSION

44. It has been suggested that so ambitious a proposal is open to criticism on the
ground that it requires from the members of the Union a greater surrender of their
sovereign rights than they will readily concede. But no greater surrender is required
than in a commercial treaty. The obligations will be entered into voluntarily and can
be terminated on certain conditions by giving notice.

45. A greater readiness to accept super-national arrangements must be required
in the post-war world, If the arrangements proposed can be described as a measure
of financial disarmament, there is nothing here which we need be reluctant to accept
ourselves or to ask of others, It is an advantage, and not a disadvantage, of the scheme
that it invites the member States to abandon that licence to promote indiscipline,
disorder and bad-neighbourliness which, to the general disadvantage, they have been
free to exercise hitherto.

46. The plan makes a beginning at the future economic ordering of the world
between nations and “the winning of the peace.” It might help to create the conditions
and the atmosphere in which much else would be made easier.
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The White Plan

The first definitive version of Mr, White’s plan for a Stabilization Fund was a
mimeographed draft dated April 1942. This covered both the Fund and the
Bank. It comprised an Introduction, an Qutline of the Articles proposed for the
Fund and for the Bank, and extensive commentaries on these Articles, The
extract (A) below omits the Articles for the Bank and also the commentary on
them except for a section which dealt with A new international currency.”

The final version of Mr. White’s plan was issued by the LS. Treasury in
printed form on July 10, 1943. This is reproduced in (B) below.

(A) Preliminary Draft Proposal for a
United Nations Stabilization Fund and
a Bank for Reconstruction and Development of
the United and Associated Nations

(April 1942)
H. D. Whrre, Assistant to the Secretary, U.S. Treasury Department

This report has been prepared at the request of Secretary Morgenthau that [
draft a plan for an International Stabilization Fund and an International Unit of
Currency.

He felt that the requirements of furthering the war effort and preparing for the

financial needs of the reconstruction period called for the immediate preparation
and study of preliminary proposals.—H. D. Warte

INTRODUCTION

Suggested Ilan for a United and Associated Nations Stabilization Fund and a Bank
for Reconstruction and Development of the United and Associated Nations

It is yet too soon to know the precise form or the approximate magnitude of post-war
monetary problems. But one thing is certain. No matter how long the war lasts nor
how it is won, we shall be faced with three inescapable problems: te prevent the
disruption of foreign exchanges and the collapse of monetary and credit systems; to
assure the restoration of foreign trade; and to supply the huge volume of capital that

will be needed virtually throughout the world for reconstruction, for relief, ahd for
ECONOMIC Tecovery.

If we are to avoid drifting from the peace table into a period of chaotic competition,
monetary disorders, depressions, political disruption, and finally into new wars within
as well as among nations, we must be equipped to grapple with these three problems
and to make substantial progress toward their sclution.

37
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Specific plans must be formulated now.

Clearly the task can be successfully handled only through international action. In
most discussions of post-war problems this fact has been recognized, yet to date—
though a number of persons have pointed to the solution in general terms--no detailed
plans sufficiently realistic or practical to give promise of accomplishing the task have
been formulated or discussed. It is high time that such plans were drafted. It is time
that detailed and workable plans be prepared providing for the creation of agencies
with resources, powers and structure adequate {0 meet the three major post-war needs.

Such agencies should, of course, be designed to deal chiefly with post-war prablems.
But their establishment must not be postponed until the end of hostilities. It takes
many months to set up such agencies. First, 2 plan has to be perfected. Then it has
to be carefully considered by a number of countries. In each country, again, acceptance
can follow only upon legislation. That alone will consume many months and possibly
longer. And even when the plan is finally accepted, much time will be further
consumed in the collection of personnel, and the performance of the preliminary ground
work which must be done before effective operations can begin. Altogether, a year
may be required before a proposal can be transformed into an operating agency.

Obviocusly, therefore, even though no important immediate ends will be served by
having such agencies functioning during war time, it will be an error to wait until the
end of the war js in sight before beginning serious discussion of plans for establishing
such agencies. No one knows how scon the war will end, and no one can know how
leng it will take to get plans approved and the agencies started. Yet, if we are to
“win the peace,” which will follow the war, we must have adequate economic
instruments with which fo carry on effective work as soon as the war is over. It would
be ill-advised, if not positively dangerous, to leave ourselves at the end of the war
unprepared ior the stupendous task of world-wide economic reconstruction.

Specific proposals will help win the war.

But there is an additional jmportant reason for initiating at once serious discussion of
specific proposals. Such discussion will be a factor toward winning the war. It has been
frequently suggested, and with much cogency, that the task of securing the defeat of
the Axis powers would be made casier if the victims of aggression, actual and potential,
could have more assurance that a victory by the United Nations will not mean in the
economic sphere, a mere return to the pre-war pattern of every-country-for-itself, or
inevitable depression, of possible widespread economic chaos with the weaker nations
succumbing first under the law-of-the-jungle that characterized international economic
practices of the pre-war decade. That assurance must be given now. The people of
the anti-Axis powers must be encouraged to feel themselves on solid international
ground, they must be given to understand that a United Nations victory will not usher
in another two decades of economic uneasiness, bickering, ferment, and disruption.
They must be assured that something will be done in the sphere of international
economic relations that is new, that is powerful enough and comprehensive enough to
give expectation of successfully filling a world need. They must have assurance that
methods and resources are being prepared to provide them with capital to help them
rebuild their devastated areas, reconstruct their war-distorted economies, and help
free them from the strangulating grasp of lost markets and depleted reserves. Finally,
they must have assurance that the United States does not intend to desert the war-worn
and impoverished nations after the war is won, but proposes to help them in the long
and difficult task of economic reconstruction. To help them, not primarily for
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altruistic motives, but from recognition of the truth that prosperity, like peace, is
indivisible. To give that assurance now is to unify and encourage the anti-Axis forces,
to greatly strengthen their will and efort to win,

Nor will the effect be on the anti-Axis powers alone. Whether within the Axis
countries the will to fight would be weakened by such arrangements is not certain,
but assuredly it would not be strengthened. And certainly the people in the invaded
countries, and the wavering elements in the Axis dominated and Axis-influenced
countries would be given additional cause to throw in their lot more definitely and
openly with the anti-Axis forces if there is real promise that an orderly prosperous
world will emerge from a United Nations victory.

Two International Government Agencies must be established—a Stabilization Funld
and a Bunk for Reconstruction.

A vital part of that promise rests on international monetary and banking collabora-
tion. The United Nations and the Nations asscciated with them must undertake
cooperatively two tasks as soon as possible: first, to provide an instrument with the
means and the procedure to stabilize foreign exchange rates and strengthen the
monetary systems of the United Nations; and second, to establish an agency with
resources and powers adeguate to provide capital for economic recenstruction, to
facilitate rapid and smooth transition from war-time economies to peace-time economies,
to provide relief for stricken people during the immediate post-war period, to increase
foreign trade and permanently increase the productivity of the United Nations.

Those two tasks should be kept distinct. Though in some of their facets and in
many of their consequences there is considerable interdependence and interaction, the
two are different enough to call for separate instrumentalities. Fach is sufficiently
specialized to require different resources, different responsibilities, and different pro-
cedures and criteria for action. To supply the United Nations with necessary capital
not otherwise available except possibly on too costly terms should be the function of
a bank created for that specific purpose; whereas monetary stabilization—a highly
specialized function calling for a special structure, special personnel, and special
organization—would best be performed by a stabilization fund created to perform
that special function.

It is therefore recommended that immediate consideration be given to formulating
plans for the establishment of two separate institutions:

1. A United and Associated Nations Stabilization Fund, and

2. A Bank for Reconstruction and Development of the United and Associated
Nations.

While either agency could function without the existence of the other, the creation
of both would nevertheless aid greatly in the functioning of each. Doubtless one agency
with the combined functions of both could be set up, but it could operate only with a
loss of effectiveness, risk of over-centralization of power, and danger of making
costly errors of judgment. The best promise of successful aperation seems to lie in
the creation of two separate institutions, linked together by one or two directors
in common.

Proposals must be drafted by experts of many governments meeting for that purpose.

It is hoped that some time soon, representatives of various interested governments
will meet in conference to explore the possibility of working out a plan for the
establishment of an international stabilization fund and bank. To facilitate the
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preliminary work of such a committee, and to provide the officials of the interested
governments with a proposal set in specific enough terms to encourage and justify
fruitful discussion prior to a meeting, the following report has been prepared. It
contains a suggested plan for a fund and for a bank, and also some discussion of the
various points involved.

Anyone familiar with the task of setting up new and complex organizations such
as the two envisaged will fully appreciate that no single person, no matter how well
informed on the subject, can hope to draft a plan that would meet with general
approval. This is especially true of a proposal calling for international collaboration
and requiring acceptance by several governments. To draft a plan that is likely to
meet with approval of various governments is a task beyond the competence even of
a group of economists from any single country. The details of any plan submitted
for consideration would have to be subjected to careful evaluation and examination by
a number of men, some of whorn should be expert in the handling of international
economic preblems and monetary theory, and others at home in related fields. In
addition to monetary problems, questions of sovereignty, of mational interest, and
of broad economic policy are involved in some of the more important provisions, and
these inevitably must be the subject of controversy and compromise. They are also
matters that must be discussed in detail and at length by high officials whose responsi-
bilities include the shaping and administration of monetary and financial policy.

The proposals and comments that follow are submitted with the intent of providing
a starting point for intelligent discussion and of calling attention to some of the
difficulties which would have to be satisfactorily met before a workable and acceptable
plan may emerge. The proposals have been set forth only in outline and for the
most part only those points are included which are essential to an understanding of the
plan.

It is certain that some of the powers and requirements included in the outline of
the Fund and the Bank will not survive discussion, prejudice and fear of departure
from the usual. Some may not stand the test of political reality, and some may be
unacceptable on technical grounds, while others may be generally regarded as going
too far toward “internationalism.” Yet most of them appear as desirable objectives
in most writings or conferences on post-war economies and are worth considering.

Willingness to depart from iradition and break new ground is essential if meaningful
resulis are to be obtained.

It will perhaps help toward understanding and induce a more sympathetic approach
to the proposals which follow to state at the outset that something much more than
the usual banking and stabilization functions are envisaged in the plan. There is urgent
need for instruments which will pave the way and make easy a high degree of cooper-
ation and collaboration among the United Nations in economic fields hitherto held
too sacrosanct for international action or multilateral sovereignty. A breach must be
made and widened in the outmoded and disastrous economic policy of each-country-
for-itself-and-the-devil-take-the-weakest. Just as the failure to develop an effective
League of Nations has made possible two devastating wars within one generation, so
the absence of a high degree of economic collaboration among the leading nations will,
during the coming decade, inevitably result in economic warfare that will be but the
prelude and instigator of military warfare on an even vaster scale.

The Fund and the Bank described in the following pages are envisaged as economic
instruments that most easily and effectively can facilitate that high degree of economic
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collaboration. It will be at once apparent that the resources, powers and requiremnents
for membership, accorded both agencies go far beyond the usual attributes of monetary
stabilization and of banking. They must if they are to be the stepping stone from
shortsighted disastrous economic nationalism to intelligent international collaboration.
Timidity will not serve. It is my conviction that the long-time effectiveness of both
agencies will be measured by the degree to which boldness and vision are displayed
in their organization and objectives.

Part I, which follows, consists of an outline of (1) a United and Associzted Nations
Stabilization Fund, and (2} of a Bank for Reconstruction of the United and Associated
Natjons.

Part II consists of a brief explanation and discussion of the proposed Fund, and
Part IIT of the proposed Barnk.

PART 1

A. SUGCESTED CUTLINE OF A UNITED AND ASSOCIATED NATIONS
STABILIZATION FUND.

I. The Purposes of the Fund are:

1. To stabilize foreign exchange rates of the United Nations.

To cncourage the flow of productive capital among the United Nations.
To liberate blocked balances.

To help correct the maldistribution of gold among the United Nations.

To facilitate the settlement and servicing of international debts— both public
and private.

Bk o

6. To shorten the periods of disturbing disequilibrium in the international accounts
of member countries and help stabilize price levels,

To reduce the necessity and use of foreign exchange controls.
8. To eliminate multiple currency practices and bilateral clearing arrangements.

To promote sound note issuing and credit policies and practices among the
United Nations.

10. To reduce barriers to foreign trade.
11. To promote more efficient and less expensive clearings of international exchange
transactions.

II. Powers.

To help attain the objectives listed above, the Fund shall have the following powers:
1. Buy, sell and hold gold, currencies, foreign exchange, bills of exchange, and
government bonds of the “member” countries, and act as a clearing house for
international movement of funds, balances, checks, drafts, acceptances, gold.
2. The Treasury of each member country (or its agent, a stabilization fund or
central bank) shall have the privilege of purchasing from the Fund the currency
of any member country which the Fund holds, provided:
a. The currency demanded from the Fund is required to meet adverse balance
of payments to the country whose currency is being demanded.
b. The sum in the Fund of the currency of the country making the purchase
shall be, after adding the sum proposed to be purchased, not more than
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100 percent of the total sum—gold, currency, and notes—originally con-
tributed to the Fund.

The rate of exchange shall be the one determined by the Fund.

3. Should a country wish to sell its currency to the Fund in an amount in excess
of the above quota, approval by four-fifths of the member votes would be
requited. The Fund could decide to purchase the excess of the currency in
question if:

4.

It is believed the anticipated balance of payments of the country in question
was such as to warrant the expectation that the “excess” could be disposed
of within a reasonable time, or

The country in guestion had gold holdings which, together with gold it
expected to accumulate within a reasonable time, were adequate to replace
the excess, and

The country in question agreed to adopt and carry out measures designed to
correct the disequilibtium in the country’s balance of payments, which the
Fund recommended—after careful examination of the situation,

4, The governments of member countries may sell to the Fund, blocked foreign
balances acquired from their nationals, provided all the following conditions are
met:

a.

b.

The foreign balances were in member countries and were either partly or
wholly blocked.

The foreign balances were included in the sum reported (for the purpose of
this provision) by the member government as blocked on date of its becoming
a member,

The country selling the blocked balances to the Fund agreed to begin repur-
chasing 40 percent of the amount sold to the Fund, at the price received,
and at a rate not to be less than 2 percent a year. The repurchases to begin
not later than three years after date of sale, and the currency to be used in
repayment to be either the currency received or the local currency, as
desired by the Fund.

The country in which the blocked balances are held agrees to transfer those
balances to the Fund, and purchase back 40 percent of them from the Fund,
at the rate of 2 percent a year, beginning not later than three years after the
date of transfer. The Fund may accept government bonds pavable in gold in
lieu of part of the blocked balances, and shall be free to sell such bonds under
certain conditions.

If the country selling the blocked foreign balances to the Fund asks for
foreign exchange rather than local currency, it must need the foreign
exchange for the purpose of meeting adverse balance of payments arising
from any cause except acquisitions of gold, or accumulation of foreign
balances.

The country in which the blocked funds are kept agrees not to impose any
restrictions on the installments of the 40 percent portion gradually to be
repurchased by country owning the blocked balances.

A charge of 1 percent, payable in the currency of the country paying shall
be levied against the country selling its blocked funds, and a charge of
1 percent payable by country in which blocked account exists.
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h. The Fund shall determine from time to time what shall be the maximum
proportion of the blocked balances it can afford to take over under this
provision,

i. The Fund on its part agrees not to sell the blocked balances acquired under
the above authority, except with the permission, or at the request of the
country in which the blocked balances are being held but can invest those
balances in regular or special government securities of that country.

The Fund would fix the rates at which it will exchange one member’s currency
for another, and the rates at which it will buy and sell gold with local currencies.
The guiding principle in the fixing of such rates shall be stability in exchange
relationships. Changes in the rates shall be made only when essential to
correction of a fundamental disequilibrium, and only with the consent of four-
fifths of member votes.

The Fund shall have authority to deal only with the Treasuries of the partici-
pating countries, or with official stabilization funds of those countries, and with
the bank designated by participating government as its fiscal agent, and with
international banks owned by governments.

The Fund shall not have the authority to engage in any transactions within a
member country, or with any corporation or part of the government of that
country without the consent of the Board representative of that country.

The Fund shall have the authority to buy and sell currencics of non-member
countries, but shall not be authorized to hold such currencies bevond sixty days

after date of purchase, except with the approval of four-fifths of the member
votes,

The Fund shall have the authority to borrow, at such rates as the Fund may
recommend, the currency of any country, provided four-fifths of the member
votes approve the terms, amount and condition of such borrowing.

The Fund shall have the authority to invest any currency it holds in “short-term”
securities—commercial or government—of the country of that currency provided
a four-fifths vote of the member votes shall approve, and provided further that
the approving votes shall include that of the Board representative of the country
in which the investment is to be made.

The Fund shall have authority to sell the obligation it holds of the member
countries provided four-fifths of the member votes approve, and provided the
representative of the country in which the securities are to be sold approves.

No sale of any currency from the Fund shall be made to a member without
approval of four-fifths of member votes when the currency so sold is to be used
or is to make possible adjustment of a foreign debt, including, of course, debts
already in default.

Any member country can borrow local currency from the Fund for one year
or less up to 75 percent of the currency of that country held by the Fund,
provided such loan is approved by three-fourths of the member votes. A country
borrowing such funds shall pay to the Fund an interest rate of 1 percent a year.

A very moderate service charge shall be made by the Fund on all exchange and
gold transactions,
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I1T.

Any member of the United or Associated Nations is eligible for membership in the
Fund provided it agrees:

1.

V.

BEFORE BRETION WQODS

Eligibility for membership.

To abandon, not later than one year after joining the Fund, or after the cessation
of hostilities, whichever is later, all restrictions and controls over foreign exchange
transactions with member countries, except with the approval of the Fund.

To alter exchange rates on the currencies of other countries only with the consent
of the Fund and only to the extent and in the direction approved by the Fund,

with the exception of a narrow range {ixed by the Tund and permitied to all
member currencies.

fa) Not to accept or permit deposits or investments fram any member country
except with the permission of the government of that country, and

{b) Tao make available to the government of any member country at its request
all property in form of deposits, investments, securities of the nativnals of
that member country.

Not to enter upon any bilateral clearing arrangements.

Not to adopt any monetary or general price measure or policy, the effect of
which, in the opinion of a majority of lhe member votes, would be to bring about
sponer or later a serious disequilibrium in the halance of pavments, if four-fifths
of the member votes of the Fund submitted to the country in question their
disapproval of the adoption of the measure.

To embark upon a program of gradual reduction of existing trade barriers—
import duties, import quotas, administrative devices—and further agree not to
adopt any increasc in tariff schedules, or other devices having as their purpose
higher trade obstacles, without giving reasonable opportunity for the Fund to
study the effect of the contemplated change on exchange rates and register its
opinion. In rendering its opinion, the Fund will make recommendation to which
the member governments agree to give serious consideration.

Net to permit any defaults on foreign obligations of the government, Central
Bank or government agency without approval of the Fund.

Not to subsidize—directly or indirectly—the exportation of any commodity or
services to member countries without consent of the T'und.

Composition of the Fund.

The Fund shall consist of gold, currencies of member countries, and member
government securities in such amounts as shall be indicated by a formula set
forth in the agreement.

The total subscription to the Fund shall be the equivalent of at least 83 billion.
The Bank of the United Nations should subscribe $100 million to the Fund.
The contribution of each country shall consist of 25 percent cash and 25 percent
in interest-bearing government securities (interest and principal payable in gold
or its equivalent). The remaining 50 percent to be paid in such installments and
in such form as shall be determined from time to time by the Fund.

The initial payment of 25 percent cash shall consist of at least one-half in gold,
the remainder in local currency.

V. Management.
1. The management of the Fund shall be vested in a Board of Directors consisting
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of the representatives appointed by the member governments. Each government
shall appoint one representative.

2. The Board shall elect a chairman and a small operating committee, The Chairman
shall be chief of the operating committee, The members of the operating cam-
mittee should devote full time to the management of the Fund, should be assisted
by an appropriate technical staff, and should receive an adequate salary. The
Chief of the operating committee with the approval of the Board shall appoint
the heads of the departments.

3. In all voting by the Board ecach representative shall have one hundred votes,
plus one vote for the equivalent of every million dollars subscribed to the Fund
by his government.

4. A country can replace, wholly or in part, its bonds with currency or gold. The
number of votes its representatives can cast will alter accordingly.

5. All decisions, except where specifically provided otherwise, shall be decided by the
majority of the votes cast.
6. The President of the Bank for the United Nations shall be a member of the Board

and shall have 100 votes. He shall have no additional votes notwithstanding the
Bank’s participation in the Fund.

VL. The rules and regulations regarding the type, amount and conditions of day-to-day
transactions to be handled by the operating committee, shall be promulgated by
four-fifths of the member votes.

VII. No change in the gold value of any currency of the participating countries shall
be permitted to alter the gold value of the total currency holdings in the Fund. Thus,
if the currency of any of the participating countries should depreciate, that country
must deliver to the Fund an amount of its local currency equal to the decreased
value of that currency held by the Tund. Likewise, if the currency of a particular
country should increase, the Fund must deliver to that country an amount (in the
currency of that country) equal to the resultant increase in the gold value of the
Fund’s holdings. This provision does not apply to currencies acquired under
paragraph 4 under section on “Powers.”

VUL A country failing to contribute to the Fund sums due the Fund shall be
dropped as a member, provided a majority of the member votes so decide. Any
member dropped shall have returned to it an amount {in its own currency) equal
to its contribution minus any sum due by that country to the Fund.

IX. Net profits earned by the Fund shall be distributed in the following manner:

1. 50 percent to reserves until the reserves are eqgual to 10 percent of the assets of
the Fund,

2. 50 percent to be divided ecach year among the members in form of the local
currency. That is, each country shall distribute its dividends in its own currency.

X. The member governments agree to furnish the Fund with all information it needs
for its operations, and to furnish such reports as it may require, in the form and at
the times reguested by the Fund,

{Part 1B, outlining proposals for an International Bank, has been omitted here.]
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PART I
A UNITED NATIONS STABILIZATION FUND

The vutline of the purposes, powers and structure of a stabilization fund presented
in the previous pages is hardly enough to supply the interested reader with more than
very general idea of how the proposed institution would function and what they would
be expected to accomplish, A brief discussion of some of the points cutlined should
serve to give a clearer idea of what is proposed, and also suggest some of the
difficulties involved in the proposal,

In the following pages the outline presented in Part I is somewhat elaborated and
some brief discussion is ventured of the more troublesome ot important points. This
section is devoted to discussion of the Fund and Part I to discussion of the Bank.

1. TDurroses or THE Funn

The various purposes enumerated in the outline are to a considerable extent inter-
dependent and overlapping and in some instances may even represent apparently
conflicting tendencies. Yet, progress in the attainment of almost any cne of them
facilitates progress toward the attainment of many of the others. Each of them
represents a different phase of international monetary arrangements and calls in the
main for different procedure, different powers, and in some cases, different kinds of
resources.

The fact that some of the objectives may be at times harmonicus and at other times
conflicting, indicates that the management of an international stabilization fund cannot
be reduced to a2 matter of simple rules. The successful operation of the Fund calls for
constant examination of a large variety of pertinent factors and the continual evaluation
of various effects which might be expected to follow any particular action or failure
to act,

There follows a brief amplification and justification of each of the objectives.

Stabilization of foreign exchange rates.

The advantages of obtaining stable exchange rates are patent. The maintenance of
stable exchange rates means the elimination of exchange risk in international economic
and financial transactions. The cost of conducting foreign trade is thereby reduced, and
capital flows much more easily to the country where it yields the greatest return
because both short-term and long-term investments are greatly hampered by the
possibility of loss from exchange depreciation. As the expectation of continued
stability in foreign exchange rates is strengthened there is also more chance of
avoiding the disrupting effects of flights of capital and of inflation.

Altogether, if the Fund were successful in bringing about a much greater degree
of stability in foreign exchange relationships than existed during the ‘twenties and
‘thirties, it will have justified its existence on that score alone.

Flow of productive capital, blocked balances, and redistribution of gold.

The desirability of encouraging the flow of productive capital to areas where it
can be most profitably employed needs no emphasis. The Fund can help encourage
that flow by reducing exchange risks, and also by making the imposition of restrictions
on exchange transactions less likely to happen. Alse, insofar as the Fund can help
strengthen the monetary and banking system of the country, it increases that country’s
attraction to funds of private foreign investors.
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Balances owned by residents of another country which have been blocked because
holdings of gold and other liquid foreign exchange assets are inadequate (this does not
apply to the United States where restrictions have been imposed for reasons other than
because of any scarcity of gold reserves) will constitute after the war one of the
danger spots to monetary stability, and to resumption of liberal trade policies. If the
Fund can eliminate that danger spot it will have justified its existence—even were it to
accomplish little else.

The Fund has the possibility of utilizing more effectively the gold resources of any
given country, and thereby encourage countries to hold larger gold reserves. By
facilitating an easier adjustment of the international balance of payments, it reduces
the volume of hectic gold movements. Machinery can be developed under the aegis of
the Bank, with which countries can more easily develop a favorable balance of
payments vis-a-vis the gold-holding and producing countries. By providing strength
to countries with weakened economic and credit systems, the Fund can also encourage
the return flow of gold from the United States.

Seruicing of infernational debts.

The reduction in risk of exchange loss and progress toward elimination of restrictions
on foreign exchange transactions should make casier debt adjustments of foreign debts
now in default—both public and private--and continued servicing of debts not in
default.

To help stabilize price levels.

Any development which would contribute toward stability of price levels is greatly
to be welcomed. Wide swings in price levels are one of the destructive elements in
domestic as well as international trade. An intelligent use of an international stabiliza-
tion fund could centribute something toward reducing the fluctuations, and even the
cyclical movements of prices within a country and in the relationship of price levels
between countrics,

To reduce the necessily and use of fareign exchunge controls,

Foreign exchange controls usually constitute an interference with trade and capital
flows. Unfortunately, such contrals are too often preferable to the alternatives facing
a particular country. Insofar as an international stabilization fund can reduce the
necessity for such controls and can prevent the use of such controls where they are
not necessary, it will serve to substantially increase foreign trade of nations and
encourage the flow of production capital.

To eliminate multiple currency practices and bilateral clearing arrangements.

The developments during the last twenty years of multiple currency devices and
bilateral clearing arrangements served to disrupt trade, increase economic difficulties
in some countries, and stimulate the worst kind of competitive practices among
countries seeking to increase their foreign markets or protect the foreign markets they
already have. These practices frequently arise from difficulties which are subject to
mitigation by an appropriately handled stabilization fund. An international stabilization
fund with ample resources and broad powers could do much to eliminate the justifica-
tion for resorting to trade practices that are an obstacle to a high level of foreign trade
for all countries.

Promotion of sound nate issuing and credit policies and practices.
The sounder the monetary and banking policies of governments, the less sensitive
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are they to economic disturbances, and the quicker will be the recovery from any
depression. There are numerous ways in which an international stabilization fund
could add to the strength of monetary systems of member governments.

Reduction of trade barriers.

The existence of high tariff policies and other obstacles to trade and the tendency
during the post-war period to heighten those barriers, are serious barriers to recovery
and maintenance of a high level of economic activity among countries. It will be
readily admitted that if an international stabilization fund can assist in bringing about
a reduction in the unnecessary barriers to international trade, it will have performed
a valuable service toward maintaining business recovery after the war.

The establishment of an efficient clearing house for international monetary transactions.

The advantage of providing such a clearing house would not be negligible, particu-
larly among countries who transact a small volume of business with cach other. The
spread between the buying and selling rates of some foreign currencies is much larger
in some countries than it should be. Thus transactions between those countries are
subject to handicaps that ate unnecessary. To the extent that exchange rate spreads
are adjuncts to fiscal or commercial policy, the Fund will deal with the problem in other
ways. It is impossible to measure the gains that accrue from more efficient handling of
clearances, but they could be substantial.

Can these objectives be reached?

Each of the objectives listed, if achieved, would help in some degree to restore and
maintain world prosperity, Tf the Fund is to make much progress toward achieving
the objectives enumerated in the previous pages, it must have broad powers and
courageous and intelligent direction. It is a task that is surely within the competence
of the present generation,

1. Powers or rue Funp

The Fund should have the power to buy, sall and hold gold, curvencies, foreign
exchange, bills of exchange, and government securities of the “member’
act as a clearing house for international movemenis of gold and balances.

The purchase and sale of gold would be an essential part of the operations of the
Fund. The Fund might well become the most attractive depository for carmarked gold,
and be the means of greatly reducing the need for physical transfers of gold among
members.

r

countries and

To promote the practice of “earmarking” gold its storing and transfer could be made
without charge to members, and agreement between countries could accord a maximum
of legal security to such holdings. It should even be possible to secure written
assurance by the government of the country where the gold was to be held that such
gold would not be subject to any controls. Farmarked gold could be given a special
status so that countries could unhesitatingly earmark large amounts with the Fund
and still record such gold as part of their own reserve. The Fund might find it
convenient to have a branch office on each continent. This would still further cut down
gold shipments. It would also speed up other kinds of transactions.

Dealings in foreign exchange would constitute, of course, the chief business of the
Fund. It is through such transactions that the Fund would be expected to carry out
many of its objectives. It might therefore be helpful if this part of the Fund’s opcerations
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were described with litile more detail. Tedicus though it may be, this part of the Fund’s
activities must be claborated to permit a proper evaluation of the role an international
stabilization fund can play. Tn the several pages which follow the exchange operations
with which the Fund would be chiefly occupied are briefly described.

The Treasury, or its fiscal agent, of each member country shall have the privilege of
purchasing from the Fund the currency of any member country which the Fund holds.

Since the Fund would deal only with and for Treasuries {or their fiscal agents and
the Bank) the regular private channels through which foreign exchange tramsactions
are now consummated by commercial banks, and other dealers and brokers, would
continue to serve. It is presumed that the Treasuries would deal in foreign exchange
only when exchange situation warranted government operation. They might also
employ the Fund to transact foreign exchange business between governments.

Certain restrictions on operations are necessitated by the wide differences in the
strength of the various currencies. If any country could purchase from the Fund as
much of any currency as it pleased at a fixed rate without reducing the supply of the
strong currency available in the open market, countries with weak currencies would be
tempted to accumulate stocks of strong currencies. The Fund’s supply of gold and
strong currencies would soon be depleted and in their place would be weak currencies,
i.e. currencies of countries which prefer other currencies to their own. Some restrictions
are therefore necessary.

The first condition of purchase from the Fund might be that the currency purchased
must be needed to meet an adverse balance of payments to the country whose currency
is being demanded. Thus, a country could not obtain gold or other currency from the
Fund if the direct result were to increase the gold or foreign exchange holdings of the
CGovernment, its Stabilization Fund, or fiscal agent, except, of course, possibly for short
periods.

There would be no justification for a member government to use the Fond’s assets
as a means of converting its currency into gold or foreign exchange, unless it needed
that gold or foreign exchange to meet claims or liabilities due or soon to be due, It is
guite true that one of the possible reasons why a government would need more foreign
exchange might be that its nationals were building up their foreign balances, or
increasing their foreign investments. That, however, is a quite different matter than
the government or Central Bank building up its foreign balances. The Fund might
wish to supply the foreign exchange when the demand arises from an outflow of
private funds. Whether or not it would wish to do so depends on a number of factors,
including the cause of the outflow, the rate of outflow, the countries involved, the
reserve position of the capital Josing country, and the rapidity with which the
mechanism of adjustment in the balance of payments is operating. Cach episede would
have to be considered on its own merits, It is, thercfore, important that when there is
present in the balance of payments of the country in guestion substantial outflow of
capital which may be contributing to the disequilibrium the Fund have the authority
to provide the exchange or not, as it sees fit. It would have this authority in any case,
as indicated below, if the country in question had already obtained its maximum guota
of foreign exchange from the Fund but the Fund should also have the privilege of not
responding to demand for exchange, even before the quota was teached, where capital
movements are involved,

What this matter boils down to is that the I'und should have the autherity to
determine whether the transactions causing a balance to turn unfaverable include

©lnternational Monetary Fund. Not for Redistribution



50 BEFORE BRETTON wWOQODS

transactions which the Fund would judge “illegitimate” under the circumstances. There
are times when some types of capital outflow for some countries would be considered
“legitimate,” whereas the same type for other countries or even for the same country
under different circumstances would be regarded as “illegitimate.” There might also
be instances in which all types of capital ocutflows for a given country might be
considered “illegitimate,” whereas for another country, all types might be considered
“legitimate.” No generalization can be made without all the circumstances being given.
It is necessary only that the Fund have authority to make the decision on this matter
and, as explained later, that the Fund have the authority to obtain the kind of
information that would enable it to make ar intelligent decision.

To aid in the settlement of international balance is the legitimate use of the Fund
and this use is in no way interfered with by the above restriction, Better information
on foreign balances and volume of exchange transactions than is now available in most
countries will be necessary before it will be possible for the Fund to operate wisely
under this restriction, but the development of such statistical data should not be
difficult, especially since exchange controls in most countries are prevalent.

The restriction that the foreign exchange should be needed to meet adverse balances
is not encugh, however, to protect the strong assets of the Fund. If that were the only
restriction imposed, a country could continue for a long time to permit an unfavorable
balance of payments without calling forth the usual restraints. Without additional
restrictions the Fund would in effect be placing the entire gold and foreign exchange
assets at the disposal of any member country. The purpose of the Fund could not be to
supply an unlimited amount of foreign exchange to any country which might not wish
to adopt the proper measures to correct a prolonged disequilibrium in its transactions
with foreign countries.

The sum in the Fund of the currency of the country making the purchase shall be,
after adding the sum proposed to be sold to the Fund, not more than 100 percent of
the total sum (currency, gold and notes) originally contributed to the Fund.

A quantitative limit is therefore also necessary on the amount of foreign exchange
a country could purchase from the Fund, without special action.

What limit it were best to set is difficult to decide. 1t should be large enough to
take care of fluctuations in the country’s balance of payments that occur within a year
or two, but should not be so large as to make it unlikely that the currency sold to the
Furd would be repurchased by the country in question within a reasonable time. It is
suggested that a country should be able to purchase with its currency any other
country’s currency so long as the Fund's holdings of the purchasing country is not
more than 100 percent of that country’s original total contribution to the Fund. Since
one-fourth of the original contribution was in form of gold (plus % in local currency
and %2 in notes or bonds) the 100 percent increase in the holdings of the Tund actually
represents an increase of 300 percent of the local currency subscribed. In other words,
a country subscribing $100 million, consisting of $25 million gold, $25 million local
currency, and $50 million obligations would be able to buy with lacal currency as much
as $75 million of any currency needed. Since $25 million of gold had been subscribed,
the net immediate possible gain to the country needing foreign exchange would be
$50 million of foreign exchange. That may seem a small sum and doubtless is for
some countries. However, it should be noted the limit is not a rigid nor final one.
It is supplemented by an important qualification, to be described in a moment.
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How the assistance by the Fund would operate may be more easily understood by
following through the steps of a iransaction using a simplified illustration:

The Government (or fiscal agent) of Couniry A finds that the demand by its
nationals for foreign exchange, arising out of trade and service transactions, is increas-
ing relative to the supply, to the point where it must {2} give up more goid than it feels
desirable, or (b) impose restrictions on imports --either through exchange controls or
import controls, or (c) permit its currency te depreciate. In that situation, being a
member of the Tund, it turns to the Fund for the assistance it is entitled to receive.

It purchases from the Fund as much of the types of currencies it needs, paying for
it with its own currency. This it can do as its right so long as the sum of its currency
which the Fund possesses is not in excess of 100 percent of Country A’s original total
contribution.

Sooner or later other countries will turn to the Fund to buy currency of Country A,
and Country A will then again be able to buy other currencies from the Fund if
necessary. It might happen that a long time would elapse before Country A’s balance
of payments would turn favorable (i.e. before Country A’s inpayments exceeded her
outpayments so that some stabilization fund or central bank would be confronted with
the same choice vis-a-vis Country A that Country A had been earlier}). 50 long as
Country A had not used up its maximum allowance permitted without special decision
by the Fund, the duration of the period during which Country A would not be
decreasing the Fund’s holdings of her currency would not matter very much.

If the balance of payments position among all the member countries did not stray
from equilibrium by large amounts (relative to their foreign exchange assets) or for
long periods, then the Fund would serve as a sort of reserve pillow absorbing the shock
of pressures on exchange rates, thus safeguarding trade from unnecessary restrictions
and exchange from unnecessary fluctuations. But it would be unwarranted to expect
all the balance of payments situations to return quickly to equilibrium. For some
countries it would frequently happen, and for almost all countries it would sometimes
happen that an adverse balance of payment situation would persist. There are a
number of reasons for this, but it would take more space to explain them than is
justified in this report. Suffice to say that it would be wholly to be expected that some
member countries would frequently find they have sold so much of their currency to
the Fund that the Fund held the maximum permitted by usual majority procedures.
When that point will have been reached by any country it will have already obtained
substantial assistance.

Let it be assumed, for example, that Counuay A had originally contributed $100
millicn to the Fund, and due to the development of an adverse balance it has sold to
the Fund $75 million in addition to the $25 million originally subscribed. When that
point is reached Country A will have received what is virtually a costless “loan” of
$50 million of other countries’ currencies. It really is not a loan since Country A has
given its own currency in exchange, yet Country A has been able to buy $75 million
of foreign exchange with its own cutrency, whereas without access to the Fund it
would have had to use gold or other foreign exchange resources. Since Country A has
subscribed $25 million in gold to the Fund which it otherwise could have used to
purchase foreign exchange the gain it is able to make through its membership in the
Fund is the use of an additional $50 million. That, however, need be only the
beginning.
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There is a provision which permits the Fund to increase its purchase of Country A's
currency after the above-described maximum is reached, as follows:

A country can exceed the limit imposed by the regulation provided it can obtain
approval of four-fifths of the member votes.

This approval should be given only if four-fifths of the member votes were of the
opinion that (a) the anticipated balance of payments prospects of the country in
question were such as to warrant the expectation that the “excess’ could be disposed
of within a “reasonable” time, or (b} if the country in question had geld heoldings which
together with the gold it expected to accumulate within a reasonable time was adequate
to replace the excess, and (c¢) if the country in question agreed to adopt and carry out
measures designed to cotrect the disequilibrium measures which the Fund either
approved or suggested, and (d) some time limit be imposed on the country during which
the excess shall be repurchased—a time limit that shall be long enough to permit
the country to adjust its international accounts without too great a strain.

This provision gives the desired flexibiiity. No country need suffer from lack of
foreign exchange necessary to meet temporary drains. It need not even suffer from
shortage of foreign exchange during a prolonged period of disequilibrium provided
the Fund was satisfied proper steps were being taken to restore equilibrium.

Admittedly the operation of that flexible provision would call for technical knowl-
edge, careful examination and goed judgment by the Fund’s staff. It is hoped that the
technical staff which the Fund would gradually develop would be the most competent
available in that special field. It would need to be because the problems it will have
to deal with are difficult and because the success of the Fund in reducing fluctuations
in foreign trade and in preventing monetary disturbances will depend largely upon the
wisdom of the technical staff’s advice. The Fund would doubtless be free from political
pressure from any one country in its decisions, and should be able to make recommen-
dations more apt to be in the long-run interest of the country concerned, than would
likely be the case where decisions are dominated by short-run considerations or by
domestic political considerations.

To what extent the Fund wiil be called upon to purchase and accumulate local
currencies cannot be ferecast. Jt depends on a number of changing factors, such as:
how many countries will participate in the Fund, and how much each will invest; how
rapidly foreign exchange centrols will be eliminated; how much capital will be
available for foreign investment, and finally, the pattern of world trade which will
emerge shortly after peace is resumed.

Much alse will depend on the extent to which some of the countries have forcign
balances to which they will prefer to resort when experiencing adverse balances. That
will mean that the Fund will not be able to convert some of the currencies which it had
acquired as rapidly as would seem to be called for by the then-prevailing pattern of
trade. Thus, for example, the Fund may accept sterling from England because England
has turned to the Fund to meet an adverse balance of payments. Other countries,
however, later developing adverse balances with England might not turn to the Fund
for sterling. They might utilize sterling balances which they already have, or dip into
ample gold holdings. The Fund would in that case be unable to diminish its heldings
of sterling and therefore England would not be able to sell the Fund more sterling
later if necessary except by action under the flexible provision.

The fact that the countries which will participate to the largest extent in the Fund
are likely to be those least in need of resorting to the Tund for assistance of the
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character indicated above, would make it possible for the Fund to help most where it
would be most needed. Only experience can show how far the Fund could go in
eliminating fluctuations in exchange rates and in making the imposition of exchange
and trade controls unnecessary, It is certain that the Fund cannot perform miracles,
nor solve all problems involved in the maintenance of equilibrium in international
accounts. The Fund cannot and should not make it possible for countries to ignore the
cardinal principle of international economic relations, namely, that a country must in
the long run buy only as much goods and services as it sells. An important exception,
of course, is a country which has a balance due it on current borrowing, but sooner
or later even that country will have to sell more than it buys in order to pay interest
and principal on its borrowings. To be sure, the country which has foreign exchange
resources, in the form of gold or income from foreign investments, can continue to
buy more than it sells so0 long as those resources last, but for most countries these
resources are not present in abundance, and hence for most countries the Fund can
operate to make their path much smoother provided the countries themselves approach
their own balance of payments problem intelligently.

Gold preducing countries would not be immune from needing help from the Fund.
It is true that such countries usually have an “unfavorable” balance of payments in
the sense that they need constant exports of gold to help pay for the exchange they
need. But such c¢ountries may and frequently do need more foreign exchange than
they can buy with current gold production. At such times they can be helped by
the Fund just as can countries which do not produce gold.

Even if countries ignore the basic limitations set upon any country’s ability to buy
more than it sells, the Fund can exercise considerable influence in helping them to
correct this situation in time, and jn ways which will create the smallest amount of
destruction to world trade and least disturbance to their own economy.

It may be that exporience will demonstrate that the limitations set upon the Fund’s
authoerity to agree to purchase currencies ofered it are too strict. It may be that the
commercial policies pursued by numerous countries, including more liberal tariff
policies, will reduce the length of time in which countries are apt to experience adverse
balance of payments and also the magnitudes of the disequilibrium. If so, the Fund
can undertake much greater obligations. In any case the Fund is well protected
against loss.

It should be remembered that the Fund in its operations is not undertaking the same
risk of loss that would be involved in a usual extension of credit. The Fund gets
foreign exchange in return for the currency it gives up, and each member government
is required to make good any exchange loss suffered by the Fund through depreciation
of its currency. Thus, the Fund not only has the foreign exchange which is always
worth something, but it also has the obligation of the government to make good any
exchange loss that might result. More than that, each government has invested with
the Fund gold, currency, and its obligations, which the Fund would, in effect, have as
collateral against potential exchange losses.

The Fund would receive additional protection against loss from the fact that a
member government not meeting its obligations to the Furd could be dropped. Without
knowing how many members will participate or how influential the Fund will become,
we cannot say how serious a punishment being dropped from the Fund would be, but
it is not unlikely that it would be serious enough to induce any country to make good
its obligations to the Fund, difficult though that might prove to be.
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Because the Fund will be undertaking so little risk, it can go further in the
assistance it gives to foreign countries than would be the case were the risk of loss
great. Shouid the Fund find itself pressed for certain kinds of currencies, it has of
course both assets and borrowing power which can, if necessary, be used to purchase
the desired currencies.

The power of the Fund to deal in the bonds of participating governments is an
important cne. It would, for example, make it possible for the Fund to come to the
aid of any country which is being subjected to pressure on its exchange arising out of
some types of capital flights. The Fund could, of course, buy the currency of the
country, but the circumstances might, under certain conditions, be better handled by
buying bonds and it might even help countries which for one reason or another do not
have or cannot exercise adequate open-market powers and whase money market has
become unduly tight because of a capital flight.

Unfreezing of blocked funds,

Special powers are called for to deal with the problem created by the growing
magnitude of blocked balances. The countries in which large totals of balances are
blocked are the United States and England (Germany is, of course, excluded) whereas
the countries to whom those balances belong include almost the rest of the world.

The balances blocked in the United States present no monetary problem, They were
not blocked because of any scarcity of gold or foreign exchange assets and their
unblocking will not leave the United States short of gold or foreign exchange poor.
There will doubtless be many cases in which for political or legal reasons, unfreezing
will be delayed, but the cause of the delay will not be any scarcity of gold which may
safely leave the country. There are more than twe billion of earmarked gold, three
billion of deposits, and possibly several hundred million of short-term investments,
the withdrawal of which has been placed under some restrictions. A rapid withdrawal
of any part of it, or all of it, can be handled with the utmost ease by the United States
because of its large gold reserves. At most, it may prove necessary to lower reserve
requirements to prevent a tightening of the credit situation here—should the outflow
be great enough. With the cessation of war the release of dollar funds (equivalent to
gold} capable of purchasing goods anywhere will prove a very important factor in
stimulating trade and aiding reconstructions. The trouble, if any, is apt to be that
nationals and governments of foreign countries will not elect to withdraw their funds
from the United States rapidly enough.

The situation with respect to blocked balances in England is quite different. The gold
and foreign exchange reserves which England will have at the close of the war are
certain to be far too small relative to the sterling balances blocked there to permit
England to remove restrictions on the withdrawal of funds by foreign owners. England
may end the war with more than S billion dollars of deposits belonging to residents
of other countries, while her liquid foreign exchange resources are likely to be much
less than that. Moreover, England will need whatever gold she will be able to
accumulate, and indeed should have more foreign exchange available than she is
likely to have, in order to operate properly even were the total of foreign balances in
England much smaller. Most of these balances belong to the Dominiocns who would
wish to keep substantial sums in England in any case—unless there was imminent
danger of sterling depreciation. Against some of the remainder there are offsetting
blocked currencies. Noenetheless, the drain on British foreign liquid exchange reserves
could easily be greater than England could safely permit.
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The unblocking of these sterling funds is highly to be desired. Probably, no single
action would do more to stimulate world trade, prevent pressure on numerous
exchanges, and reduce the probability of widespread depreciation of currencies. The
restoration of confidence in the soundness of British currency, the assurance that
international monetary problems are to be intelligently handled, and renewed hope
that currency stability will be achieved after the war that would follow a successful
unfreezing of sterling, would alone justify every effort to solve through international
action the problem of blocked balances in Britain.

The Fund would seem to be the appropriate agency to use for the selution of that
prablem. The methad that could be employed to accomplish this is a bit complicated
to describe and may seem at first reading difficult to follow but the importance of the
subject warrants the attempt.

To accomplish a maximum of results with a minimum of risks the Fund should be
given the power to purchase sterling, or any other currency offered to it, from any
country other than the country whose currency is being purchased, provided:

a. The government selling its foreign balances (blocked in another country) to the
Fund under this provision guarantees to repurchase 40 peicent of the currency
from the Fund at the price paid. The repurchase to begin after 3 vears and to be
made at the rate of not less than 2 percent a year of the amount acquired by the
Fund under this authority.

b. The country whose local currency belonging to residents of another country is
being offered for sale to the Fund agrees first to transfer title to the balances from
the foreign nationals to the Fund, and to begin 3 vears after sale to repurchase from
the Tund 40 percent of the sterling acquired under this provision at a rate of not
less than Z percent a year, at the purchase price.

¢. Not more than 20 percent of the currency offered should be paid for by the Fund
with gold, half of which should be exempt from the condition imposed in para-
graph (d) below.

d. The particular currency paid over by the Fund in exchange for the currency offered
should be either local currency or currency needed by the country to meet an adverse
balance of payments, with the exception of the 10 percent of gold. Thus, for
example, if Canada wishes to sell to the Fund some of its blocked sterling balances
in exchange for United States dollars, Canada would either have to accept Canadian
dollars or the Fund would have to be assured that Canada needs the United States
dollars to make payments to the United States (for trade, services, interest payments,
or even investments) and not to make possible an increase in Canada’s gold holdings
or an increase in her United States dollar exchange. In other words, if Canida
wished to use the sterling accumulated by herself, or her nationals, to convert into
funds to be spent in United States, or in Mexico or in Netherlands, the Fund could
make that possible without, on the one hand, putting any strain on England and,
on the other hand, without denuding the Fund of its gold assets. Canada would
be able, according to the above provision, to add to her gold holdings by 10 percent
of the blocked balances she sold to the Fund.

e. If the Fund’s stocks of sterling or other currencies should decline the Fund can
offer to reduce the rate of repurchase required of both governments as specified
above, but should it do so, the countries involved must be relieved by the same
percentage, and shall be deemed to have repurchased the amount by which they
are so released,
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A service charge of possibly 1 percent would be imposed by the Fund on
countries involved.

Perhaps the operation would be more easily understood if the specific steps were

autlined which a country would have to go through under the plan suggested to realize
on its blocked funds.

For convenience of illustcation, let us take a specific case. Let us assume that the

Chinese Government has £30 miflion blocked in England and wishes to utilize £10
million of it in the ensuing quarter. The steps would be as follows:

1.

China makes application to the Fund. The Fund after investigation is satisfied that

the use of at least 90 percent of the £10 million is not to accumulate gold or foreign

exchange. (China can if it wishes add 10 percent of the £10 million of gold to her

holdings.)

The £10 million is transferred by the British banks from the Chinese Government

to the fund, The Chinese Government pays 1 percent (in yuan) to the Fund and

the British pay 1 percent (in sterling] as a “service” charge.

The Fund gives to China

a. the equivalent of £1 million in gold (if China wishes it}, and

b. the equivalent of £ million in ane or more currencies needed and requested by
China---say, $12 million in United States dollars and 120 million Mexican pesos.
It the Fund doesn’t have enough Mexican pesos, it purchases what it needs.

After three years from the date of the transaction:

a. China begins to repurchase from the Fund each vyear £200,000 (2 percent of
A0 percent of £10 million) of British sterling, at the same rates of exchange she
received, paving for the sterling either in yuan or other currencies she received,
depending upan the wishes of the Fund.

b. England begins to repurchase the same amount of sterling each year, paving
for the sterling ecither gald or “"New International Units”.

c. China is free to do what she likes with her repurchased sterling, Fngland having
agreed in the first place that there would be no restrictions on its withdrawal,

Not later than 23 years after the transaction the situation would be as follows:

a. China would have utilized the £10 million, while her balance of payments would
be burdened not at all for 3 years and by not more than 1.2 percent of the
£10 million a vear after three years.

h. England would have been able to unfreeze China’s balances, while imposing no
burden on her {England’s) foreign exchange resources for the first three vears,
and from then on 1.6 percent to 3.2 percent a vear {2 percent of from 40 to 80
pereent), depending upon what China elects to do with her repurchased 2 percent.

¢. The Fund wilt have first exchanged some of her gold assets for £1 million, or
possibly more if she had to purchase currencies with gold to satisfy China's
demands, and will have exchanged the remainder of the £10 million of various
currencies for sterling.

Then the Fund would get back each vear gold from England to a sum not
less than 2 percent of £4 million until the Fund will have received £4 million in
gold. The Fund would also get £4 million of certain currencies from China,
leaving the Fund with 2 million pounds sterling.

The Fund will also have earned 2 percent (1 percent in yuan and 1 percent
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in sterling) in the transactions, and some interest on her investment of sterling
balances in British Government securities.

At the end of 23 years-—or sooner if England permits—the Fund could sell
the remaining £2 million of sterling and the transaction would be complete.

The above is the transaction under most unfavorable conditions. A more likely
outcome is that either or both China and England could purchase back the sterling
from the Fund a great deal sooner than 23 vyears. Nonetheless, a long period is
permitted to assure an easy adjustment for both England and China in the event the
situation would not be favorable to a rapid adjustment.

The illustration has been that of Government-owned funds. If, as is equally likely,
the British sterling balances were owned by nationals of China instead of the Cov-
ernment of China, the general process would be the same but some details would differ.

First, the Chinese nationals would have 1o indicate to their Covernment that they
wished their blocked balances released. It might be found desirable to give private
persons only local currencies in exchange for blocked foreign balances. How important
this restriction would be is uncertain since they could later buy any currency desired.
The Chinese Government would then make the arrangements with the Fund, after
which the Chinese Government would transfer to its nationals the money which the
Fund puts at China’s disposal in exchange for their sterling balances. Title to the
sterling balances would be transferred to the Fund.

So long as China is willing to take yuan for the blocked sterling, the Fund would
supply it, if necessary buying or borrowing yuan for the purpose. If, however, China’s
Treasury asks for United States dollars or Brazilian milreis, the Fund might wish
to satisfy itself first that China needed those currencies for “legitimate™ purposes.

The Treasury of China would be permitting its nationals to avoid the risk of
exchange that holders of blocked sterling would otherwise have to bear. Forty percent
of that risk would be borne by the Treasury of China since it would be committed to
repurchase 40 percent of the sterling unblocked to it; forty percent would be borne
by the British Treasury for a similar reason. The Fund would accept the other 20
percent of the exchange risk,

The Treasury of China might impose a two or three percent charge on its nationals
for the transaction. That would help cover the service charge imposed by the Fund,
and leave a small profit after expense of administration,

Consideration might be given to the possibility that a2 small annual charge could be
imposed by the T'und on the blocked balances it held. In the above illustration, for
example, a charge of 1 percent a year could he placed on both China and England on
the blocked sterling not yet repurchased.

Arrangements for the transaction might take some time, but for the individual
holder of the blocked balance the transaction would be simple. After the initial
arrangements had been completed, the transactions between the Fund and the two
Governments involved would assume an almost routine character. Careful watching
of the balance of payments of the various countries concerned in the transactions
would be necessary continuously. That task, hewever, would be one of the important
current responsibilities of the Fund’s technical staff at all times and with all countries.
The condition and movements of the international accounts of the member countries
would be to the Fund’s research staff, what the thermometer, stethoscope, x-ray, and
microscope, etc., are to the diagnostician. Without a carefully drawn up and compiled
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quarterly balance of payments account of member countries the technical staff of the

Fund would be greatly handicapped in their recommendation of decisions and policies.

With adequate data in their hands they would be in a position to know and understand

what was going on in matters pertinent to the work of the Fund.

How much could the Fund be expected to do with blocked balances? The sum
of blocked balances which the Fund would be called upon to purchase might be
greater than the Fund felt it could afford to take. If, for example, it were asked to
absorb two billion dollars of blocked balances it might well hesitate if such assets
were not to be liquid. [t might be three years before they could sell any of it, and
even then they might not be able to sell it at a rate faster than 4 percent a year.
The Fund could, it is true, invest the assets in interest-bearing Government obligations
{of the country in which the currency is blocked), but they could not convert those into
gold or other currencies without either risking a loss on the transaction or adding to
the possible drain of gold from the country whose obligations they were selling.

[f the Fund attempted to sell a substantial amount of (say) British Government
obligatinns payable in sterling to residents of United States, the price the Fund would
get might be substantially less than what the Fund paid for the bonds.

Moreover, if the Fund invested the blocked sterling in British Government bonds,
and then sold them in New York, and later the Americans sold the bonds in London
getting sterling which would not be blocked, the end result would be that England
waould be subjected to the drain on her foreign exchange resources which she wished
in the first place to aveid. It seems, therefore, that if the Fund is to be permitted
to invest its sterling in British Government abligations, it should not be permitted to
sell them except as England repurchased them according to the schedule, or unless the
British Government approved the sale.

Yet the Fund would like to take over as much of the blocked balances as possible,
but, on the other hand, could not tie up too much of her liguid resources in frozen
currencies. A way out of the dilemma might be to permit the Fund to borrow in
New York (or anywhere else except England) using as collateral the British Govern-
ment bonds. With that possibility for converting a frozen asset into a liquid resource
the Fund could afford to take more blocked balances. It might even be feasible to
arrange that the bonds be special ones payable in either gold or sterling (at the
holder’s will), in order to increase their collateral value. Since 40 percent of the
blocked sterling the Fund acquires would have to be repurchased with gold anyway,
this latter possibility might be acceptable to the Government concerned.

The end result of the exercise of this autharity should be:

1. Private holders of blacked sterling halances should be able to convert them at
once into their local currencies by selling them ta their Government. With that
currency nationals, as distinct from the Government, could purchase any currency
they wished.

2. Their Government would be in possession of sterling which at small risk of
exchange on 40 percent of its purchases it could sell to the Fund for any currency
it wished.

3. England could at once remove restrictions on the withdrawal of foreign-owned
sterling balances without fearing any serious drain on her gold or other foreign
exchange assets. She would have to purchase back only 40 percent of the funds

withdrawn under this authority at the rate of 2 percent a year, beginning after
three years,
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Two gains would guickly emerge: one, the demand for withdrawal would be
greatly lessened by the fact that foreign holders would have no reason to hurry
their withdrawal, and two, the post-war pressure against sterling would be dis-
sipated and hence the sterling rate could be more easily maintained.

If adjustment of the price of sterling in terms of other currencies were later
justified by a basic unbalance, then only 40 percent of the tesultant exchange loss
would be borne by England, and not more than 40 percent by the country having
blocked balances, and 20 percent by the Fund.

4. Finally, foreign purchasing power would be released to be spent wherever desired,
and one of the potent obstacles to a return to fair trade practices removed.

This provision on blocked balances is not proposed as a method of freeing balances
which might accumulate after the war. Unless the funds to which this particular
power are to apply is clearly delimited, the provision would overlap and largely
nuilify other provisions contained in the proposal specifically designed to meet current
and developing situations in a country’s balance of payments. The provision described
in the previous several pages is not intended to make it possible for owners of foreign
balances—whatever the source of these balances may be——to withdraw those balances
at will at the expense of the Fund’s assets. It is hoped that the Fund will make it
possible for all countries to remove restrictions on exchange transactions, but this
particular provision should be used as the vehicle to free only the blocked balances in
existence at the date the country joins the Fund. It is for the purpose of clearing up
the present bad situation with respect to blocked currencies that this provision is
included.

In the event a similar situation develops in the future, authority is granted to the
Fund provided four-fifths of the member votes approve to initiate a similar program
which would apply to the then-existing balances.

To provide the data necessary for the operation of this provision each member
country should be required to file with the Fund a record of the balances in its country
owned by residents of foreign countries, and also a record of the balances of its
nationals held abroad. These balances should be broken down in the significant
categories as required by the Fund. A quarterly report should be filed keeping the
information up to date,

The fact that each of the parties concerned, i.e. the country in which the balances
are blocked, the country whose nationals own the balances, and the Fund—will be
undertaking an exchange risk should help prevent undesirable practices ot misapplica-
tion of this provision.

In evaluating the effectiveness of this provision to liberate blocked balances, it must
be borne in mind that the mere existence of this power will remove much of the
eagerness to withdraw funds in the near future. That reaction would in turn make
it easier for England (and other countries) to remove exchange restrictions. Even
though the blocked balances in various countries outside of the United States were
as high as the equivalent of ¢ billion dollars, only a portion of this amount would be
involved unless there were strong fears of depreciation of sterling—a development
the Fund could do much to prevent. The greater the assurance that foreign exchange
rates will be stable, and the knowledge that large portions of the funds will be
unblocked periodically would encourage holders of these balances to diminish their
withdrawal requests,
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However, since the amount that the Fund might be called upon to absorb might
be larger than it wished to handle at the beginning, the Fund is given the authority
to set a maximum percentage of blocked balances that could be handled through this
provision in any given peried. It would be easy enough to adjust that percentage
upward if ciccumstances indicated it could be safely done.

The fixing of rates.

The Fund would fix the rates at which it would exchange a member’s currency for
another, and the rates at which it would buy and sell gold in exchange for local
currency,

The guiding principle in the fixing of such rates should be stability in exchange
relationships. To assure the maximum stability in rates, it is suggested that alterations
in rates set by the Fund beyond the range of narrow fluctuations applying to all
rates be permitted only with the consent of four-fifths of the member votes. If a
country does not wish to accept or pay the rate fixed by the Fund, it can, of course,
atternpt to complete its transactions through other channels, Nonetheless the authority
to set the rates of exchange at which the Fund is willing to operate can be an important
and in some cases a decisive influence on the rate at which transactions are made
outside of the Fund.

The service charge for exchange transactions should be ne larger than necessary to
cover the direct costs of the operations,

Borrowing from the Fund,

Any member country can borrow its local currency from the Tund for one year or
less up to 75 percent of the currency of that country held by the Fund, provided such
loan is approved by three-fourths of the member votes.

A country borrowing such funds shall pay to the Fund an interest rate of 1 percent
a year. Revenue from such loans shall constitute a reserve for the Fund which can
be drawn upon to meet expenses or losses of the Fund.

The object of the provision permitting any member country to borrow local carrency
from the Fund for one year or less up to 75 percent of the currency of that country
held by the Fund, provided such loan is approved by three-fourths of the member
votes, is to make it possible for a member country to reduce the burden of participation
on its budget. Some of the countries may at times be confronted with deficits, and
the investment that they would have in the Fund should be a source to which they
could turn in time of need to borrow at very low rates of interest. It may well prove
to be the case that every country operating at a deficit would prefer to borrow up
to the maximum of its local currency, at 1 percent, rather than go into the market and
possibly pay 2 ur more percent. [nasmuch as a fund could, if necessary, always obtain
such local currency by rediscounting the paper in that market, there would seem to be
no reason why the Fund should object to such practice on the part of those countries
wishing to avail themselves of the low rate of interest. Also, from the Fund’s point
of view, it would be desirable to permit such loans since it would prove a source of
revenue with which to meet expenses or losses of the Fund.

Borrowing by the Fund.

It is suggested that the Fund should have authority to borrow at such rates as the
Fund may recommend, the currency of any country, provided four-fifths of the member
vates approve the terms, amount and conditions of such borrowing.
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This provision gives the Fund power to obtain any currency it may feel it will need
only for a short time. It also makes it possible for the Fund to expand its resources to
meet short-term special demands.

Currency sold to a government in default.

Nuo sale of any currency from the Fund should be made to 2 member without approval
of four-fifths of the member votes when the sale of such currency so sold is to make
possible adjustment of a government foreign debt which had been defaulted. This
provision s probably necessary in order to prevent utilizing the F'und for the purpose
of servicing a foreign debt., The resources of the Fund should be used for such purpose
only when most of the Board feels that the borrowing for debt adjustment is temporary,
or when they are satisfied that basic adjustments are being undertaken.

Accept deposits, act as clearing house for international movements of funds, balances,
checks, etc.

The power to accept depesits and perform clearing functions would enable the Fund
to operate more efficiently in its foreign exchange operations. It is not intended that the
Fund shall perform banking functions other than those supplementary to the task of
foreign exchange stabilization.

Deal only with (a) the Treasuries of the participating countries, or with the official
stabilization funds of those countries, and {b) with the bank designated by the par-
ticipating government as ifs fiscal agent, and (¢) with international banks and inter-
nattonal corporations owned by af least five governments.

The Fund is envisaged as an intergovernmental agency which should interfere as
little as possible with the operations of private banks, brokers and dealers, It is only
when the supply-demand relationship of exchange arising out of usual transactions
through the customary channels are causing pressure in an undesired direction, that
the Fund begins to operate.

The Fund will also wish to deal with any inlergovernmental financial institutions
such as the proposed Inter-American Bank. The Fund shall have the authority
to invest any currency it holds in “short-term” securities—commercial or government-—
of the country of that currency provided a four-fifths vote of the member votes shall
approve and provided further that the approving votes shall include those of the
country in which the investment is to be made.

The Fund shall also have authority to sell the obligation it holds of the member
countries provided four-fifths of the member votes approve, and provided the repre-
sentative of the country in which the securities are to be sold approves.

Value of total holdings should remain unchanged.

No change in the gold value of any currency of the participating countries shall be
permitted to zlter the gold value of the total currency holdings of the Fund. Through
the day-to-day operations of the Fund, the proportien of various local currencies held
by the Fund will constantly change, but the book value of the total assets would remain
the same in terms of the unit of account (presuming the small service charges and
interest revenue would cover operating expenses). The unit of account used should
either be gold or a new international unit defined in terms of gold. If the currency of
any of the participating countries should depreciate, that country must deliver to the
Fund an amount of its local currency equal to the decrease in the value of that currency
held by the Fund. Likewise, if the currency of a particular country should increase,
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the Fund must deliver to that country an amount {in the currency of that country)
equal to the resultant increase in the gold value of the Fund’s holdings.

An cxception to the above would be the blocked balances purchased by the Fund
under provision described earfier. Those currencies could be kept in a separate account
until repurchased or sold. The only portion upon which there might be a loss is in the
20 percent portion, the exchange risk on which is borne by the Fund. The sole
justification for placing that exchange risk on the Fund is the desire to spread some of
the risk of sterling accumulations resulting from the war on all nations benefiting
by the successful outcome. If that is not considered adequate justification, the Fund
can be relieved of any risk.

The only serious bookkeeping Joss that could be experienced would be in the event
the unit of account—either a new international unit fixed in terms of gold or the dollar
having a fixed gold content—were to appreciate in terms of all or most of the currencies.
That is equivalent to saying that all other currencies depreciated in terms of the unit
of account. There is no way to avoid that possibility unless the unit of account were
defined in terms of an index of other currencies—a complicated device and of doubtful
utility.

A country failing to contribute to the Fund sums due the Fund shall be dropped as
a member, provided a majority of the member votes so decide. Any member dropped
shall have returned to it an amount (in its own currency) equal to its contribution minus
any sum due by that country to the Fund.

IIT.  EucsiuiTy For MeMsIrsHIr

The conditiens selected to be fulfilled befere any country can be eligible for mem-
bership in the Fund constitute an important part of the plan. Tt will also prove to be
one of the most disputed parts. Serious differences of opinion as to the wisdom of
including many of the conditions listed are certain to exist. It will be said of some ol
them that they embrace far too wide an area of economic policy. Others on the list
will be opposed on the grounds that they invelve policy decisions which cannot be
shared by or delegated to any combination of nations. And against some of the
conditions listed opposition will arise because there will be differing views as to the
economic soundness of some of the requirements, and of the political feasibility of
others. Finally, some of the requirements for eligibility listed may be very difficult
for many countries to accept because acceptance would involve abandonment, or
rather suspension, during period of membership, of certain legislative powers. Mone-
theless, the list is submitted because the chief purpose of this memorandum is to
suggest possibilities and stimulate discussion.

It is vital to the success of any international stabilization fund designed to play a
really useful role that there be a suspension of certain economic elements of national
sovereignty in favor of international collaboration. It is well 0 recognize at the
outset that unless there is willingness to keep dormant, for a trial period at least,
certain rights to unilateral economic action which directly affect other countries, there
is no hope that any international instrument can be devised to help bring about the
kind of collaboration among nations essential to a prosperous and peaceful world.
If no government is prepared to sacrifice for the sake of a larger though possibly a
less obvious good what it regards as an advantage when that advantage is obtained
at the expense of some friendly power, then the world will revert to the barbaric
international economic relationships of the ‘twenties and ‘thirties.
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The strength of the position of those who call for the temporary transfer to an
international body of certain sovereign ecocnomic powers rests in the conviction that
the long-run interests of most countries are best served when no country seeks to
gain at the expense of another. 1t is true that rich and powerful countries can for long
periods safely and easily ignore the interests of poorer or weaker neighbors or com-
petitors, but by doing so they will imperil the future and reduce the poteatiality of
their own level of prosperity. The lesson that must be learned is that prosperous
neighbors are the best neighbors; that a higher standard of living in one country
begets higher standards in others, and that a high level of trade and business is most
easily attained when generously and widely shared.

It is with these thoughts in mind that the following list of conditions for eligibility
should be examined.

Any member of the United or Associated Nations is eligible for membership in the
Fund provided it agrees:

To abandon, not later than one year after joining the Fund, all restrictions and controls

over foreign exchange fransactions with member countries, except with the approval of
the Fund.

It is important that participating countries be motivated by common objectives in
conceiving their foreign exchange policies and desirous of adopting basically har-
monious procedures in implementing such policies. Some allowance will, of course,
have to be made for reasonable differences because of dissimilarities in the economies
of various countries, and early in the Fund’s existence there would need to be toleration
of lack of uniformity in policy. Tn general, however, and as basic and long-run pre-
requisites to participation, it would seem necessary for each member country to sub-
scribe to the general policies of permitting foreign exchange trading in an open, free
and legal market, and to abandon, as rapidly as conditions permit, all restrictions or
controls by which various classes of foreign exchange transactions have been prohibited
or interfered with, other than from consummation in such a free market.

This requirement calls for careful examination. There has been too easy an accept-
ance of the view that an enlightened trade and monetary policy requires complete
abandonment of controls over international economic transactions. There is a tendency
to regard foreign exchange controls, or any interference with the free movement of
funds and of goods as, ipso facto, bad. This view is both unrealistic and unsound.
It ignares the fact that there are situations in which many countries frequently find
themselves, and which all countries occasionally meet, that make inevitable the adop-
tion of controls of one character or another. There are times when it is in the best
economic interests of a country to impose restrictions on mevements of capital, and
on movements of goods. There are periods in a country’s history when failure to
impose exchange controls, or import or export controls, have led te serious economic
and political disruption.

it probably would be fatal to the Fund if the conditions of participation in it were
based upon the assumption that no restrictions uwpon exchange or upon trade were
permissible.

It would be equally unfortunate, however, if it were to be assumed that restrictions
on foreign exchange transactions, on the international movement of goods, and the
use of multiple currency devices were desirable instruments to employ under all circum-
stances for safeguarding or controlling international economic relationships. Tt is as
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easy to exayyerate the need for such instruments and the bencfits derived from the use
thereof, as it is to exaggerate their adverse effects.

The theoretical bases for the belicf stll so widely held, that interference with trade
and with capital and geld movements, ete., are harmful, zre hangovers from a
Ni ﬂ(‘hen‘rh Century economic creed, which held that international economic adjust-
ments, if left slone, would work themselves out toward an “equilibrium™ with a
minimum of harm to world trade and prosperity,

Tt is doubtful whether that belief was ever sound. Certainly few competent students
of international economic affairs would hold that it applied to present conditions or to
conditions likely to prevail during the post-war period. The forces of adjustment set
into motion by changing trade balances, llows of gold or of purchasing power, changes
in price levels and all the phenomena that the expert in the subject recognizes as
instrumentalities in the so-called mechanism of adjustment of international balances
of pavment, rarely, if ever, work out quickly enough or effectively enough to be
depended upon to achieve good results. In fact, it is doubtful if they over wore
depended upon, unaided, to bring about the desired “equilibrivm”. In modern times,
particularly, there has always been somewhere in the picture some measure of control
over, some measure of interference with the movement of funds and geods in order to
bring about certain desired ends.

The task before us is not to prohibit instruments of control but to develep those

measures of control, those policies of administering such control, as will be the most
effective in obtaining the objectives of world-wide sustained prosperity. To cast aside

certain effective instrumentalitics of control because they may be and have been
abused, Is just as foolish as it would be to rely salely on the self-interest motive of
individuals as a means of solving our economic problems.

The requirement suggested above that there be accepted the general policy of foreign
exchange trading in open, free and legal markets, and the abendonment as rapidly as
conditions permit of restrictions on exchange contrels, should be taken to mean that
there shall be acceptance of the principle thal controls and restrictions wili be employed
only when they are clearly fustified by the economic circumstances, and only to the
extent necessary to carry out ¢ purpose contributing to general prosperity. The chief
difficulty in the application of the principle will be apreemient as to what s in the
interests of general prosperity. The danger of conflicting policies lies net vnlv In the
difficulty of distinguishing between real and specious advantage, ie. hetween  the
advantages of a special group as against the advantages of the whole—bat much more
in the difficulty of reconciling short-run interests with long-run interests. Once of the
purposes of this Fund is to pravide for a more reasonable basis for such distinetion,
and to supply the means through which it should be passihle to pursue long run and
broader interests, without too sreat a sacrifice of the narrower and short-run interests.

fions foy pardicipation should be the neceptance of the
1
!

it o ;'I.’.‘r.‘.‘r'i;mtir.‘g Conn

e er fts oxclumge vate on aevencics of other
sithout the consent of Hhe Fund,

This condition is very important. Tts nhvious purpase is to eliminate the possibility
of competitive depreciation of currercies, {t tecognizes that there are cccasions when
it may be cconomically wise for a country to increase or decrease the value of its
carrency in terms of other currencies. When a country’s balance of paymenis is in
direquitibrium for causes that do not appear to be temporary, and if that disequilibrium
uncorrected will deplete a country’s foreign exchange reserve, then altering the value of
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that currency in terms of other currencies is one of the ways in which the disequilibrium
could be corrected. Other ways of correcting disequilibrium in the balance of payments
are the imposition of restrictions on imports and subsidy of exports, either directly
through import and export controls, or through use of exchange controls or multiple
currencies. Which method or methods are best suited to accomplish the objective
depends on the cause of the disequilibrium, the circumstances, the country, and the time.

The circumstances under which it may be wise to alter an exchange rate in order
to correct maladjustments of the balance of payments have long been a matter of con-
troversy among monetary theorists. But there is general agreement that an alteration
in the value of a currency in terms of gold {or in terms of important currencics) is a
very serjous business and one not to be undertaken lightly. The change in the value
of a currency in terms of gold or other currencies means that a change has by that act
been imposed on the other currencies. When, for example, the dollar changes in terms
of sterling, obviously sterling changes in terms of the dallar. Because all countries
are to a lesser or greater degree affected by the action of any one country with
respect to the value of its currency, it is only reasonable to demand that such action
should not be undertaken without careful—and, if possible, impartial—weighing of the
consequences of the action on other countries.

The purpose of requiring approval by the Fund as a condition of alteration of
currency is to assure joint consideration of the merits of the proposed action and
thereby avoid unilateral action taken to obtain presumed competitive short-run advan-
tages irrespective of the consequences of the impact of the step on other countries or
even on the same country. The mere fact that membership would be forfeited if a
country acted in so important a matter contrary to the wishes of the majority would
make countries hesitate to undertake lightly a change in their currency. The very
discussion of the problem by competent representatives of various countries should
in itself be a potent influence to avoid unnecessary changes. [t would, moreover, be an
assurance that when a change is made it would not be a signal for numerous other
countries to follow in their own real or presumed interest.

There will be difficulties surrounding the operation of this condition, the most
important of which would be the necessity for secrecy when a country is conternplating
a step such as alrering the value of its currency in terms of other currencies. If a
country believes that it should depreciate its currency relative to others, it could hardly
throw that matter open for public discussion. By so doing it would stimulate specula-
tive activities in the exchange market which might have the effect of precipitating the
very action being considered. Some procedure would have to be devised to make
possible deliberations without publicity. It rright be that an Ixecutive Committee
could undertake to pass on such cases, or it might be possible lo arrange that during
such discussions no country will accept or permit movements of capital to and from
a country considering the step.

Some objection to this reguirement will doubtless be raised on the ground that
such a provision means that other countries pass judgment on what is a domestic
monetary matter. The necessity for obtaining approval of other countries on such
a matter will be regarded in some quarters as a serious infringement of sovereignty.
There is some measure of truth in this but hardly enough to constitute a decisive
reason for not participating in the Fund. Alteration of a currency affects other coun-
tries as well as the country making the change. [t is, therefore, only reasonable Lo
demand that the other countries have some say in the decision. Furthermore, all
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members would be surrendering their “rights” to an equal extent, Unless nations are
willing to sacrifice some of their power to take unilateral action in matters of inter-

national economic relations, there is very little hope of any significant international
cooperation—Ilet alone collaboration.

To aveid giving richer nations greater authority on such matters, by virtue of their
larger number of votes, it may be desirable to give cach participant only one vote
when questions of altering currency rates are being voted upon. As a last resort, 2
country always has the choice of withdrawing from the Fund so that it can always
preserve its sovereignty in monetary matters if it feels it is being prevented by the
Fund from taking action deemed important to its own interest.

The principle worked only tolerably well in the Tripartite Accord during 1935, 1936
and 1937, and better machinery for more adequate discussion and greater willingness
to recognize the legitimate interests of cther countries, needs to be developed to
achieve best results. In evaluating the need for collaboration on questions of foreign
exchange rates, it is well to remember that unilateral action can easily be neutralized
by similar action on the part of other couniries. When a competitive advantage is
sought it is essential if it is to be successful that other countries do not take similar
action. Otherwise the advantage hoped for is last. Where the chief objective sought
is not a competitive trade advantage in the international market but modification of
the domestic price structure or money market, the favorable effects cannot be wholly
negated by action of other countries, Since, however, the chief reason for establishing
the requircment is to avoid competitive depreciation of currencies, the fact that uni-
lateral action can be easily neutralized constitutes an important argument for securing
approval of the Fund before taking such action.

Fach country ugrees (a) not to accept or permit deposits or investments from any
member country except with the permission of that country, and (b) to make available
to the government of any member country at its request all properly in form of
deposits, investments, securities, of the nationals of member countries, under such
terms and conditions as will nof impose an unreasonable burden or the country of
whom the request is made.

This is a far-reaching and important requirement. Its acceptance would go a long
way toward solving one of the very troublesome problems in international economic
relations, and would remove one of the most potent disturbing factors of monetary
stability. Flights of capital, motivated cither by prospect of speculative exchange gain,
or desire to avoid inflation, or evade taxes or influence legislation, frequently take place
especially during disturbed periods. Almost every country, at one time or another,
exercises confrol over the inflow and outflow of investments, but without the coopera-
tion of other countries such contral is difficult, expensive, and subject to considerable
BYvasion.

It would seem to be an important step in the direction of world stability if a member
government could obtain the full cooperation of other member governments in the
control of capital flows, For example, after the war a number of countries could
request the United States not to permit increases in the deposits or holdings of their
naticnals, or to do so only with a license granted by the government making the
request. Or, some countries greatly in need of capital might request the United States
to supplement their efforts to attract capital back to the native country by providing
information, or imposing special regulations or even special taxes, on certain types of
holdings of the nationals of the foreign countries.
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The search for speculative exchange gains or desire to evade the impact of new
taxes or burdens of social legislation have been one of the chief causes of foreign
exchange disturbances. Less hectic and less dramatic yet in the case of some countries
during some stages of their development capable in the long run of even greater harm,
is the steady drain of capital from a country that needs the capital but is unable for
one reason or another te offer sufficient monetary return to keep its capital at home.
The assumption that capital serves a country best by flowing to countries which offer
most attractive terms is valid only under circumstances that are not always present.

A goed case could be made for the thesis that a government should have the power
to contrel the influx and efflux of capital, just as it has the authority to control the
inflow and outflow of goods and of gold. In fact, virtually every participating govern-
ment has already practiced these controls to some extent during this war. The con-
sequence of cooperation in this matter among the member governments would give
each government much greater measure of control in carrying out its monetary and
tax policies. Such an increase in the effectiveness of control means, however, less
freedom for owners of liquid capital. [t would constitute another restriction on the
property rights of the 5 or 10 percent of persons in foreign countries who have enough
wealth or income to keep or invest some of it abroad, but a restriction that presumably
would be exercised in the interests of the people—at least so far as the government is
competent to judge that interest,

The inclusion of this provision does not mean that capital flows between foreign
countries would disappear or even greatly subside; it means only that they would not
be permitted to operate against what the government deemed to be the interests of
any country.

A fourth condition might be that each country agrees not to enter upon any bilateral
clearing arrangements except with non-member counfries, and then only with the
consent of the Fund, and fo establish no geographically preferential exchange rates.

The justification for setting up this requirement for participation is to eliminate
discriminatory practices in foreign trade which result in friction, unfair competition,
retaliation, and sharp trade policies which serve to disrupt good economic and political
relations. [t means that for the sake of the larger good to be obtained countries agree
to give up opportunities for making certain advantageous arrangements. If each
country is to operate in accordance with its own immediate interest, irrespective of
long-run effects and irrespective of the impact of its actions on other countries, a
repetition of the pre-war chaotic conditions in trade will result and again threaten
political and economic stability of other nations. The task which confronts the high
officials of all nations is to make possible a high level of business activity and of foreign
trade within the framework of reasonable and fair foreign trade practices. Just as
individuals subscribe to a government of law to obtain maximum prosperity and effec-
tiveness for the whele group, even though adherence to that law involves restrictions
on individual behavior at numerous points, so must nations give up lesser advantages
for greater good. The concept of sacrificing some immediate benefits for the sake of
larger good is the foundation stone of peace and economic collaboration among nations,
just as it is the keystone of peace and prosperity within a nation.

The operations of the two agencies discussed in this report should help considerably
to remove the justification for trade practices adopted to protect or strengthen an
exchange position,
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There are times when gains could accrue from bilateral clearing arrangements
without significant adverse effects on other countries, but in general the operation of
the T'und should have the effect of making such clearing arrangements much less
profitable as among members of the Tund. One of the specific objectives of the Fund
i= to make available for each member a supply of foreign exchange adequate to enable
it to aperate more freely and with a higher level of trade than would otherwise be the
case. Nevertheless, in the interest of flexibility, and to take care of those situations
in which circumstances may warrant a bilateral clearing arrangement, it should be
possible for a country to enter upon such an arrangement provided it can obtain the
Fund’s approval. Discussions by the Fund of such proposals do not require the secrecy
or the speed involved in consideration of alterations of exchange rate, and discussions
of the advantages and disadvantages of the particular proposal should prove beneficial.
An objective decision on the economic wisdom of such proposal is more likely o emerge
fram the discussion by the apprapriate committee of the Fund than from the con-
sideration by one ar two countries alone where vested or political interests are likely
ta dominate the decision,

A fifth vequisite for membership micht br subscription to the principle that no monetary
or banking or price measuwre or policy waowld be adopted, the effect of which, in the
opition of @ maiority of the memher voles, would he ta bring about sooner or later o
sevious disequilibritiet in the balance of payments, if four fifths of the member voles of

the Fund submitted to the conuntry in gquestion their disapproval of the adoption of
the measure,

This provision would prove to be more troublesame than any of the others and vet
it would seem to be important to the successful functioning of the Stabilization Fund.
Serious inflation or deflation in any one country would affect not only exchange rates
and trade, but price levels in other countries as well. It is impossible for anv country
to take action of that character which does not have important effects on ather countries
with whom it competes or with whom it carries on trade. The decision as to whether a
particular measure or policy contemplated would bring about a serious discquilibrivm
in the balance of payments would be a difficult one on which to get agresment. To
estimate even very roughly the quantitative effects of any given measure on a country’s
balance of payments is a very difficult task at best. After sufficient agreement was
reached on that point it would be even more difficult in many cases to get any measure

of agreement as to whether the adoption of the measure in guestion was economically
wise or not.

There are times when domestic conseguences are sought which are more important
to a country than the adverse effects that might follow in some directions from the
accompanying disequilibrium in the balance of payments. There are other instances
in which disequilibrium provides a necessary corrective, and frequently a country is
confronted with only poor choices and disequilibrium is the least undesirable of them.

To assume that it would ever prove easy to get four-fifths of the member votes
to take so drastic a step as to disapprove a measure proposed by a sovereign govern-
ment deemed by it to be in its own interest, is to ignore the known complexities of
the monetary problems, and the political realities of international relationships,

Notwithstanding the difficulties involved in exercise of a veto power by the Fund
over monetary measures, there will be instances in which the case is clear enough and
the consequences impartant enough to justify the exercise of that power. It is assumed
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that the Fund would not concern itself with minor measures. To help avoid the error
of attempting to evaluate measures which are not important, the requirement provides
that a majority of the members would have to be of the opinion that the results of any
given measure are likely to be serious, It then reguires four-fifths of the member votes
te authorize official disapproval. [t may well be Lhal despite this degree of protection
against arbitrary action or needless interference most countries would object to sub-
jecting what they believe to be purely domestic affairs to international supervision.
If compromise with this view is found feasible, it is hoped that it takes the form of
requiring a larger majority—say 90 percent instead of 80 percent of the member votes,
or, as a last resort, requiring that the disapproval of the Fund czll forth the promise
oi the offending country to reexamine her pasition in the light of the Fund’s report.

In any case, the discussion which would take place by an international committee
of the character envisaged—men expert in their fields, international in their autlook,
and scientific in their approach—could not help but prove very salutary. The educa-
tional process to which officials, administrative and legislative, in each country would
be subjected in defending specific policies or measures before such a committee would
in itself go a long way toward improving the guality of monetary, credit and banking
policy. It probably would be necessary for the committee, certainly during the early
vears, to be very tolerant of policies pursued by participating countries. Gradually,
however, there should develop a greater reluctance on the part of member countries
to take measures which do not meet the approval of the majority of the members of
the Fund. The success of the Fund in this field would depend in large measure upon
the wisdom with which matters of this kind are examined and the degree of sym-
pathetic understanding the Fund was capable of displaying.

The member counlries agree (a) to embavk within a year after joining upon a program
of gradual reducton of existing trade barrievs—import duties, import guolas, admin-
Istrative devices—and furiher agree (b} not {o adopt any increuse in tariff schedules,
or other devices having us thelr purpases higher obsiacles lo imports, without giving
reasonahle opportunity for the Fund to study the effects of the contemplated change
on exchange rates and lo register its opinion. In rendering an opinion the Fund will
make recommerdations to which member governments agree lo give serious con-
sideration.

It might contribute notably to conditions tending to promote exchange stability if
participating countries, particularly those with large reserve of foreign exchange, were
to agree to a gradual reduction of duties on imports. It might be possible to devise an
acceptable formula for general and gradual tariff reduction to a level more in harmony
than were tariff policies of the twenticth centnry with the objectives of reducing the
causes for international friction and increasing the standard of living the world aver.
Those high tariff policies in the main reflect adherence to the traditional, crude,
mercauitilist fallacies. So widely held are those fallacies, so persistently clung to by
persuns who should know better, so potent are they in shaping many aspects of
domestic and foreign policy, and so unfortunate in their effects vn world peace and
prosperity, that one is tempted to list “mercantilism™ or its more expressive heir
“protectionism” as “World Enemy No. 1,” in the economic sphere.

Yet, though there is no doubt as to the evils of crude protectionist policies, caution
must be exercised in attempting to translate a policy of lower tariff schedules into
an actual program. There is danger of retarding progress by advocating a trade
policy which ignores the sound basis for the existence of some import duties, There is
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too easy an assumption that as much reduction as possible in all duties is desirable;
that any movement toward free trade (s, ipso facte, a good thing for the world.

In the reaction against the crude protectionist fallacies that a country with high
standards of living must adhere to a policy of high tariff schedules if it is to prevent
widespread unemployment or deterioration of its high standard of living, there is an
inclination to throw the baby out with the bath and assume that all’ duties are bad;
that free trade, or rather tariff for revenue only, is the ideal toward which all enlight-
ened nations should move as rapidly as possible.

The belief that reduction in all import duties increases trade and vields a higher
standard of living for all countries under all circumstances and in all stages of their
economic evolution assumes that countries are usually utilizing virtually all their
capital and labor; that a country chiefly agricultural in its cconomy has as many
economic, political and social advantages as a country whose economy is chiefly
industrial, or as a country which has a balanced economy; that there are no gains to be
achieved by great diversification of output. These assumptions, essential to the belief
that “Free Trade” policy is ideal, are not valid. They are unreal and unsound. “Free
Trade” policy grossly underestimates the extent to which a country can virtually lift
itself by its bootstraps in one generation from a lower to a higher standard of living,
from a backward agricultural to an advanced industrialized country, provided always it
is willing to pay the price. The view further overlooks the very important fact that
political relationships among countries being what they are, vital considerations exist in
the shaping of the economic structure of a country other than that of producing goods
with the least labor.

The subject of the best tariff policy for a given country at a given period in its
history is a most interesting one, but justice could not be done to it in the space
that could reascnably be allocated to it here. A great deal has been written on the sub-
ject and the interested reader in his search for sound policy will find that the complexity
of the problem is apt to increase with the profundity of his reading. Yet one conclusion
is certain to emerge from his study of the subject, namely, that most import duties
are too high, that many duties remain too long, that few are imposed for sound
reasons, and almost none of them are reevaluated often enough by the law-making
bodies in the light of changing needs and conditions.

The value of requiring participating governments to agree to a general policy of
lower tariffs lies solely in the recognition that most duties in the tariff schedules of
every country, at their present level, are inexcusable on any economie, political or social
grounds. Their existence merely reflects uncritical adhesion to protectionist policies or
the successful pressure of some powerful vested interest, or both. It is to place on the
defensive obstructions to trade, whether in the form of unreasonably high duties or in
any other form, that commitment to lower tariff policies might be justified.

Yet, it cannot be overlocked that the shaping of tariff policy has been for too long
the prerogative of lawmaking bodies and the battleground of legislative maneuvering to
expect the Congresses and Parliaments to subordinate to an international body their
authority on such matters. If the sugar, wool, wheat growers of the United States,
and the shoe and textile, pottery, and stecl manufacturers—to name only a few of
the industries insisting on high protective duties—were to sce in any suggested agency
a definite threat to what they regard as necessary protection to their industry, they
would combine and probably rally enough support to their crusade to ruin the pros-
pects of acceptance by Congress of any propesal no matter how attractive the scheme
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might be to economists, statesmen, foreign trade associations, college professors and
bankers.

It would seem to be a far wiser policy not to attempt tooc much and thereby
jeopardize any but an innocucus program. On this issue, as on no other, prudence
dictates compromise. The most one can hope to get is adhcrence to a principle without
surrender of any authority. Hence the requirement calls only for public adherence to
the stated principle, and permission to the Fund to submit a report giving reasons for
its disapproval of an added barrier to trade if the Fund deems it harmful. If any inter-
national agency or organization wrings more than that out of the American and other
publics, a miracle in economic morality will have been wrought by this war,

Another possible condition of participation that merits attention is the agreement that
no Government or Central Bank shall default on its external abligations, or any part
thereof, without consent of the Fund,

This requirement has considerable possibilities for good. If the flow of private capital
from capital-rich to capital-poor countries is to be stimulated and the flow of specialized
capital among countries is to be fostered, something drastic must be done to reestablish
confidence of private investors in the integrity of foreign borrowers. Defaults by gov-
ernments and states have been in the past too easy a way out of foreign exchange and
budgetary difficulties. The defaulting country frequently experiences an immediate gain
but unfortunately the long-run losses have far more than outweighed the gains. If
the Fund and the Bank could be a potent force for preventing defaults (as well as
keeping interest rates reasonably low), a long step forward will have been made toward
the increased productiveness of all countries.

It can hardly be expected that objective decisions on defaults can be made by the
defaulting country or by the country gaining most by continued servicing of a debt.
To make what takes on the character of compulsory arbitration in debt adjustment an
acceptable and workable instrument, the proposed judgment must be that of a large
group of nations, the majority of whom are not directly and immediately affected by
the decision. Consideration of the pros and cons of a contemplated default by the
Fund would seem to promise that kind of objectivity, and therefore not be a requirement
that would stand in the way of acceptance by any government.

Not to subsidize—directly or indirectly—the exportation of any commodity or service
to member countries without consent of the Fund.

One of the unfair trade practices frequently resorted ta in the past has been export
subsidies. Most countries have been guilty of subsidizing some exports either by direct
or indirect methods. It is easy for the practice to grow as there are in every country
powerful interests who because of 2 monopoly position or political influence, at the
expense of the public, are able to keep up the price of a product at home by practicing
subsidized dumping on foreign markets. This device in essence is no different from the
use of multiple currencies or special clearing arrangements cxcept that the gain in the
latter case is shared by more persons. They all aim to undersell a foreign competitor
not by offering the same goods at a lower price, or better goods at the same price, but
by undercutting a foreign competitor at the expense of the taxpayer of the exporting
country.

It is just such practices that give rise to rivalries which constitute fertile soil for
internaticnal friction. If subsidies to exports are condoned there is no logical justifica-
tion for objecting to any kind of trade device designed to increase exports or decrease
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imports. The result would be a repetition of the ruthless fight for foreign markets that
characterized international trade in the pre-war decade.

it might be possible to obtain acquiescence among the member countries not to
resort to the more obvious forms of subsidies without consent of the Fund. Since the
Fund would be a sort of court of appeal, the possibility of subsidizing the export of a
commodity or service exists, Yet presumably it would be invoked only under special
circumstances. The fact that approval of the Fund were necessary would be helpful
to governments in their struggle against vested groups seeking special advantages.
Though it will be found very difficult to pet a satisfactory working definition of an
indirect subsidy, it should be at least possible to define the term so as to apply to
the more obvious devices.

The Fund would probably have to permit subsidies to shipping and air travel.
Almost every country subsidizes these two for military reasons, for economic reasons,
and reasons of national prestige. It is irrelevant that much of the defense for ship-
building and shipping based on economic and patriotic grounds is specious. These
subsidies are so deeply imbedded in custom and policy that it is useless to atternpt to
modify them through an agency such as we are discussing.

Subsidies to tourists, to student vovages, etc., are of a different character. Tt may
well be in the interests of all countries, and certainly is in the interests of some
countries, fo attract tourists by subsidies of one form or another. This subsidizing of
exports of services secms to arouse little objection in the importing country (ie. in
the countries whose nationals do the touring) and can at least be defended on social
and cultural grounds. Since United States is probably the most generous producer of
profitable tourists, there is an added justification for attracting Americans abroad by
sttbsidies if necessary, namely it will help the United States to develop a much desired
“unfavorable’” balance of payments through the most desirable available channels.

All considered it were probably better to exclude “services” altogether from the
prohibition of subsidies, and save the Fund much trouble. It would, moreover, make it
less unlikely that the requirement would (ind acceptance by encugh nations.

It may be properly questioned whether an agency of this character is the appropriate
instrument for obtaining fair trade practices in foreign trade. It might be that some
other agency like a league of nations should be the vehicle, or possibly dependence
should be on a program of multilateral treaties. However, it does seemn that it should
be less difficult to obtain agreement on such matters when the vehicle is an agency,
membership in which has obvious economic advantages. Morcover, a country could
feel it could always withdraw from the Fund if it deems its interests significantly
harmed by failure to obtain approval of the Fund for a contemplated action, and hence
would be less reluctant to try giving up the privilege.

Restrictions on membership.

Ne restrictions as to membership should be imposed on grounds of the particular
economic structure adepted by any country.

There are certain to be some persons or governments, who either out of fear, or
prejudice, or dislike would wish to exclude countries with socialist economies from
participation in an international undertaking of the character described in the previous
pages. Yet to exclude a country such as Russia would be an egregious error. Russia,
despite her socialist economy could both contribute and prefit by participation. To
deny her the privileges of joining in this cooperative effort to improve world economic
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relations would be to repeat the tragic errors of the last generation, and introduce a
very discordant note in the new era millions everywhere are hoping for. If the Russian
Government is willing to participate, her counsel in the preliminary negotiations
should be as eagerly sought as that of any other country, and her membership in both
Fund and Bank equally as welcome.

A socialist economy like a capitalistic economy enrgages in international trade and
financial transactions which can be either beneficial or harmful to other countries.
In fact, because the conduct of foreign trade and international financial tramsactions
is 50 completely under the control of the government in a socialist economy, there is
all the more reason to attempt to get them to foin in a cooperative attempt to introduce
stability in international economic relationships and a higher level of trade.

Furthermore, no one can know what direction some of the smaller liberated states
will take in the shaping of their economic structures. There is likely to be, during
the next decade or two, a variety of economic systems and it would seem desirable
that these should not be discouraged from cooperating with the others so long as they
are willing te agree to conduct their international economic affairs in accordance with
principles acceptable to the United Nations.

IV. Comrostnion oe tae Fusp

The Fund shall consist of gold, member country currencics, and member government
securities, in such amownts as shall be indicated by o formula set forth in the Agree-
ments. The total subscription to the Fund shall be the cquivalent of at least 85 billion,

The task which the Fund would be expected to pecferm would involve transactions of
large magnitude; it therefore should have large resources available. Moreover, the
greater its resources the more potent could the F'und be in preventing monetary disrup-
tion and in reducing the frequency and duration of periods of disequilibrium. Consid-
ering the likelihood that the number of participating governments might be at least a
score, a total subscription of the equivalent of two to five billion dollars would seem to
be both possible and desirable.

To avoid tying up funds that would not be needed for some time, if ever, the
participants could be required to subscribe only 25 percent of their participation in
cash. An additional 25 percent could be subscribed in obligations of the participating
government. These obligations would yield revenue to the Fund, and would also
supply a source of additional funds to be tapped if and when needed. They would
also provide the Fund with the means of conducting open-market operations in any
given country when desired. To reduce the cost to participating countries, it might be
found preferable to make the securities a renewable three to five-year note, rather
than a long-term bond, thus reducing the interest rate and increasing their market-
ability.

The remaining 50 percent of the subscription should be paid in such installments
and in such form as shall be determined from time to time by the Fund.

The Fund would need local currencies and gold teo carry on its operations. The
provision that half the initial payment of 25 percent be in gold and half in local
currencies takes care of that, and also makes participation easier for those countries
having little gold. For a few of the countries—e.g. the United States—-gold and local
currencies are synonymous for purposes of international transactions. One of the
objectives of the Fund is to increase the number of countries about which that
could be said.
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In view of the fact that the gains frem participation in the Fund would not take
the form of a distribution of substantial profits, the sum each member country should
subscribe can hardly be left to the decision of each country. It is hoped that the
Fund would show an annual profit but the purpose of the Fund is not to make profits
but to help achieve much more important objectives that are not susceptible of
measurement in terms of money profits. The Fund would be a cooperative enterprise
operated for the benefit of all the participating nations, and each participant should
subscribe at least its reasonable share of the total capital necessary, though it could
subscribe more if it wished to de so. The share of the total each country subscribes
should be determined by some agreed upon formula which would give due weight to
various pertinent considerations.

There follows an illustrative formula that attempts to measure the minimum amount
of funds each participant should be required to subscribe. The items listed are those
which seem most pertinent, and the weights ascribed to each attempt roughly to reflect
the importance of that item to the benefits that might be expected to result from par-
ticipation and the ability to contribute to the Fund’s capital.

1. Gold holdings ... .. ... . 100 points for every billion doliars
2. Goid production . ... . FE VOV -- | B oo v "
3. Nationa! income e e e . 2" oo " ”
4. Foreign trade . ... . L 25 " oo " ”
5. Populatien . o1 ” " ” ten million
6. Foreign investments . . i e e e 25 * bilion dollars
7. Fereign debts ... ... ... ... e 1 *o " $50 million of

annual interest paymants on
external public debt

Applying the above weights to the situation in some selected countries, the following
approximate scores would result:

United States .. ... ... ... 2,905 USSR ... .. . L 143

United Kingdom ... 577 China ... . o 78

Canada . ... 125 Mexico ... . e - 24

Netherlands and Colonies . e 143 Brazil N N 45

Narway e L 15 Colombia ... e 12

Converted into dollars, the contributions would be something like the following:
TABLE

{in mitlions of U.5. dolfars)

{Though the contributions or investments would be in the form of gold or local currency,
they are converted, for convenience, into U.S. dollar units in the table below.)

United States ... ... ... 3,196 Argentina ... ... .. ... . 72
England ... ... N 635 Mexico ... 26
USSR 164 Brazil .. . . 50
Canada . ... ... .. . . 138 Colombia ... .. . 13
Metherlands and Colonies ... 157 Cuba U 9

The purpose of the table is merely to suggest a pattern of quotas for discussion,
and not to lay down any precise pattern or formula. An attempt was made to present a
pattern of quotas, the general character of which probably could be defended on logical
grounds, but it is certain that a more appropriate formula could be worked out if several
minds focused on the problem.

If only 50 percent of the participation were called for, and only half of that in cash,
the amounts indicated in the above table would not be erronecus. The United States
would be called upon to subscribe $500 million in cash and Cuba only $1232 million.
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That would be the minimum. They could, of course, subscribe more if they wished.
Experience would show whether the total was much more than was needed, or much
less. If more were needed the securities could be converted into cash and the remaining
half called in. On the other hand, if after long experience it is found thal even the
initial payments were greatly in excess of needs, it would be an easy matter to return
the excess. Since the Fund should be ample to take care of periods of special stress,
many years would have to pass, however, before enough experience is acquired to
determine the most appropriate size of the Fund. It would certainly be better in the
beginning to err on the side of having too much rather than not enough. The effective
strength of the Fund and its ability to instill confidence in the currency stability of
its participants will be enhanced with the ease with which the Fund can be expected
to meet all legitimate claims on its resources, A sum of several billions of dollars
does not, therefore, seem inappropriate to the task.

Inasmuch as some of the assistance the Fund can give to member countries is
directly proportional to the sum of participation of that country, there will be a strong
incentive for some countries to make their participation larger than the scheduled
amount.

The Bank for Reconstruction and Development of the United and Associated Nations
could be called upon te participate to the extent of possibly $100 million.

Contributions made according to the scale at the bottom of page 74 would result in
total assets of $5,225,000,000. The following table summarizes the proportionate share
which would be contributed by significant groups of countries. The second column
of the table indicates the percentage of the total votes which would be allotted to each
area, on the basis of these minimum contributions.

Number of Votes

Participation on Board
{in percent of total)

United States ... e el . BTD3 25.32
Argentina and Chile ... ... .. . 1.68 3.93
Other Latin America . . ... 2.93 30.54
British Empire ... .. . 20.20 17.56
Netherlands and Colonies ... ... ... ... . 3.0 2.81
Other European Countries 4.24 13.10
China oo TR 1.64 2.26
Bank for Recenstruction ... ... .. 2.14 163

100.00 100.00

V. Manacement

Where control of the Fund shall be vested is a matter of paramount importance
in the formulation of a workable plan. The magnitude of the Fund, the broad scope of
its likely powers, the requirements for continued eligibility of participants, together
make the question of situs of control important.

The management of the Fund should be vested in a Board of Directors consisting of
the representatives appointed by the member governments, each government to appoint
one representative.

It would be easy to reach agreement that the most convenient and simplest device
would be to vest control of the Fund in a board of directors, to consist of representa-
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tives appointed by member governments, cach government appointing one representa-
tive. It probably would be desirable to have each government appoint an alternate
as well. In view of the technical nature of many of the problems, the governments
might wish to select as alternates men who would be more gualified than are likely
to be the representatives to take up the kind of problems that would most frequently
come before the Fund. The representatives would probably be selected from maore
responsible posts than the alternates, and would likely be concerned with the larger
and less technical issues involved in decisions.

The Board shall elect a chairman and a small operating committee,

With a body so unwieldy as it would likely be with representatives from each gov-
ernment, added to the fact that many of such representatives could devote only bricf
perinds away from their home governments, it is virtually essential that the day-to-day
operations of the Fund be handled by a small operating rommittee of representatives.
Such a commiitee would be able to devote full time to the task of managing the Fund,
and would, of course, have to be adequately compensated. The election of this oper-
ating committee by the member participants would insure the selection of a competent
group and the brief period of their tenure of office before reelection would assure also
a responsiveness to the wishes of the board. Delegation of authority by the whole
board to the committee on many matters could be safely made, leaving larger policy
decisions to be referred to the entire board. It is to be expected that the operating
committee would have the assistance of a competent technical staff.

If a Fund were to be established with anything like the powers and resources out-
lined in this report, it would need the services of a large staff of the best experts
available. Nothing would injure the chances of effective and successful operation and
of making a major contribution to the solution of some of our most troublesome
international economic problems than mediocrity in directors and technical staff. A
board the size of the one recommended here can, of course, assimilate without serious
damage some stuffed shirts, some narrow-minded nationalists, and a few bankers with
counting house ideals. But the board will have to include more than a sprinkling of
economic statesmen, forward looking and of broad vision, comprehensive experienced
world outlook and tenacity of social purpese. The technical staff will have to be headed
up by experienced analysts with a thorough knowledge of monetary theory and inter-
national economics, with intellectual integrity and aggressiveness, and also include a
generous quota of eager, able, young men who have been at or near the top in their
schulastic achievements and technical writings. The United and Associated Nations
can produce plenty of such men.

In all voting by the Board, each representative should have one hundred votes, plus
one vote for the eguivalent of every million dollars turned over to the Fund.

There would be little difficuity in reaching agreement that some such set-up as the
board working through a committee as outlined above would provide a satisfactory
working arrangement, but the real problem is how tc distribute the voting power. If
each member of the board were to be given an equal vote, then a small country that
invested one million dollars would have as much power in making decisions as a country
that has subscribed a hundred or a thousand times that amount. With the possibility
that the number of small countries participating will be much greater than the large
countries, a one-vote-one-member arrangement is palpably unwise. On the other hand,
to accord voting power strictly proportionate to the value of the subscription would
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give the one or two powers control over the Fund. To do that would destroy the truly
international character of the Fund, and sericusly jeopardize its success. Indeed, it is
very doubtful if many countries would be willing to participate in an international
organization with wide powers if one or two countries were to be able to control
its policies.

It is clear that the voting power must be so arranged as to steer between these two
evils. This might be accomplished by working out some compromise between the two
bases of voting power referred to above. By giving each member 100 votes plus one
vote for every million dollars invested in the Fund, a satisfactory distribution of control
might be approximated. Thus, if the United States subscribes $1 billion it would have
100 plus 1,000 votes, or a total of 1,100 votes, whercas a country contributing
$10 million would have 100 plus 10 votes, or a total of 110. With such an arrangement
ten small countries could outvote the United States., If any country felt the arrangement
agreed upen did not give it an adequate share of control, it could increase its
contribution.

A country should have the privilege of replacing, wholly or in part, its securities, with
currency or gold. The number of wotes ifs representatives can cast would alter
accordingly.

This provision would supply some flexibility in the assets a country turns over to
the Fund, and also provides a means whereby a country could increase its voting power.
How impertant the provision might prove to be is uncertain, but in the beginning at
least it would appear desirable to introduce flexibility wherever possible.

All decisions, except where specifically provided otherwise, should be decided by a
simple majority of the votes cast,

To give adequate protection to each country, most of the important decisions could
be made to require more than a simple majority of the votes.

The President of the Bank should be a member of the Board, and weould have 100 votes.

Because of the interdependence of the two institutions--the Fund and the Bank—
close Haison and opportunities.to harmonize policies would be helpful. Both agencies
would have broad objectives, both would be international in their outlock, and both
would be motivated by the desire to promote worldwide peace, prosperity, and stability.
Each would be undertaking responsibilities that call for analyses and judgments of
economic situations and trends. The operations of each would affect the other, and
the decisions of each should be partly based on the knowledge, plan and judgment of
the other. There, therefore, is much to be gained by close liaison between them. That
is why the head of each should be a director of the other.

To avoid cumulating voting power, however, the Bank should not be able to cast
votes in excess of the minimum, irrespective of the extent of its monetary participation.

Reports and information

The possession by the Fund of adequate, timely and appropriate information is a
vital necessity to its proper functioning. The Fund should have the authority to require
that all members file with it a guarterly itemized balance of payments. This balance
of payments record-—which is of particular importance in the operation of this Fund—
should be standardized in form, and carefully designed by the technical stalf of the
Fund. The Fund would also need special reports from members from time to time,
and should have the authority to obtain them.,
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{The following paragraphs are from Part IIl, commenting on the plans for an Inter-
national Bank.]

A new international currency

We frequently hear expressed a desire or hape for a new international currency, but
the specific nature of the new currency is never described, nor are the gains that are
presumed to result from such a currency ever stated in meaningful language. They
are either taken for granted or referred to only in the vaguest of generalities. So much
misunderstanding of the nature and utility of a new international currency seems to
prevail that it is probably worth attempting to indicate the limits of usefulness pos-
sessed by such a currency. The reader not interested in the confusions surrounding
the demand for an international currency can omit the next few pages.

There are some persons who seem to think that all foreign exchange problems would
be solved if only all countries adopted the same international unit for use in inter-
national transactions. A little thought will demonstrate how absurd that belict is. The
fact that Canada adopted a “dollar” unit containing 100 cents and having the same
de jure gold content as the United States dollar, did not prevent the adoption of foreign
exchange controls in Canada nor did it keep the United States dollar-Canadian dollar
exchange rate from moving, any more than did Australia, South Africa and New
Zealand, by adopting the same unit as England, prevent the value of the currencies of
those countries from changing in relation to the British £ sterling. There are innumer-
able instances of different currency units kecping the same value, in terms of each
other, for many vears; and other instances of similar currency units beginning with
identical values and only to have those values change gieatly. Thus, the pound
sterling hovered around $4.86 for thirty-five years (1878.1914), and the Swiss franc
was about 20 cents for fifty years; whereas, the exchange rates between the British £
and Australian £ and New Zealand £ and the Egyptian £ have moved greatly notwith-
standing the fact that to begin with they all were the same unit, not anly in designa-
tion—pound—but in the sense that their value was 1 to 1.

The value of any currency in terms of any other currency is a consequence of a
complex of monetary and economic forces, changes in these forces influence the value
of one currency in terms of others. The adoption of a new international currency would
not modify those forces one whit. If all of the Western Hemisphere were to adopt
the “dollar” as their own unit of currency, it would not be long before it would be
necessary to distinguish between the “U. S. dollar,” the “Mexican dollar,” the “Colom-
bian dollar,” etc., because the exchange rates between those currencies had moved away
from the 1 to 1 ratio. In fact, even now there are a number of “dollars™ in use in the
foreign exchange systems of the American Republics. The adoption of the same unit
of currency no more eliminates foreign exchange problems than would the general
adoption of Esperanto solve international political problems or no more than does the
use of a common language, e.g. Spanish, eliminate international political problems
between all Spanish-speaking nations.

Occasionally, one hears expressed the view that if only there could be created some
unit of currency that could be universally used in trade—"a trade dollar” or “export
dollar” (Presumably no reference is intended to a special kind of dollar which costs
less to the foreigner than a regular dollar, yet which buys as much in the U. S. as a
regular dollar, That would be a clear example of multiple currencies which involve
government subsidies, and which constitutes one of the devices the 1. S. is opposed to
on principle}, or any unit with a new name—considerable advantages in trade and
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other international transactions would result. Unfortunately, this view is fallacious.
The obstacles to trade do not lie in the fact that different countries use different units
of currency. Insofar as currency has anything to de with obstructing trade, it is the
scarcity of foreign exchange and the variations in exchange rates which are respon-
sible. Neither of these two obstacles to trade will be dissipated by the adoption of a
new international unit of currency. There are, it is true, possibilities of developing
machinery which will make foreign exchange more plentiful to countries that lack
adequate foreign exchange, and there is also machinery which may be developed to
reduce the Buctuation in exchange rates. The proposal here made for the Fund and the
Bank is designed to help achieve those very objectives among others. Neither pro-
posal involves, or needs, or {s dependent upon the adoption of an international unit of
currency.

We already have an international medium of exchange, namely, gold. An ounce
of gold .999 fine is the same in United States as it is in China or South Africa or Iceland.
Any exporter or importer or banker or investor can liquidate a2 monetary debt with
gold just as easily as would be possible with a new international unit. Such difficulties
as exist in the use of gold as a medium of iniernational exchange lie in difficulties
imposed by war conditions. In peace time nothing could be simpler than to send or
receive gold, or send or receive dollar or other exchange convertible into gold.

Some who <lamor for a new international currency to replace gold would concede
this, but claim gold is too expensive to be used. This is guite another matter. Tt may
be possible to develop a satisfactory international medium of exchange that costs less
to produce than more gold, but certainly not significantly less than gold already in
monetary stock. It is important to remember in thinking about this subject that the
monetary gold stock of the country has already been paid for. [t is very inexpensive
fo use the gold already in world monetary stocks. Even the cost of shipping from one
country to another can be avoided throuph development of earmarking. The only
expense of using gold already mined is the small value that gold would have for
industrial uses if it had no monetary value.

The situation is quite different with respect to further additions to the gold stock—
and more complex. Obviously there is a real cost as well as a monetary cost involved in
mining and refining pold. Insofar as the gold would not be produced had it only
commodity value, and insofar as the labor and material used in gold mining would be
used for some other purpose, it is true that additions to our monetary gold stock are
expensive. The solution to that, however, is simple-namely, just limit or control the
additions of newly-mined gold to the world’s monetary stock. This is not the place
to discuss the method; suffice to say it is entrely feasible should it ever be deemed
desirable. There are some advantages and disadvantages to the proposal, but it is
possible that the time may come when the advantages may outweigh the disad-
vantages. In any case, the ufility of additions to the world's monetary stock is a
separate guestion from that of use of existing stocks. There is no advantage in
substituting a new medium of international exchange for existing gold—even if it could
be done-—and [ am confident it could not be done. But it may be worthwhile giving the
Bank note-issuing powers—based on some gold reserve—solely in order to make the
world’s monetary gold stock do more work, and at the same time help correct the
maldistribution of gold.

To be sure, the United States already does just that when for one reason ar another,
by one method or another, il increases its supply of currency and demand deposits.
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The only difterence between what the United States (and virtually every other country)
already does, and what it is proposed the Bank shall do is that in the United States
note issues are regulated by the Jaw of the country, whereas the proposed note issues
of the Bank will be regulated by the by-laws of the Bank as drawn up by the member
Governments,

The belief previously referred to as being held in some quarters that a common unit
of currency will solve the world’s foreign exchange problems, and help promote foreign
trade in goods and services, and the international flow of capital does not concern
itself with either the scarcity of gold, or its maldistribution. It seems to take the form
of something much less intelligible. Tt seems to assume that these benefits are to be
attained by a new international unit which is to be adepted by many couniries as a
substitute for their own currency,

The belief that countries will find it helpful to replace their own currency in favor
of a currency to be used by all, or by a group of nations, is based on a fundamental
misunderstanding of the factors which determine the value of any currency. So long
as mosi countries insist on shaping their own monetary policies so long will it be
impossible to replace local currencies with a new international currency. The adoption
of a common currency by several countries is possible only if they each surrender
separate sovereignty in monetary and credit policies in favor of sovereignty exercised
by one over all of them, or by an international organization. For example, it was
impossible for the states in the American colonies to have a common currency with a
common value until the United States was formed and the Federal Government given
sole authority over currency. Even then scores of different bank notes existed, many
of them with changing values, because the State rather than the Federal Government
exercised sovereignty in matters of bank note issue. It was only until the Federal
Government became supreme in the matter of all note issues that the United States was
able to keep all bank notes at par.

Tt is possible for a group of countries to agree to adopt a common currency, but
such adoption is of little use unless they also agree not to exercise separate sovereign
powers with respect to note issues, exchange rates, rediscount rates and privileges and
other aspects of monetary policy. 1f country A is going to agree to adop! the same
currency as country B, country A will want assurance that country B cannot do
whatever it pleases with its monetary policy.

But, it may be asked, would not the use of a new international unit as a supplement
to local currency facilitate international trade and finance? The answer is an unqualified

“NO."

A “trade dollar” or “Demos” or “Victor” or “what-have-you” unit of currency
supplementing the United States doHar, whether of the same or different value, would
no more help foreign trade than would the adoption of a new flag. The only difference
in trade between Massachusetts and Texas and trade between Massachusetts and
Mexico——aside from tariffs—is that in the first case both buyer and seller deal in dollars
only, whereas in trade between Mexico and United States two currencies are involved—
the Mexican peso and United States dollar. (The supply of either currency to ejther
country would be no different with a supplementary currency than without it; therefare,
the matter of supply and demand for currency can be ignored in this discussion.) An
importer, exporter, bank, or a tourist has simply to make conversions from one
currency into another in his transactions. Were it possible to eliminate by use of an
international currency unit the arithmetical labors involved in the conversions, it
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would indeed be a convenient device, though by no means a very important one.
Unfortunately, however, the use of a new international currency unit does not obviate
the necessity of calculating conversion values any more than does the use of gold in
settling international transactions.

Let us, for example, consider the case of a tourisk. As it is now, when an American
travels to Mexico he converts his dollars into Mexican pesos, when he enters Colombia
he converts his dollars into Colombian pesos, and when he goes to Brazil he converts
his dollars into milreis, etc. Yet, if there existed a new international unit of currency
he would be no better off; his purchases and sales would be consummated with no less
inconvenience. On the contrary, he would have to make more calculations and more
monetary adjustments in his price judgments. Upon leaving the United States he would
have to convert his dollars into the new international unit and then when he came to
Mexico he'd have to convert the international unit into pesos since most prices in any
country are expressed in terms of the local currency unit. He would have had to do just
that had he carried with him dollars instead of an international currency. Only this
time, if he wanted to judge the value of an article tagged, say 50 pesos, he would have
to make two mental conversions instead of one, because most of his [ife he has been
dealing in dollars and cents, not in a new intermational currency. Then, when he
enters Colombia he would have te again calculate conversions and again make the
necessary mental adjustments in evaluating his purchases. It would be possible, of
course, to have price tags or price schedules in shops and hotels frequented by tourists
expressed in the international unit, but such a practice would be a nuisance to the
seller and would be only 2 slight convenience to the buyer.

Nor dees a buyer of imported goods purchase those goods in one country rather
than in another because of ezse of an arithmetical calculation. Where there is any
difficulty and the seller meets with any sales resistance on this score, he can easily over-
come it by quoting his price in the buyer’s currency even if a bill is to be paid in the
seller’s currency.

Is there then no advantage to be obtained from the adoption of 2 new international
unit of currency aside from the advantage of increasing the Bank's lending resources
described earlier?

Yes, there is one advantage, though of minor importance. It is in the realm of
economic resecarch, A universally recugnized intermational monetary urit of account
would be helpful in the presentation of those statistical series which are pertinent to
internat:onal comparisons and of use in discussions invalving international comparisons
of quantitative data measured in money terms. For many purposes it would be con-
venient to set up fables that involved summation of money values in more than one
currency. It would aleo prove useful in statistical data involving comparisons of
varipus money values aver long periods of time.

Were values set in terms of 2 local currency which had undergone substantial
changes in purchasing power relative to other countries, certain significant comparisons
would be ezsier to make.

Altogether, the introduction of a new currency unit would not be of sufficient
importance to warrant its introduction at this time, were the Bank naot te be established
with note issuing power. But if the Bank were to be established and given the authority
to issue notes, what unit sheuld it be?

It would probably be preferable to adopt a new unit. The adoption of a new inter-
national unit of currency of account would probably meet with little opposition,
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whereas an attempt to use any one of the existing currencies, such as dollars, sterling,
or francs for that purpose would be opposed on the grounds that it would seem to give
the country possessing that currency some slight advantage in publicity or trade. There
are deemed to be some national prestige values and possibly slight economic gains in
trade and financial transactions that adhere to a country having a currency that is
widely used as an international unit of account. For that reason a new unit belonging
to no country would be more welcome to most countries than the unit of any selected
country.

A new unit of currency would have to be defined. It would have to be fixed in terms
of something, whether by international agreement or by general acquiescence, or uni-
lateral action. To set the value of the new currency umit in terms of some existing
currency has the disadvantage of subjecting the new unit to the variations of the
currency to which it is tied and also raises the question of “favoritism.” The simplest
course is to fix the value of the new unit in terms of gold. A unit of account does not
have to be set in terms of gold, it could be set in terms of some commodity other than
gold-tin, platinum, or any material. It could even be set in terms of an average basket
of goods, or an aggregate of goods. But examination of the various possibilities will
show that the only practical solution is to set the new currency unit in terms of a given
physical volume of gold.

For convenience of arithmetical calculation it would probably be well to define the
new unit as being equivalent to 14.62 grains nine-tenths fine. This would make the
new unit worth 50 U.5. [cents] or 10 yuan or 2 s. at current rates of exchange and at
present price for gold in the United States,
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(B) Preliminary Draft Qutline
of a Proposal for an International Stabilization Fund
of the United and Associated Nations

(Revised July 10, 1943)

The plan for post-war international currency stability set forth in this pamphlet
is a revision of the preliminary draft outline of a proposal for an International
Stabilization Fund of the United and Associated Nations made public by the
Secretary of the Treasury on April 7, 1943,

The preliminary draft was sent by the Secretary of the Treasury to the finance
ministers of the United Nations and the countries associated with them with a
request that it be studied by their technical experts, The finance ministers were
also invited to send representatives to Washington for informal discussions with
the experts of this Covernment.

Such informal discussions have been held with nearly 30 countries. On the
basis of these discussions, the experts of the Treasury with the cooperation of
experts of other Departments of this Government have revised the preliminary
draft proposal for an international stabilization fund. While suggestions of the
representatives of other countries have been included in the revised draft, it does
not necessarily reflect the views of the experts of any other country.

This revised draft is in every sense still a preliminary document representing
the views of the technical experts of the Treasury and of other Departments of
this Government, It has not received the official approval either of the Treasury
or this Government.

FOREWORD
By Hexry MokrGeNTHAU, J1., Secretary of the Treasury

When the United Nations have brought this war to a successful conclusion, they will
be faced with many urgent international economic and financial problems. Some of
these are new problems arising directly from this war; others are continuing conse-
quences of failure to solve the problems that have been with us since the last war. The
solution of these problems is essential to the development of a sound economic
foundation for world peace and prosperity.

All of the important international economic and financial problems are closely
interrelated. Monetary stabilization, commercial policy, the provisien of long-term
international credit, promotion of stability in the prices of primary products, and
arrangements for relief and rehabilitation are problems that join at innumerable
points. Nevertheless, because of their complexity, they must be taken up separately,
although each in turn must be integrated with the rest.

1t is generally recognized that monetary stability and protection against discriminatory
currency practices are essential bases for the revival of international commerce and
finance. For this reason, an appropriate starting point might well be the consideration
of post-war international monetary problems. Success in dealing with international
monetary problems in the post-war peried will contribute toward final solution of the
other international financial and economic problems. Despite the technicai difficulties
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involved, the common interest which all countries have in the solution of post-war
menetary problems provides a basis for agreement.

It is still too soen to know the precise form and magnitude of post-war monetary
problems. But it is certain that we shall be confronted with three inseparable monetary
tasks: to prevent the disruption of foreign exchanges, to avoid the collapse of monetary
systems, and to facilitate the restoration and balanced growth of international trade.
Clearly, such formidable problems can be successfully handled only through interna-
tional action.

The creation of instrumentalities adequate to deal with the inevitable post-war
monetary problems should not be postponed until the end of hostilities. It would be
ill-advised, if not dangerous, to leave ourselves unprepared at the end of the war for the
difficult taks of international monetary cooperation. Specific and practical proposals
must be formulated by the experts and must be carefully considered by the policy-
shaping officials of the various countries. In each country acceptance of a definitive
plan can follow only upen legislative or executive action. And even when a plan is
finally adopted, much time will be consumed in preparation before an international
institution for monetary cooperation can begin effective work.

There is another important reason for initiating now concrete discussions of specific
proposals, A plan for international monetary cooperation can be a factor in winning
the war. It has been suggested, and with much cogency, that the task of assuring the
defeat of the Axis powers would be made easier if the victims of aggression could have
greater assurance that a victory of the United Nations will not mean in the economic
sphere a repetition of the exthange instability and monetary collapse that followed the
last war. The people in all of the United Naticns must be given some assurance that
there will not again be two decades of post-war economic disruption. The people must
know that we at last recognize the fundamental truth that the prosperity of each
country is closely linked to the prosperity of other countries.

One of the appropriate agencies to deal with international economic and monetary
problems would be an international stabilization fund with resources and powers
adequate to the task of helping to achieve monetary stability and of facilitating the
restoration and balanced growth of international trade. A proposal along these lines
was drafted by American technical experts and made public on April 7, 1843, There
have been informal discussions on this draft in which nearly thirty countries have
participated. These discussions have shown that all countries think joint action in this
field is necessary for the reconstruction of the world economy.

It is recognized that an international stabilization fund is only one of the instrumen-
talities which may be needed in the field of international economic cooperation. Other
agencies may be needed to provide long-term international credit for post-war
reconstruction and development, to provide funds for rehabilitaticn and relief, and to
promote stability in the prices of primary international commedities. There is a strong
inclination on the part of some to entrust to a single agency the responsibility for
dealing with these and other international economic problems. We believe, however,
that an international economic institution can operate most effectively if it is not
burdened with diverse duties of a specialized character.

Although an international stabilization fund can provide the facilities for cooperation
on monetary questions, the establishment of such an institution would not of itself
assure the solution of these difficult problems. The operations of such a fund can be
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successful only if the powers and resources of the fund are used wisely, and if member
countries cooperate with the fund’s endeavors to maintain international eguilibrium at
a high level of international trade. Such cuoperation must include commercial policies
designed to reduce trade barriers and to terminate discriminatory practices that have in
the past hampered the balanced growth of international trade. The nations of this
world can be prosperous only if they are good neighbors in their economic as well as
their political relations,

The draft proposals that have been put forward on a tentative basis have received
wide publicity in the United States, the United Kingdom, Canada, and in other coun-
tries. It is in the best democratic tradition that the people should have the fullest
opportunity to express their views and to shape the policies of their Governments on
the important problems affecting national well-being. And it is an extension of this
tradition that all the United Nations should have an opportunity to participate in the
formulation of a program for international monetary coopetation.

This revised draft is published wiih the hope that it will call forth further comments
and constructive suggestions, It aims to present anly the essential elements of a work-
able international stabilization fund, and its provisions are in every scnse tentative.
Obviously, there are many details that have been omitted and that can be better formu-
lated after there is agreement on the more important points. We believe that a workable
and acceptable plan can emerge only from the joint efforts of the United Nations
support by enlightened public opinicen.

PRELIMINARY DRAFT OUTLINE OF A PROPOSAL FOR
AN INTERNATIONAL STABILIZATION FUND
QF THE
UNITED AND ASSOCIATED NATIONS

PrEAMBLE

1. There is a growing recognitivn that progress toward establishment of a function-
ing democratic world in the post-war period will depend on the ability of free peoples
to work together in solving their economic problems. Not the least of these is the
problem of how to prevent a widespread breakdown of currencies with resultant
international cconomic disorder. We must assure a troubled world that the free
countries will solve these perplexing problems, and that they will not resort to competi-
tive exchange depreciation, multiple currency practices, discriminatory bilateral clearing,
or other destructive forrign exchange devices.

2. These are not transitory problems of the immediate postwar period affecting
only a few countries. The history of the past two decades shows that they are con-
tinuing problems of vital interest to all countries. There must be a general realization
that world prosperity, like world peace, is indivisible, Nations must act together to
restore multilateral international trade, and to provide orderly procedure for the
maintenance of balanced economic growth. Only through international cooperation
will it be possible for countries successfully to apply measures directed toward attaining
and maintaining a high level of employment and income which must be the primary
objective of economic policy.

3. The International Stabilization Fund of the United and Associated Nations
is proposed as a permanent institution for international monetary cooperation. The
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resources of this Fund would be available under adequate safeguards to maintain
currency stability, while giving member countries time to correct maladjustments in
their balance of payments without resorting to extreme measures destructive of inter-
national prosperity. The resources of the Fund would not be used to prolong a basically
unbalanced international position. On the contrary, the Fund would be influential in
inducing countries to pursue policies making for an orderly return to equilibrium.

4. The Fund would deal only with member governments and their fiscal agents,
and would not intrude in the customary channels for conducting international com-
merce and finance. The Fund is intended to provide supplemental facilities for the
successful functioning of the established foreign exchange institutions and to free
international commerce from harmful restrictions.

5. The success of the Fund must ultimately depend upon the willingness of nations
to act together on their common problems. International monetary cooperation should
not be regarded as a matter of generosity. All countries have a vital interest in the
maintenance of international monetary stability, and in the balanced growth of
multilateral international trade.

1. Purroses or tHe Funp

The United Nations and the countries associated with them recognize, as declared
in the Atlantic Charter, the need for the fullest cooperation among nations with the
object of securing economic advancement and rising standards of living for all. They
believe that attainment of these objectives will be facilitated by international monetary
cooperation. Therefore, it is proposed that there be established an International
Stabilization Fund with the following purposes:

1. To help stabilize the foreign exchange rates of the currencies of the United
Nations and the countries associated with them.

2, To shorten the periods and lessen the degree of disequilibrium in the international
balance of payments of member countries.

3. To help create conditions under which the smocth flow of foreign trade and of
productive capital among the member countries will be fostered.

4. To facilitate the effective utilization of the blocked foreign balances accumulating
in some countries as a consequence of the war situation.

5. To reduce the use of such foreign exchange restrictions, bilateral clearing arrange-
ments, multiple currency devices, and discriminatory foreign exchange practices as
hamper world trade and the international flow of productive capital.

II. Comrosrrion oF THE FUND
1. The Fund shall consist of gold and the currencies and sccurities of member
governments,

2. Each of the member countries shall subscribe a specified amount, to be called its
guota, The aggregate of guotas of the member countries shall be the equivalent of at
least %5 billion.

3. Each member country shall meet its quota contribution in full on or before the
date set by the Board of Directors for the Fund’s operations to begin.

{a) A country shall pay in gold not less than an amount determined as follows. If
its gold and free foreign exchange holdings are:
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(i} In excess of three times its quota, it shall pay in gold 50 percent of its quota.

(ii) More than two but less than three times its quota, it shall pay in gold 40 per-
cent of its quota plus 10 percent of its holdings in excess of twice its quota.

(iii) More than its quota but less than twice its quota, it shall pay in gold 30 per-
cent of its quota plus 10 percent of its holdings in excess of its quota.

(iv} Less than its quota, it shall pay in gold 30 percent of its holdings.

The gold payment required of a member country substantial parts of whose
home areas have been wholly or partly occupied by the enemy, shall be only
three-fourths of the above. (For other gold provisions, Cf. V-2-a and V-6, 7.}

A member country may include in the legal reserve account and in the published
statement of the reserves of gold and foreign exchange in its Treasury or Central
Bank, an amount not to exceed its gold contribution to the Fund, minus its net
purchases of foreign exchange from the Fund paid for with local currency.

(b) Tt shall pay the remainder of its quota in local currency, except that a member
country may substitute government securities {redeemable at par} for local currency
up to 50 percent of its guota.

4. A quota for each member country shall be computed by an agreed upon formula
which gives due weight to the important relevant factors, e. ¢., a country’s holdings of
gold and free foreign exchange, the magnitude and the HAuctuations of its balance
of international payments, its national income, efc.

Before computing individual quotas on the basis of the agreed upon formula, there
shall be reserved an amount equal to 10 percent of aggregate quotas to be used as a
special allotment for the equitable adjustment of quotas. Where the initial quota of a
member country as computed by the formula is clearly inequitable, the quota may be
increased from this special allotment.

5. Quotas shall be adjusted on the basis of the most recent data 3 years after the
establishment of the Fund, and at intervals of 5 years thereafter, in accordance with
the agreed upoen formula. In the period between adjustment of quotas, the Fund may
increase the quota of a country, where it is clearly inequitable, out of the special
allotment reserved for the equitable adjustment of quotas.

6. Any changes in the formula by which the gquotas of member countries are
determined shall be made only with the approval of a four-fifths vote of the Board.

7. No increase shall be made in the quota of a member country under 1l-4, 5 or 6
without the consent of the representative of tl.e country concerned.

8. The resources of the Fund shall be used exclusively for the benefit of the
member countries,

. Monerary UniT or THE Funo

1. The monetary unit of the Fund shall be the unitas (8) equal in value to 137%
grains of fine gold (equivalent to %10). Neo change in the gold value of the unitas
shall be made except with the approval of 85 percent of the member votes, When
such change is made, the gain or loss sustained by the Fund on its holdings of gold
shall be distributed equitably among the members of the Fund.

The accounts of the Fund shall be kept and published in terms of unitas.
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2. The value of the currency of each member country shall be established in terms

of unitas and may not be altered except as provided in IV-5, below. (Cf IV-1, 2,
below.)

No member country shall purchase or acquire gold, directly or indirectly, at a price
in terms of its national currency in excess of the parity which corresponds to the value
of its currency in terms of unitas and to the value of unitas in terms of gold; nor
shall any member country sell or dispose of gold, directly or indirectly, at a price in
terms of its national currency below the parity which corresponds to the value of its
currency in terms of unitas and to the value of unitas in terms of gold. (Cf. VII-1.)

3. No change in the value of the currencies of member countries shal{ be permitted
to alter the value in unitas of the assets of the Fund. Whenever the currency of a
member country has depreciated to a significant extent, that country must deliver to the
Fund when requested an amount of its local currency or securities equal to the decrease
in the unitas value of the Fund’s holdings of the local currency and securities of the
country. Likewise, if the currency of a member country shounld appreciate to a signifi-
cant extent, the Fund must return te that country an amount {in the currency or

securities of that country) equal to the resulting increase in the unitas value of the
Fund’s holdings.

IV. Excuance Rares

1. The rates at which the Fund will buy and sell one member currency for another
and at which the Fund will buy and sell gold for local currency shall be established in
accordance with the provisions below. (Cf. also III-2 and V-2.)

2. The initial rates of exchange for member countries’ currencies shall be determined
as follows:

(a) For any country which becomes a member prior to the date on which the Fund’s
operations begin, the rates initially used by the Fund shall be based upon the
value of the currency in terms of United States dollars which prevailed on
July 1, 1943.

If, in the judgment of either the member country or the Fund, the above rate
is clearly inappropriate, the initial rate shall be determined by consultation
between the member country and the Fund, No operations in such currency shall
be undertaken by the Fund until a rate has been established which has the
approval of the Fund and of the member country in question.

(b) For any member country which has been occupied by the enemy, the Fund shall
use the exchange rate fixed by the government of the liberated country in consul-
tation with the Fund and acceptable to the Fund. Prior to the fixing of a definitive
rate, operations in such currency may be undertaken by the Fund with the
approval of the Board at a tentative rate of exchange fined by the member
country in consultation with the Board. No operations shall be continued under
this provision for more than 3 months after the liberation of the country or when
the local currency holdings of the Fund exceed the quota of the country, except
that under special circumstances the period and the amount of such operations
may be extended by the Fund.

3. The Fund shall not come into operation until agreement has been reached on the
exchange rates for currencies of countries representing a majority of the aggrepate
quotas.
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4. The Fund shall determine the range within which the rates of exchange of
member currencies shall be permitted to fluctuate. {Cf. VII-1.)

5. Changes in the exchange value of the currency of a member country shall be
considered only when essential to the correction of fundamental disequilibrium in its
balance of payments, and shall be made only with the approval of three-fourths of the
member votes including the representative of the country concerned.

Because of the exfreme uncertainties of the immediate post-war period, the following
exceptional provisions may be used during the first 3 years of the Fund’s operations:

fa) When the existing rate of exchange of a member couniry is clearly inconsistent
with the maintenance of a balanced international payments position for that
country, changes from the established rate may be made at the special request
of that country and with the approval of a majority of the member votes.

{b) A member country may change the established rate for its currency by not more
than 10 percent provided that the member country shall notify the Fund of its
intention and shall consult with the Fund on the advisability of its action,

V. Powrrs aNp OPERATIONS
The Fund shall have the following powers:

1. To buy, sell and hold gold, currencies, and government seccurities of member
countries; to earmark and transfer gold; to issue its own obligations, and to offer them
for discount or sale in member countries.

The Fund shall purchase for local currency or needed foreign exchange any member
currency in good standing acquired by another member country in settlement of a
balance of payments on current account, where such currency cannot be disposed of
in the foreign exchange markets within the range established by the Fund.

2. To sell to the Treasury of any member country {or Stabilization Fund or Central
Bank acting as its agent) at the accepted rate of exchange, currency of any member
cotuntry which the Fund holds, provided that:

{a) The foreign exchange demanded from the Fund is required to meet an adverse
balance of payments predominantly on current account with any member country,
{Cf. V.3, for capital transfers.)

When the gold and free foreign exchange heldings of a member country exceed
50 percent of its gquota, the Fund in selling foreign exchange to such member
country shall require that one-half of such exchange shall be paid for with gold
or foreign exchange acceptable to the Fund. (Cf. V-6, 7; on gold collateral, sec
V-2-¢)

(b) The Fund’s total holdings of the currency and securities of any member country
shall not exceed the gquota of such country by more than 50 percent during the
first year of operation of the Fund, and thereafter shall not exceed such quota by
mere than 100 percent (except as otherwise provided below). The total holdings
thus permitted are termed the permissible gquota of a country. When the Fund’s
holdings of local currency and securities are equal to the permissible quota of a
country, the Fund may sell foreign exchange for such additional local currency
only with the specific approval of the Board of Directors (cf. VI-3-a, below), and
provided that at least one of the following two conditions is met:
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{i) In the judgment of the Fund satisfactory measures are being or will be taken
by the country whose currency is acquired by the Fund, to correct the
disequilibrium in the couniry’s balance of payments; or

{ii)) It is believed that the balance of payments of the country whose currency
is acquired by the Fund will be such as to warrant the expectation that the
excess currency holdings of the Fund can be disposed of within a reasonable
time;

Provided further, that when the Fund’s holdings of the currency of any member

country or countries fall below 20 percent of their respective quotas, the sale shall

also require the approval of the representatives of these countries.

{t) When the Fund’s holdings of local currency and securities exceed the permissible
quota of a country, the Board may require the member country to deposit
collateral in accordance with regulations prescribed by the Board. Such collateral
shall take the form of gold, foreign or domestic currency or Government bonds,
or other suitable collateral within the capacity of the member country.

(d) When, in the judgment of the Fund, a member couniry, whose currency and
securities held by the Fund exceed its quota, is exhausting its permissible quota
more rapidly than is warranted, or is using its permissible quota in a manner that
clearly has the effect of preventing or unduly delaying the establishment of a
sound balance in its international accounts, the Fund may place such conditions
upon additional sales of foreign exchange to that country as it deems to be in the
general interest of the Fund.

3. The Fund may sell foreign exchange to a member country, under conditions
prescribed by the Fund, to facilitate a transfer of capital, or repayment or adjustment
of foreign debts, when in the judgment of the Board such a transfer is desirable from
the point of view of the general international economic situation, provided the Fund’s
holdings of the currency and securities of the member country do not exceed 150
percent of the quota of that country. When the Fund’s holdings of the lacal currency
and securities of a member country exceed 150 percent of the guota of that country,
the Fund may, in exceptional circumstances, sell foreign exchange to the member
country for the above purposes with the approval of three-fourths of the member
votes. (Cf. V-2-a, above; on voting, VI-3.a, below.)

4. When the Fund’s holdings of the currency and securities of a member country
become excessively small in relation to praspective acquisitions and needs for that
currency, the Fund shall render a report to that country. The repart shall embody an
analysis of the causes of the depletion of the Fund’s holdings of that currency, a fore-
cast of the prospective balance of payments in the absence of special measures, and
finally, recommendations designed to increase the Fund's holdings of that currency.
The representative of the country in question shall be a member of the Fund committee
appointed to draft the report. This report shall be sent to all member countries and,
if deemed desirable, be made public. Member countries agree that they will give
immediate and careful attention to recommendations made by the Fund.

5. Whenever it becomes evident to the Board of Directors that the anticipated
demand for any particular currency may soon exhaust the Fund’s holdings of that
currency, the Fund shall inform the member countries of the probable supply of the
currency and of a proposed method for its equitable distribution, together with sugges-
tions for helping to equate the anticipated demand for and supply of that currency.
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The Fund shall make every effort to increase the supply of the scarce currency by
acquiring that currency from the foreign balances of member countries. The Fund
may make special arrangements with any member country for the purpose of providing
an emergency supply under appropriate conditions which are acceptable to both the
Fund and the member country,

To facilitate appropriate adjustment in the balance of payments position of member
countrics, and to help correct the distortions in the pattern of trade balances, the Fund
shall apportion its sales of such scarce currency. In such apportionment, it shall be
guided by the principle of satisfying the most urgent needs from the point of view of
the general international economic situation. It shall also consider the special needs and
resources of the particular countries making the request for the scarce currency.

The right of any member country to acquire an amount of other currencies equal
to its permissible quota shall be limited by the necessity of assuring an appropriate
distribution among the various members of any currency the supply of which is scarce.

6. In order to promote the most effective use of the available and accumulating
supply of foreign exchange resources of member countries, each member country
agrees that it will offer to sell to the Fund, for its local currency or for foreign currencies
which the member counttry needs, one-half of the foreign exchange resources and gold
it acquires in excess of its official holdings at the lime it became a member of the Fund,
but ne country need sell gold or foreign exchange under this provision unless its official
holdings {i. e., Treasury, Central Bank, Stabilization Fund, efc.) are in excess of 25
percent of its quota. For the purpose of this provision, only free and liquid foreign
exchange resources and gold shall be considered. The Fund may accept or reject the
offer. (CF I1-3—a, V-2-a,and V 7.}

To help achieve this objective cach member country agrees to discourage the excessive
accumulation of foreign exchange resources and gold by its nationals. The Fund shall
inform any member country when, in its opinion, any further growth of privately
held foreign exchange resources and gold appears unwarranted.

7. When the Fund’s holdings of the local currency and securities of a member
country exceed the quota of that country, the Fund shall, upon request of the member
country, resell to the member country the Fund’s excess holdings of the currency of
that country for gold or acceptable foreign exchange. (Cf. V-14, for charges on hold-
ings int excess of quota.)

8. To buy from the governments of member countries, blocked foreign balances
held in other member countries, provided all the following conditions are met:

{u) The blocked balances are held in member countries and arc reported as such {for

the purpose of this provision) by the member governments and are verified by the
Fund.

(b} The member country selling the blocked balances to the Fund agrees to transfer
these balances to the Fund and to repurchase from the Fund 40 percent of them
(at the same price) with gold or such frec currencies as the Fund may wish to
accept, at the rate of 2 percent of the transferred balances each year for 20 years
beginning not later than 3 years after the date of transfer.

{c} The country in which the blocked balances are held agrees to transfer to the Fund
the balances described in (b) above, and to repurchase from the Fund 40 percent
of them (at the same price) with gold or such free currencies as the Fund may
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wish to accept, at the rate of 2 percent of the transferred balances each year for
20 years beginning not later than 3 years after the date of transfer.

A charge of 1 percent on the amount of blocked balances sold to the Fund,
payable in gold, shall be levied against the country selling its blocked balances
and against the country in which the balances are held. In addition a charge of not
less than one percent, payable in gold, shall be levied annually against each country
on the amount of such balances remaining to be purchased by it.
If the country selling blocked balances to the Fund asks for foreign exchange
rather than local currency, the request will not be granted unless the country needs
the foreign exchange for the purpose of meeting an adverse balance of payments
not arising from the acquisition of gold, the accumulation of foreign balances,
or other capita] transactions.
Fither country may, at its option, increase the amount it repurchases annually.
But, in the case of the country selling blocked balances to the Fund, not more than
2 percent per annum of the original sum taken over by the I'und shall become free,
and only after 3 years shall have elapsed since the sale of the balances to the Fund.
The Fund has the privilege of disposing of any of its holdings of blocked balances
as free funds after the 23-year period is passed, or sooner under the following
conditions:
(i} Its holdings of the free funds of the country in which the balances are held
fall below 20 percent of its guota; or

{ii) The approval is obtained of the country in which the balances are held.

The country in which the blocked balances are held agrees not to impose any
restrictions on the use of the installments of the 40 percent portion gradually repur-
chased by the country which sold the balances to the Fund.

The Fund agrees not to sell the blocked balances acquired under the above author-
ity, except with the permission or at the request of the country in which the
balances are being held. The Fund may invest these balances in the ordinary or
special government securities of that country. The Fund shall be free to sell such
securities in any country under the provisions of V.11, below.

The Fund shall determine from time to time the maximum proportion of the
blocked balances it will purchase under this provision.

Provided, however, that during the first 2 years of its operation, blocked balances
purchased by the Fund shall not exceed in the aggregate 10 percent of the guotas
of all member ccountries. At the end of 2 years of operation, the Fund shall
propose a plan for the gradual further liquidation of blocked balances still cut-
standing indicating the proportion of the blocked balances which the Board
considers the Fund can appropriately purchase.

Blocked balances acquired under this provision shall not be included either in com-
puting the amount of foreign exchange available to member countries under their
quotas (cf. V-2, 3), or in computing charges on balances of local currency in excess
of the quotas (cf. V-14).

2.

To buy and sell currencies of non-member countries but shall not acquire more

than $10 million of the currency of any one non-member country nor held such cur-
rencies beyond 60 days after date of purchase except with the approval of the Board.

10. To borrow the currency of any member country provided the additional
amount is needed by the Fund and provided the representative of that country approves.
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11. To scll member-country obligations owned by the Fund provided that the
representatives of the country issuing the securities and of the country in which the
securities are to be sold approve, except that the approval of the representative of the
issuing country shall not be necessary if the obligations are to be sold in its own market.

To use its holdings to obtain rediscounts or advances from the Central Bank of
any country whose currency the Fund needs.

12. To invest any of its currency holdings in government securities of the country
of that currency provided that the representative of the country approves.

13. To lend to any member country its local currency from the Fund for 1 year or
less up to 75 percent of the currency of that country held by the Fund, provided the
local currency heldings of the Fund are not reduced below 20 percent of the guota.

14. To make a service charge on all gold and exchange transactions.

To levy a charge uniform to all countries, at a rate not less than 1 percent per
annum, payable in gold, against any country on the amount of its currency held by the
Fund in excess of the guota of that country. An additional charge, payable in gold,
shall be levied by the Fund against any member countty on the Fund’s holdings of its
currency in excess of the permissible quota of that country.

In case the Fund finds it necessary to borrow currency to meet the demands of ifs
members, an additional charge, payable in gold, shall be made by the Fund sufficient
to cover the cost of the borrowing,

15. To levy upon member countries a pro rata share of the expenses of operating
the Fund, payable in local currency, not to exceed one-tenth percent per annum of the
quota of each country. The levy may be made only to the extent that the earnings of
the Fund are inadequate to meet its current expenses.

16. The Fund shall deal only with or through:
{a) The Treasuries, Stabilization Funds, or Central Banks acting as fiscal agents of
member governments.
(B} Any international banks owned predominantly by member governments.
The Fund may, nevertheless, with the approval of the representatives of the govern-

ments of the countries concerned, sell its own securities, or securities it helds, directly
to the public or to institutions of member countries.

VI ManaAGEMENT

1. The administration of the Fund shall be vested in a Beard of Directors. Each
government shall appoint a director and an alternate, in a manner determined by it,
who shall serve for a period of 5 years, subject to the pleasure of their government,
Directors and alternates may be reappointed.

2. In ali voting by the Board, the director or alternate of each member couniry shall
be entitled to cast an agreed upon number of votes.

The distribution of basic votes shall be closely related to the quotas of member
countries, although not in precise proportion to the quotas. An appropriate distribution
of basic voting power would scem to be the following: Each country shall have 100
votes, plus 1 vote for the equivalent of each 100,000 unitas ($2 million) of its quota.

No country shall be entitled to cast more than one-fifth of the aggregate basic votes,
regardless of its quota.
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3. Al voting shall be according to basic votes except as follows:

(a) In voting on proposals to authorize the sale of foreign exchange, each country
shall cast a number of votes modified from its basic vote:

(i) By the addition of one vote for each $2 million of net sales of its currency by
the Fund (adjusted for its net transactions in gold), and

{ii) By the subtraction of one vote for each $2 million of its net purchases of
foreign exchange from the Fund (adjusted for its net transactions in gold).

{b) In voting on proposals to suspend or restore membership, each member country
shall cast one vote, as provided in VI-11, below.

4. All decisions, except where specifically provided otherwise, shall be made by a
majority of the member votes.

5. The Board of Directors shall select a Managing Director of the Fund and one or
more assistants. The Managing Director shall become an ex officiec member of the
Board and shall be chief of the operating staff of the Fund. The operating staff shall
be selected in accordance with regulations established by the Board of Directors.

6. The Board of Directors shall appoint from among its members an Executive
Committee of not less than 11 members. The Chairman of the Board shall be Chairman
of the Executive Committee, and the Managing Director of the Fund shall be an ex
officio member of the Executive Committee.

The Executive Committee shall be continuously available at the head office of the
Fund and shall exercise the autherity delegated to it by the Board. In the absence of
any member of the Executive Committee, his alternate shall act in his place. Members
of the Executive Committee shall receive appropriate remuneration.

7. The Board of Directors may appoint such other committees as it finds necessary
for the work of the Fund. It may also appoint advisory committees chosen wholly or
partially from persons not employed by the Fund.

8. The Board of Rirectors may at any meeting authorize any officers or committees
of the Fund to exercise any specified powers of the Board not requiring more than a
majority vote.

The Board may delegate any authority to the Executive Committee, provided that
the delegation of powers requiring more than a majority of the member votes can be
authoerized only by a majority (of the Board) of the same size as specified, and can be
exercised by the Executive Committee only by like majority.

Delegated powers shall be exercised only until the next meeting of the Board, and
in a manner consistent with the general pelicies and practices of the Board.

9. The Board of Directors may establish procedural regulations governing the
operations of the Fund. The officers and committees of the Fund shall be bound by
such regulations.

10. The Board of Directors shall hold an annual meeting and such other meetings
as it may be desirable to convene, The annual meeting shall be held in places desig-
nated by the Executive Committee, but not more than one annual meeting in any 5-year
period shall be held within the same member country.

On request of member countries casting one-fourth of the votes, the Chairman shall
call a meeting of the Board for the purpose of considering any matters placed before it.
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11. A country failing to meet its obligations to the Fund may be suspended provided
a majority of the member countries so decides. While under suspension, the country
shall be denied the privileges of membership but shall be subject to the same obligations
as any other member of the Fund. At the end of 1 year the country shall be auto-
matically dropped from membership unless it has been restored to good standing by a
majority of the member countries,

Any couniry may withdraw from the Fund by giving notice, and its withdrawal will
take effect 1 year from the date of such notice. During the interval between notice of
withdrawal and the taking effect of the notice, such country shall be subject to the
same obligations as any other member of the Fund.

A country which is dropped or which withdraws from the Fund shall have returned
to it an amount in its own currency equal to its contributed quota, plus other obliga-
tions of the Fund to the country, and minus any sum owed by that country to the Fund.
Any losses of the Fund may be deducted pro rata from the contributed quota to be
returned to the country that has been dropped or has withdrawn from membership.
Local currency holdings of the Fund in excess of the above shall be repurchased by that
country with gold or foreign exchange acceptable to the Fund.

When any country is dropped or withdraws from membership, the rights of the Fund
shall be fully safeguarded. The obligations of a country to the Fund shall become due
at the time it is dropped or withdraws from membership; but the Fuand shall have
5 years within which to liquidate its obligations to such country.

12. Net profits earned by the Fund shall be distributed in the following manner:

fa) Fifty percent to reserves until the reserves are equal to 10 percent of the aggregate
quotas of the Fund.

{b) Fifty percent to be divided each yvear among the members in proportion to their
quotas. Dividends distributed to each country shall be paid in its own currency
or in gold at the discretion of the Fund.

VII. Pouictrs or Memeer CountrIEs

Each member country of the Fund undertakes the following:

1. To maintain by appropriate action exchange rates established by the Fund on
the currencies of other countries, and not to alter exchange rates except as provided
in V-5, above.

Exchange rates of member countries may be permitted to fluctuate within the
specified range fixed by the Fund.

2. Not to engage in exchange dealings with member or non-member countries that
will undermine stability of exchange rates established by the Fund.

3. To abandon, as soon as the member country decides that conditions permit, all
restrictions (other than those involving capital transfers) over foreign exchange trans-
actions with other member countries, and not to impose any additiona! restrictions
(except upon capital transfers) without the approval of the Fund.

The Fund may make representations to member countries that conditions are
favorable for the abandonment of restrictions over foreign exchange transactions, and
each member country shall give consideration to such representations.

All member countries agree that all of the local currency holdings of the Fund
shall be free from any restrictions as to their use. This provision does not apply to
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blocked foreign balances acquired by the Fund in accordance with the provisions af
V-8, above.

4. To cooperate effectively with other member countries when such countries, with
the approval of the Fund, adopt or continue controls for the purpose of regulating
international movements of capital. Cooperation shall indude, upon recommendation
by the Fund, measures that can appropriately be taken, such as:

fa) Not to accept or permit acguisition of deposits, securities, or investments by
nationals of any member country imposing rtestrictions on the expart of capital
except with the permission of the government of that country and the Fund;

{b) To make available to the Fund or to the government of any member country such
information as the Fund considers necessary on property in the form of deposits,
sccurities and investments of the nationals of the member country imposing the
restrictions.

5. Not to enter upon any new bilateral clearing arrangements, nor engage in
multiple currency practices, which in the judgment of the Fund would retard the
growth of world trade or the international flow of productive capital.

6. To give consideration to the views of the Fund on any existing or proposed
monetary or cconomic policy, the effect of which would be to bring about sooner or
later a serious disequilibrium in the balance of payments of other countries.

7. To furnish the Fund with all information it needs for its operations and to
furnish such reports as the Fund may require in the form and at the times requested
by the Fund.

8. To adopt appropriate legislation or decrees to catry out its undertakings to the
Fund,
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The French Plan

In May 1943 Messrs. Hervé Alphand and André Istel, with the help of certain
studies made by one of the high officials of the French Treasury, put forward the
plan reproduced below. The greater part of it was reproduced in The New York
Times on May 9, 1943. A Lrench version was published by the Bank for
International Settlements as H5.99,

In the summary in The New York Times the proposed permanent institution
was called an “International Clearing Office,” instead of a ""Monetary Stabiliza-
tion Office’ as in the French version and in the English text reproduced below.

Suggestions Regarding International Monetary Relations
(May 1943)

1. Preliminary remarks,

There is little doubt that a return to a generalized system of multilateral interna-
tional trade, excluding foreign-trade control and foreign-exchange control, cannot be
expected for some time after the end of hostilities. For numerous countries, a premature
suppression of these controls would have ominous effects.

The states of Continental Europe, in particular, devastated by war and by the conse-
quences of German occupation, will have first to feed their population, to import
essential supplies, and then to reconstruct their capacity of production for national
consumption and for foreign export. It is out of the question to let private importers,
each acting independently, import foreign products without restrictions. By reason
of the huge size of the requirements and the extreme urgency of some of them, the
Government will have to control for a while both the volume and the nature of imports.

Foreign-exchange control will also probably have to be maintained for a while, not
so much because of the considerable amount of internal capital requirements, but
because it is difficult to visualize how rigid foreign-trade control can be enforced
without exchange control.

Anyhow Russia will maintain, for an unpredictable period of time, both foreign-
trade and foreign-exchange control.

Also ex-enemy countries will have, for a period of time, to be subjected, under
United Nations supervision, to strict foreign-trade and foreign-exchange control.

It is thus necessary to conceive and achieve a practical system of exchange stability
and of trade financing with the following characteristics:

a) It must be applicable as soon as hostilitics are over and even earlier wherever

possible,

b) It must be applicable simultancously to those countries which will practice

foreign-trade control and foreign-exchange control, and to others which will
enjoy freedom of forcign trade and foreign exchange.
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c) It must be adaptable to the evolution of internal systems of exchange control and
of foreign-trade control.

d) Far from paralyzing evolution toward a better systern of international economic
relations, it should constitute in itself a step toward such a system.

2. Fundamental conditions of satisfactory monetary relations.

No international monetary system can work satisfactorily unless certain funda-
mental political and economic conditions are fulfilled. Military security and social order
are of course paramount. But among the general conditions, it appears useful to lay
particular stress on the following:

a) Commercial treaties should be concluded permitting a rational distribution of
productive activities among nations. Such a distribution ought to take into
account the natural resources, the geographic and demographic conditions, the
level of education as well as various other elements of the cost of production; it
ought furthermore, to take into account the creditor or debtor situation of the
balance of payments.

b) Certain regulatory measures of an international character should be adopted,
designed to stabilize business conditions and to reduce as far as possible the
swing of economic cycles,

These measures ought to have a double character: they should operate on the one
hand, on the volume of instruments of payment or of credit, in order to adapt them to
needs; they ought to operate, on the other hand, directly on the volume of goods in
order to adapt them to outlets.

This latter action should, itself, be of a double character: on raw materials, by some
kind of regulatory action on stocks and output; on finished goods, by methods devised
to accelerate or slow down the rhythm of production,

) International long term credits should be favored, and might consist, not only in
traditional leans, but in direct participation of industry, agriculture, real estate,
efc. .. .. through the establishment of national or international public or private
Investment Trusts, or other forms of financing.

d) Methods should be devised to remedy persistent disequilibria of balances of pay-
ments, through fundamental economic adjustments.

During the period immediately after the war it will be necessary to take care of
permanent deficits in the balance of payments arising from reconstruction of devastated
countries and development of backward countries. This is a problem of long term
financing outside of the scope of the present memorandum.

3. Analysis of precedents supplied by previous monetary agreements.

Varicus monetary agreements entered in recent years supply interesting precedents
and give useful indications concerning the requisites for satisfactory international
monetary relations,

Among the most useful precedents, it appears worthwhile to mention the Franco-
British agreement of December 1939 which was designed to stabilize the two currencies
and to finance trade between the two countries during the war. Tts distinctive feature
was that the iwo governments agreed to acquire and keep, through their exchange
equalization funds, at the official rates, the other country’s exchange offered through
authorized channels. Thus was initiated, instead of the traditional method of financial
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assistance based on credits opened in terms of the money of the creditor country, a
new method based on the acquisition by the creditor country of bank balances expressed
in terms of the money of the debter country.

The advantage of this new method ariscs in part from its flexibility; it arises also
from the additional guarantee which it provides to the creditor country. Indeed, when a
country opens to ancther a credit expressed in the currency of the creditor country, the
creditor country holds exclusively a promissory note expressed in a currency which the
debtor country might be unable to obtain for redeeming its debt. If, however, the
creditor country holds the currency of the debtor country, it helds an internal pur-
chasing power inside the country. True, it is conceivable that the debtor country
might “freeze” its own currency owned by ancther country: but between friendly
countries, viclation of a promise not to “freeze” its own currency is a much more
serious offense than failure fo refund a foreign currency which the debtor country
might be unable to obtain.

Several features of monetary agreements entered during the war were well suited to
the special situation involved, but are not satistactory for purposes of international
financial collaboration in the future. Thus, the Franco-British agreement specified an
unlimited mutual assistance, which implies risks unsuitable to a peace-time system; it
specified also a prohibition of utilizing in third markets the other partner’s exchange,
which constitutes a bilateral regulation incompatible with the multilateral character
of international trade and credit.

4. Explanation of the propused monetary system.

Let us assume that the principal nations, as in the case of the tripartite agreement
of 1936, might conclude a monetary accord among themselves, to which the other
United Nations might be invited to adhere, under certain conditions,

a) This agreement would, in the first place, fix the official parities of the currencies
of the participating countries; these official rates would not be changed without
preliminary consultation (or preferably agreement) of the interested countries.
A suitable mechanism of consultation {or preferably agreement) should be set up.

b) The stability of exchange rates thus determined would be assured by the under-
taking, on the part of the monetary authorities (either Exchange Equalization
Fund or Central Bank) to acquire at the specified rate and to conserve, at their
own risks, but with the limitations and guarantees hereafter specified, the
exchange of other participating countries offered through autharized channels.
(The word “authorized” applies to countries with foreign-exchange control.)

In order to facilitate to participating countries the relaxation of foreign exchange
control, treatment, both as regards limitations and guarantees, should be made more
favorable as control is relaxed.

c) The foreign exchange thus acquired by the monetary authorities of the par-
ticipating countries could be utilized for payments to be made in such currencies
(purchase of goods, payments for services, payments of interests or dividends,
purchase of securities, of real estate, etc.); it might also, under certain conditions,
be sold to the monetary authorities of other participating countries,

d) A limit would be fixed, for each participating country, of the amount of exchange
of each participating country which its monetary authorities would agree to
acquire, if offered, at the specified rate, and conserve if required.
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While the limits should correspond to a reasonable amount of international trade,
the authors of this memorandum have not attempted, at the present stage, to establish
the basis of the determination of these limnits.

e) As a guarantee against loss arising from depreciation of its cwn exchange, each
participating country would not only undertake to protect each other partici-
pating country against such loss, but would alsc agree to deposit, on demand,
collateral (gold, foreign bills, raw materials, approved securities, etc.) up to a
specified percentage (10 to 30% for instance) of the amount of its own currency
held by the monetary authorities of another participating country. This collateral
should be deposited with the monetary authorities {or warehouses, in the case
of raw materials) of the country holding the currency, or a third approved
country. Should the currency of the debtor country depreciate, additional col-
lateral might be demanded, like in the case of commercial loans.

f) The proposed monetary system, which amounts to the opening of mutual credits,
undoubtedly entails inflationary risks. A method must therefore be devised to
ccunteract, whenever considered advisable, the inflationary effects of the mutual
purchases of exchange. The method suggested is a method of sterilization, which
would work as follows:

In a normal period, the monetary authorities of a country holding the currency of
another country would use this currency so as to favor flow of ¢redit; for instance
in the form of current accounts in commercial banks, of Treasury obligations, of
discounted bills, ete. In periods of inflation, this currency would be kept in the form
of an account with the Central Bank of the debtor country which would refrain from
basing credits on them. Thus the debtor country would be erabled to maintain the
foreign exchange value of its currency without losing the control of its internal
circulation.

5. Optional constitution of a Monetary Stabilization Office.

To assure the smooth working of the system, it would be necessary that the monetary
authorities of the participating countries should be constantly in close contact, either
by means of periodical meetings or by setting up a permanent committee. It would
probably be still preferable to establish a central board which might be called the
Monetary Stabilization Office.

This Stabilization Office would keep account of all exchange transactions effected
by the monetary authorities of the participating countries. It would not only facilitate
clearings, but could also receive and scrutinize collateral. Furthermore, it would be in
a position to know the balance of payments of each of the participating countries
and thus to furnish valuable information concerning disequilibria of an accidental or
permanent character, which should be corrected by financial or economic measures.
Thus the Monetary Stabilization Office could serve both as a ba.ometer of economic
conditions and as a counsellor on economic affairs.

It should be noted, nevertheless, that the establishment of a Monetary Stabilization
Office is not an essential condition for the operation of the proposed system.
6. The place of gold in the future monetary system.

Under the proposed system, monetary parities are fixed by mutual reference, and
mutual credits are opened without movements of gold (except when used as collateral}.
However, the suggested system may be considered as a first step toward a general
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return to an international gold standard. Indeed, the establishment of fixed monetary
parities,—even if tentative and even if affected by exchange control is tantamount to
the adoption of a common monetary unit. Thus the link to gold of the U.S. dollar
becomes a link for all other currencies also.

The role of gold could be enhanced by stipulating that any nation which so desired
would be authorized to redeem in gold the credits received. Gradually, the varicus
monetary units, as experience would show that parities are well established, could
be defined anew in gold ounces.

Nevertheless, the place of gold has undergone deep modifications since 1914 and
will remain considerably altered. Gold has ceased, for three decades, to be an instru-
ment of internal circulation. Unlike platinum and silver, which have found new outlets
in the chemical industry, gold has found none. So that its industrial use has been
greatly reduced and has now become an infinitesimal proportion of an annual produc-
tion which, in 1940, was three times as high, in dollars, as in 1920. The conception
of goid as a “pledge” of internal monetary circulation has been pointedly criticized.
Gold, however, has not ceased to be of valuable service for settlement of balances of
payment between countries. It has also remained in use for the purpose of hoarding,
notwithstanding administrative restrictions in most countries; such restrictions increase
the risk of gold hoarding, but increase also its psychological attraction.

To sum up, use of gold is considerably restricted, while its world stock is now, in
dollars, about four times as high as in 1914.

The facts themselves, in their evolution, seem to designate the new place of gold.
Inasmuch as its stock, considerably increased, is in the hands of the monetary authori-
ties of certain countries, predominantly in the United States, and inasmuch as its other
uses have become insignificant, therefore its value depends mainly on the action of
monetary authorities, particularly in the United States. The value of gold has thus
become similar to the value of a fiduciary currency. Considering the difficulties which
nations would encounter if they attempted to agree upon the adoption of a new inter-
naticnal currency, is it not providential that they have at hand such a currency,
consecrated by a mystic thousands of years old, in the form of vellow metal? Gold is
the international currency of the future.

While gold should thus resume its role as an instrument of settlement of international
balances and as a common monetary unit, its function as chief economic regulator
should not be revived, The latter function should be exercised mainly through the
concerted action of the competent authorities on the volume of credits and of goods.
(Tt should be pointed out that the action of competent authorities on credits was already
an inherent part of the traditional gold standard which, widely held opinion to the
contrary, did not work automatically, but was managed threugh discount rates.)

7. Ceonclusion.

It may be pointed out that the proposed system is intermediate between two systems
which were widely in use in the period 1920-1940. Before Creal Britain devalued in
1931, central banks customarily held currencies of certain other countries, without
limit nor protection. Under this system, usually designated as the “gold exchange
standard,” the Bank of France and the Netherlands Central Bank had accumulated
large sterling balances. After the heavy losses thus incurred, monetary authorities
adhered to the practice of requesting conversion into gold of the foreign exchange
balances which they acquired. This system, usually called the “gold bullion standard,”
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was utilized in fthe tripartite monetary agreement, where each adhering country prom-
ised to redeem in gold, within 24 hours the amounts of its own currency acquired by
the exchange equalization fund of another adhering country.

Both these systems are unsatisfactory. It is unreasonable, under the “gold exchange
standard,” to expect one country to hold, without some limit and guarantee, another
country’s currency. It is also unreasonable, under the “gold bullion standard,” te
consider the currency of a friendly country as worthless. The proposed system does
not, like the gold exchange standard, imply one hundred percent confidence in another
country’s currency, nor, like the geld bullion standard, imply one hundred percent
lack of confidence.

There seems to be no reason why the proposed system, or a similar one, could not
be started immediately between the United Nations without waiting for the end of
hostilities. The only real problem is to find a proper basts for fixing the limits of the
amounts of exchange to be purchased. But should important difficulties arise in this
connection, the system could be started nevertheless in an experimental way by fixing
at the outset very low limits which could be gradually increased later.
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The Canadian Plan

Following discussions between U.S. and Canadian officials in May 1943, the
Canadian Government decided to put forward its own plan as an alternative to
the White and Keynes Plans. A first draft was sent to Lord Keynes on June 3,
1943 and a slightly revised wversion was tabled in the Camadian House of
Commons by the Minister of Finance on Tuly 12, 1943, It is the latier version
which is reproduced below.

Tentative Draft Proposals of Canadian Experts for an
International Exchange Union

(July 12, 1943)

CONTENTS
TAGE
General Observations of Canadian Experts on Plans for Post-War
Monetary OrganmizZation ... ..ottt e 103
Tentative Draft Proposals of Canadian Experts for an International
Exchange Lnmion® .. e e 108

Orrawa: June 9, 1943

GENERAL OBSERVATIONS OF CANADIAN EXPERTS ON PLANS
FOR POST-WAR MONETARY ORCANIZATION

1. Officials of the Canadian Government have had an opportunity of examining the
United States Treasury Department Preliminary Draft Qutline of a Propesal for a
United and Associated Nations Stabilization Fund, and have received explanations of
this proposal from American officials. A similar procedure was followed in connection
with the paper containing proposals by Britisl experts for an International Clearing
Union. The discussions with both British and American officials have been entirely
exploratory and the Canadian Government has not been committed to any course of
action as a result of these conversations. The American and British experts, for their
part, have laid stress on the fact that their proposals are tentative in character, and
have made it clear to representatives of the Canadian Government (as well as to those
of other governments) that they would welcome critical comment and constructive

* It might be preferable to refer to the proposed organization as the International Exchange
Fund. However, to avoid any possible misunderstanding which might arise through the use
of the term Fund to describe both the association of members and the resources of the institu-
tion, the term Union has been used throughout this document to describe the organization
itself.
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suggestions. Canadian experts who have been studying the British and the American
propusals are, therefore, led to make certain observations of a general character and
to submit an alternative plan. Like the British and the American plans, the proposals of
the Canadian experts arc provisional and tentative in character; they incorporate
important features of both the American and the British plans and add to them certain
new elements.

2. The main objectives of the American and the British proposals appear to be
identical, namely, the establishment of an international monetary mechanism which
will aid in the restoration and development of healthy international trade after the
war, which will achicve a high degree of exchange stability, and which will not conflict
with the desire of countries to carey out such policies as they may think appropriate
to achieve, so far as possible, economic stability at a high level of employment and
incomes. To aid in the achievement of these objectives, the DBritish and American
experts have proposed the establishment of a new international monetary institution.
Their proposals are large in conception, but no larger than the problem itself. There
is every reason to improve the structure and operation of the monetary mechanism on
the basis of experience. But there is no reason why propoesals should be based exclu-
sively on the limited, and on the whaole, bad experience of the past two decades. Unless
dependable exchange and credit relations between countries can be achieved before the
stresses and strains of the post-war period begin, there is little likelihood that irrep-
arable damage can be avoided.

3. If plans for international monetary organization are to be successful, other prob-
lems—by no means less difficult or less important—will also have to be faced and
solved by joint international action. It would, indeed, be dangerous to attach too much
importance to monetary organization of and by itself, if this resulted in neglect of
other problems which may be even more important and difficult, or in a misguided
faith that with a new form of monetary organization the other problems would solve
themselves. In the international field alone (to say nothing of the innumerable domestic
problems involved in the profound changes in the structure of production and employ-
ment which have taken place in all belligerent and many non-belligerent countries
due to the exigencies of the war) it will be necessary to attack frontally such problems
as commercial policy, international investment, the instability of primary product
prices—to name but a few. No international monetary organization, however perfect
in fForm, could long survive economic distortions resulting from bilateralist trade prac-
tices, cantinued refusal of creditor countries to accept imports in payment of the service
on their foreign investment or to invest their current account surplus abroad, or
enormous fluctiuations in food and raw material prices such as characterized the years
between the two wars. But the fact that there are many problems to be faced cannot
be used as an excuse for facing none, A start must be made somewhere, and for the
reasons given in paragraph 5, the problem of international monetery organization is a
logical and fruitful starting-place.

4. The establishment of an international monetary organization is no substitute for
the measures of international relief and rehabilitation which will be required as the
war draws to its conclusion and afterwards; and in the view of the Canadian experts
any monetary organization which is set up should not be called upon to finance transac-
tions of this nature. Some continuing and stable arrangements regarding international
long-term investment are also clearly essential if equilibrium is to be achieved and
maintained. Nor should it be thought that the proposed international monetary institu-
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tion is merely an instrument of the transition period from war to peace. True, it has
special importance in this period, but it should be designed as a permanent institution
and not as a stop-gap to function during a relatively short period of time.

5. An important, perhaps the most important, feature of the British and the
American proposals is the provision in both plans for the extension of credit between
countries. The two plans differ as regards the precise techniques to be used in extending
credit and as regards the amounts which may be involved; but both plans provide
that foreign credits are to be available under certain conditions to countries having need
of them, and that they shall be made available through an international moenetary
organization rather than through bilateral arrangements between pairs of countries.
The provision for credit extension is nothing more nor less than a straightforward and
realistic recognition of the fact that at the end of the war a large number of countries,
whose import requirements will be considerable, will not have immediately available
a sufficient reserve of foreign assets to enable them to expose themselves to the risk of
participation in a world economic system. An interval will be needed to give time for
adjustment and re-organization. If the penury in foreign means of payment of certain
important countries is to be allowed to fix the pattern of post-war trading and domestic
policies, then all can lock forward to penury—no country, rich or poor, will escape
the impoverishment resulting from the throttling of international trade which will result.

6. It is useful to consider what would happen if no action were taken to set up
international machinery of the general character suggested by the experts of the United
States and the United Kingdom. Theoretically, one allernative would be immediate
cash settlement for all internaticnal transactions. But how can cash be produced for
purchases abroad? Only by selling goods or services abroad, or by disposing of
acceptable foreign assets such as securities and gold. The facts regarding the distribu-
tion of the world’s monetary gold reserves and the changes which have taken place
in the course of the war in various countries” holdings of foreign securities are toa
well known to require elaboration. Broadly speaking, and allowing for certain excep-
tions and time-lags, a cash basis for the scttlement of international transactions would
mean that any country’s capacity to export would be limited to the amount of its own
currency it made available to foreign countries through its imports and other current
payments abroad-—in other words, trade would in effect be reduced to barter. In point
of fact, however, there is no possibility that countries would for long allow themselves
to be confined in such a strait-jacket. Faced with the problem of an unsalable surplus
of export goods and with consequent domestic uncmployment, they would refuse to
acvept the penalty of disorganization of export trade if that penalty could be aveided,
even femporarily, by the extension of credit. Countries would embark on bilateral
credit arrangements, no doubt linked with deals relating to the purchase and sale of
goods; and as soon as certain countries began to adopt this course others would find
that they had to follow suit to protect their trade interests. It is difficult to imagine a
more fruitful source of jnternational dissension than a competitive trade and credit
extension program of this character.

The Canadian experts believe it to be true, therefore, that the Stabilization Fund or
Clearing Union plans do not involve a decision as to whether foreign credits shall be
extended or withheld. In some form or other, credit will in fact be extended; and the
decision which has to be taken relates primarily to the method employed. For the
reasons given above, international arrangements are greatly to be preferred to
bilatera] deals,
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7. This leads to the gquestion, how much credit should be made available through
the international monetary mechaniam? A vital feature of any plan of this sort is the
provision it makes for the borrowing power of each participant and for the contribution
to the resources of the organization by the participating countries through the provision
of capital, the accumulation of balances or through loans. Some concern has been
expressed in regard to the size of the commitment which may be assumed by pro-
spective creditors. It is probable that Canada will be a creditor country on current
account, and the Canadian experts have therefore given careful thought to this aspect
of the arrangements.

8. There is one preliminary observation which should be made in this connection.
It would be a distortion of the realities of the situation for any country, or its citizens,
to regard the willingness to provide resources to an international organization of the
general character proposed by the British and American experts as an act of generosity
which Is performed for the sake of foreign countries. Rescurces are provided to the
organization first, becausc all have a stake in re-creating a functioning international
economic system and secondly, because [or each individual country the realistic alterna-
tives in the form of trade disorganization are costlier than the provision of resources.
Morcover, and most important of all, the rescurces provided are not given away; they
are fully secured by the organization’s holdings of gold and national currencies. Tt can
only lead to confusion of thought to regard participation in such plans as these as in
any way similar in character to participation in international relief schemes, important
and necessary though the latter may be.

9. It seems apparent that, in one way or another, substantial unregulated move-
ments of capital between countries will be prevented. In these circumstances, countries
will, by and large, lose or gain foreign exchange to the extent, but only to the extent,
of the unbalance in their current account transactions with the rest of the world. If a
country is building up a substantial credit position, it will know that this situation
is produced because it is selling more goods and services abroad than it is buying
abroad. If it is dissatisfied with this position, if it wishes to reduce its credit balance,
it has through participation in the proposed organization lost no single one of the
courses of action ever open to it. True, it is by no means easy for a country, acting
alone, to solve problems of unbalance. But as a last resort a country can find a solution
by unilateral action. It can do the only things it ever could do in these circumstances;
it can buy more abroad- -goods, services or investments; or it can sell less abroad.
It is therefore quite wrong to assume that countrics participating in the proposed
institution would, because of this participation, be left without control over their inter-
national commitments, Tt may be, and no doubt is, useful to erect danger signals at
various stations along the road followed by both debtors and creditors. Such signals
are uscful reminders, But there is nothing to prevent either creditor or debtor from
taking remedial action at any time.

10. If the foregoing is a correct analysis of the situation—and it would appear to
be a simple statement of fact—creditors need not be unduly concerned about the
possible size of their investment in the Fund, knowing that the ultimate actual size of
their stake can be determined by their own course of action from day to day and from
year to year. Nevertheless, even the appearance of an unlimited commitment is prob-
ably undesirable and in the tentative proposals of Canadian experts, a limit is placed
on the obligation of each participant to provide resources to the institution. But there
is less real danger to the interests of creditor countries in the establishment of a Fund
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or a Union whose potential resources are unnecessarily large {and may in consequence
never be entirely used) than there is in the establishment of an institution whose
resources are obviously too small. The interests of all will best be served by praviding
a fair degree of latitude, a satisfactory breathing-space—to debtors and creditors alike.
If its objectives are to be achieved, the resources must be large enough to permit time
for basic re-adjustments to be accomplished; they must be such that the organization
will command general confidence in its own stability. For if this is not the case, what
will happen? It will be believed that certain currencies are likely to become “scarce”
currencies—a belief which will be reinforced by the reduction in the institution's
holdings of that particular currency. Countries which are likely to require a “scarce”
currency will hasten to make their purchases which are payable in that currency. As
the holdings of the “scarce” currency are used up, as discussions and arguments com-
mence regarding an enlargement of the quota or some other form of extension of credit,
grave misgivings in regard to the international situation will arise. The position will be
very much akin to that of a bank whose cash reserves are feared to be insufficient.
There will be a run on that currency in the institution; and if the currency concerned
is an important one, the international effects will be very serious indeed. No form
of international monetary organization can ¢ontinuously compensate for chronic mal-
adjustments in the current account balance of payments of the countries which may be
concerned, but it would be most unwise to set up machinery which stood 2 fair chance
of facing a crisis at a comparatively early date.

11. To aveid misunderstanding it should be emphasized that it would be extremely
dangerous to use short-term credits as a device to cover up basically unsound positions.
This would be no less disastrous in the international than in the domestic field, and
any monetary system which made such an attempt on a large scale would inevitably
break down. A chronic unbalance in current account balances of international pay-
ments which is not matched by voluntary long-term capital movements—ending
abroad by creditor countries, and borrowing abroad by debtor countries—is symp-
tomatic of a decp-seated maladjustment which has to be dealt with if equilibrium is
to be restored. No debtor country can live beyond its resources indefinitely; and no
creditor country can persistently refuse to lend its surplus abroad or make other
adjustments to its creditor position without ripping the international fabric. But time
is required for adjustments to be made and for remedial measures to have their effects,
and the contention of this paper is that the time allowed must be adequate. More time
may be purchased at a smaller real cost than less time.

12. There is one final observation of a general character which should be made.
The new international monetary institution which it is proposed to establish will be
neither omniscient nor omnipotent. Its aim will be to promote conditions in which
member countries are free to carry out sound economic policies for the welfare of
their own people and in which they will not be induced or forced, for lack of organized
co-operation, to pursue policies which impoverish themselves and contribute to the
impoverishment of the world, The organization should be international and not super-
national, Nations should enter into the proposed agreement for common purposes and
advantages, realizing that without such agreement the common purposes cannot be
achieved. In their national policies, countries should be limited only by their own
will in entering and remaining in the organization. If the proposed instifution func-
tions well, it will have at its disposal more information regarding the currents of
international financial transactions and the causes of disequilibrium than has ever
been available before. It will be in a position to offer informed and disinterested advice
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to its members. It may be hoped that the quality of the advice offered will be such
that it will carry great weight. But no member state should be asked to bind itself in
all circumstances to follow the advice given by the organization. Moreover, if a country
feels at any time that its national interests are being jeopardized by the actions of the
organization, and is willing to sacrifice the advantages of continued membership, it
should be free to withdraw, after making provision to liquidate its obligations to the
organization or, if the country is a credifor, it should have returned to it its original
contribution to the resources of the organization. The proposals here advanced are put
forward in the belief that a soundly conceived international agreement can give greater
scope for national policies than can exist outside it.

13. To sum up these general observations, it is suggested that:

(2} An international agreement for the establishment of an international monetary
organization which involves the extension of credit is essential if international
co-operation in the post-war world is to be achieved.

(b} Such machinery will deal with only one of the numerous preblems which must be
faced, but it is a logical and convenient starting place for joint international
action.

(c} The credit made available through the international monetary organization should
be adequate to deal with that portion of current account surpluses and deficits
which is not met by relief and other concerted international action in the years
immediately after the war; it should be sufficient to provide a firm basis on which
multilateral world trade can be re-established after the war; and it should provide
time to countries which find their international accounts unbalanced to take the
necessary corrective measures to adjust their position.

(d) The extension of credit is not a cure-all; it merely provides time for adjust-
ments; and unless unbalanced positions (except those accompanying long-term
capital movements) are brought into equilibrium, any arrangements made will
break down,

(2) No country participating in the arrangements loses control over the size of its
international commitments, since it can determine their size by its own action,
if it wishes to do so.

{f) No country participating in the arrangements loses control over its domestic
economic policies,

TENTATIVE DRAFT PROPOSALS OF CANADIAN EXPERTS FOR AN
INTERNATIONAL EXCHANGE UNION

1. Purrosts or T Uniow

1. To provide for stability of exchange rates and to provide an orderly method for
their determination.

2. To provide a convenient clearing mechanism to settle balances in international
payments,

3. To provide to all countries access to foreign exchange resources in order to
reduce the danger that economic and commercial policies in the period immediately
after the war will be largely determined by a shartage of foreign exchange and to enable
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countries thereafter to be guided in their economic and commercial policies by long-run
considerations when faced with a tempurary reduction of foreign markets.

4. To aid in the achievement of international equilibrium by measures designed to
prevent excessive short-term borrowing through the Union or the excessive accumula-
tion of uninvested foreign surpluses.

5. To contribute to the re-establishmenl! and development of 2 multilateral trading
system and to the elimination of discriminatory trading and currency practices.

1II. Resources of ur Union

Member countries shall agree to make the following resources available to the Union:
1. A capital subscription to the amount of the guota assigned to each member
country, the aggregate of such quotas to be $8,000 million.
DETAILED PROVISIONS
REGATRDING I_QUUTAS AND CAPITAL SURSCRIPTION
{#) Determination of Quotas
The quota for each member country shall be determined by a formula which
will give due regard to factors such as international trade, national income, and
holdings of gold and foreign exchange convertible into gold. A special assess-
ment may be levied in any case where this formula would be inappropriate.
{b} Payment of Capital Subscriptions
The capital subscription of cach member country shall be paid up in full on
or before the date set by the Governing Board of the Union on which the Union’s
operations are to begin. Lach member country shall pay in at least 15 per cent.
of its quota in gold and the balance in national currency; a country may sub-
stitute gold for national currency in meeting its guota requirements. The Union
may make such arrangements as it deems appropriate to provide a period of
time within which countries having less than 5300 million in gold or foreign
exchange convertible into gold in official exchange reserves may pay up their
gold contribution in full, the equivalent in national currency to be paid in the
interval. Notwithstanding the provisions of subsequent paragraphs, the Union
shall sell foreign exchange to such member countries for the purpose of acquiring
gold to pay their capital subscriptions.
{c) Change in Quotas
The Board may from time to time change the quotas of particular member
countries, provided, however, that in voting on proposals to increase quotas the
voting strength of each member shall be increased or decreased to take account
of the Union’s net sales or purchases of the currency of each member country in
accordance with the weighted voting formula set out in paragraph IX.3 below.
No increase shall, however, be made in the gquota of any country without the
consent of the representative of the country concerned.

2. Loans to the Union, as required, in amounts not exceeding 30 per cent. of the
quota of each member country.
DETAILED MROVISIONS
REGARUING 2—LOANS TO THE UNION
{z) Conditions of Borrowing

The terms and conditions of loans made by member countries to the Union
under the provisions of paragraph I1.2 shall be set out in the rules and regulations
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of the Union. The Union’s authority to borrow domestic currency from member
countries in amounts up to 50 per cent. of their quotas shall be a revolving
authority, The Union shall not exercise its right to borrow until it has nsed its
available gold resources to acquire additienal supplies of the currency in question.
Subject to the provisions of the preceding sentence, the Union must exercise its
right to borrow when its holdings of the currency of any member country have
been reduced to 10 per cent. of the quota of that member country. When the
Union exercises its right under the provisions of paragraph IL2 to borrow addi-
tional supplies of the currency of any member country it shall have the duty to
attempt to improve its position in the currency concerned by acquiring the cur-
rency or geld from the holdings of other member countries for payment in their
national currencies or in other foreign exchange they need.
(b) Conditions of Repayment

The Union shall have the right to repay loans contracted under the provisions
of paragraph I1.2 at any time. The member country making the loan shall have
the right to demand repayment in gold to the extent of the Union’s gold hold-
ings at any time and shall also have the right to demand repayment in its national
currency provided that such repayment does not reduce the Union's holdings of
that currency below 50 per cent. of the quota of the member country. Member
countries shall agree to give 30 days’ notice of demand for repayment of loans
made to the Union under the provisions of the present article.

III. Monerary Unit oF THE UnioN

1. The monetary unit of the Union shall be an international unit of such name as
may be agreed (hereafter referred to as the Unit) and it shall consist of 137 1/7 grains
of fine gold, The accounts of the Union shall be kept and published in terms of the
Unit.

2. The value of the Unit in terms of gold shall not be changed without the approval
of four-fifths of member votes.

3. Member countries shall agree with the Union the initial values of their currencies
in terms of gold or the Unit and, except as provided in paragraph IV.2 below, shall
undertake not to alter these values without the approval of the Union.

4. Deposits in terms of the Unit may be accepted by the Union from member
countries upon the delivery of gold to the Unjon. Such Unit depasits shall be trans-
ferable to other member countries, They shall be redeemable in gold and the Union
shall maintain at all times a 100 per cent. reserve in gold against all Unit deposits.

IV. ExcHance Rates

1. The Union shall fix, on the basis of exchange rates initially agreed between it and
each member country, the rates at which it will buy and sell one member’s currency for
another’s and the rates in local currencies at which it will buy and sell gold. The spread
between the Hnjon’s buying and selling rates for member currencies and for gold shall
not exceed 1 per cent. Except as provided in paragraph IV.2 below, member countries
shall agree not to change the initially agreed exchange rates without the approval of
the Union and any country which alters the value of its currency without the consent
of the Union shall be declared in default of its obligations and become subject to the
penalties provided in paragraph XLI below.
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2. Notwithstanding the provisions of paragraph IV.1 above, any member country
which is a net purchaser of foreign exchange from the Union (arising from other than
capital account transactions) to the extent of at least 50 per cent. of its quota and has
so been on the average of the preceding 12 months shall be entitled to depreciate its
exchange to the maximurn extent of 5 per cent.; provided, however, that the provisions
of this paragraph shall not apply to any country which holds independent official
reserves of geld and foreign currencies freely convertible into gold in amounts exceeding
50 per cent. of its quota, No country shall be entitled to repeat the exchange deprecia-
tion provided for in this paragraph without the specific approval of the Union.*

3. No change in the value of the currencies of member countries shall be permitted
to alter the value of the assets of the Union in terms of gold or the Unit. Thus, if the
Unicn approves a reduction in the value of the currency of a member country, or if 2
country depreciates its exchange under the provisions of the preceding paragraph, or if
a significant depreciation in the value of the currency of a member, as determined by
quotations on the exchange markets of other member countries, has in fact occurred,
that country must on request deliver to the Union an amount of its local currency equal
to the decrease in the value of that currency held by the Union. lLikewise, if the cur-
rency of a particular country should appreciate, the Union must return to that country
an amount in the currency of that country or in gold equal to the resulting increase in
the value of the Union’s heldings.

V. OriraTions or THE UNioN—ProvisioNs ©F SPECIAL APPLICABILITY To Dneicrr
CounTtries

1. The Union shall have the power to sell to the Treasury of any member country
{or exchange fund or central bank acting as its agent for the purpose) at the rate of
exchange established by the Union, currency of any country which the Union holds,
subject to the following provisiens:

(m) Without special permission, nc country shall be a net purchaser of foreign
exchange from the Union except for the purpose of meeting an adverse balance
of payments on current account and the Union may at any time limit the amounts
of foreign exchange to be sold to any member country which is permitting
significant exports of capital while having an adverse balance of payments on
current account.

* In the course of conversations in Washington the Canadian experts expressed the view
that it might be desirable to provide for a somewhat greater permissive range of depreciation
in exchange rates with somewhat different safeguards than those incorporated in paragraph
IV.2. The following is a draft of a paragraph which might be substituted for paragraph
IV.2 of the text:

"“Not-withstanding the provisions of paragraph 1V.1 above, any member country which
has had an adverse balance of payments on current account during a two year period of such
magnitude that it has utilized, to cover this deficit, 50 per cent. of its independent gold and
foreign exchange reserves and is, in addition, a net purchaser of foreign exchange from the
Union to the extent of 50 per cent. of its guota shall be entitled to depreciate its exchange
rate to the maximum extent of 10 per cent. The provisions of this paragraph shall only be
applicable once in respect of each member country unless the specific approval of the Union
has been obtained. Any member country iniending to depreciate jts exchange rate under
the provisions of this paragraph shall inform the management of the Union in advance and
shall afford it an opportunity to make such observations as it deems appropriate befare
taking such action.”
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DETAILED PROVISIONS

REGARDING (ﬁ)—R‘ES‘I‘RICTION OF RIGHT OF DEFICIT COQUNTRIES TO PURCHASE
FOREIGN EXCHANGE TO AMOUNTS REQUIRED TO MEET AN ADVERSE BALANCE
OF PAYMENTS ON CURRENT ACCOUNT,

(i) A country shall be regarded as a net purchaser of foreign exchange if as

a result of the Union’s purchases and sales of currencies the Union’s holdings
of its currency rise above the amount originally provided to the Union by
way of capital subscription.

(i)) The Union may require any member cauntry to furnish at periodic intervals

statistics of its balance of international payments on current account and on
capital account and statistics of gold and foreign exchange holdings, public
and private. Each such member country shall agree to furnish officers of the
Union with detailed explanations of the basis on which such statistics are
computed. If at any time the Governing Board has reason to believe that an
overflow of capital from any member country is resulting directly or
indirectly in net purchases of foreign exchange by that country from the
Union, it shall have the right to request a control of outward capital move-
ments as a condition of making additional sales of foreign exchange to such
country. Without limiting the generality of the foregoing, the Union shall
normally require any member country which has been a net purchaser of
foreign exchange to the extent of 25 per cent. of its quota to impose restric-
tions on outward capital movements if none exist.

(iii) In considering applications from countries which have been net purchasers

of foreign exchange from the Union for the special permission referred to in
paragraph V.1 {(a) to purchase foreign exchange for purposes other than the
meeting of an adverse balance of payments on current account, the Govern-
ing Board shall give careful attention to applications for foreign exchange to
facilitate the adjustment of foreign debts where this is deemed to be desirable
from the point of view of the general economic situation and shall also give
special attention to applications for foreign exchange by member countries
not in default on their foreign obligations for the purpose of maintaining
contractual principal payments on foreign debt.

(b) In order to promote the most effective utilization of existing stocks of gold and

foreign exchange, no member country shall have the right to be a net purchaser
of foreign exchange from the Union so long as that country’s holdings of gold
and foreign currencies freely convertible into gold {including private as well as
official holdings) exceed its quota.

DETAILED PROVISION

BREGARDING (b)—*—-Rl’.STRICTION OF RIGHT OF COUNTRIES HOLDING LARGE INDE-
PENDENT GOLD AND FOREIGN EXCHANGE RESERVES TO PURCHASE FOREIGN
EXCHANGE FROM THE UNION

In interpreting this provision the Governing Board shall give special con-
sideration to the position of certain Asiatic countries where gold has long
been used as private treasure,

{¢) In general, the Union shall have the power to sell foreign exchange for domestic

currency to member countries up to 200 per cent. of the guota of each such
member country. Net sales of foreign exchange shall not exceed 50 per cent.
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of the quota of each member country during the first year and the cumulative
net sales shall not exceed 100 per cent., 150 per cent. or 200 per cent. during the
first two, three and four years of the operation of the union.

DETAILED PROVISION
REGARDING (C)——RI—ISTRICTION OF SALES OF FOREIGN CXCHANGT TO SPECIFIED LIMITH

On special vote of the Governing Board, in which voting strength shall
be weighted to allow for the Union’s net purchases and sales of each member
country’s currency in accordance with the provisions described in paragraph
IX.3 below, the Union may purchase any currency in excess of these limits
provided that (a) the country whose currency is being acquired by the
Union agrees to adopt and carry out measures recommended by the Union
to correct the disequilibrium in its balance of payments, or (b) it is the view
of the Governing Board that the country’s prospective balance of payments
is such as to warrant the expectation that the excess currency holdings of the
Union can be disposed of in a reasonable time.

(d} In order to promote the most effective utilization of existing stocks of gold and
foreign exchange, the Union may, as a condition of making further sales of for-
eign exchange to any member country which would bring its net purchases to an
amount in excess of 50 per cent. of its quota, require such country to sell the
Union, for domestic currency, appropriate amounts of any reserves it (or its
residents) may hold of gold or foreign exchange acceptable to the Union,

(e} Notwithstanding the provisions of paragraph (¢) above, whenever a member
country is exhausting its gquota more rapidly than is warranted in the judgment
of the Coverning Board, the Board may make such recommendations to that
country as it thinks appropriate with a view to correcting the disequilibrium, and
may place such conditions upon additional sales of foreign exchange to that
country as it deems to be in the general interest of the Union.

2. A charge of 1 per cent. per annum payable in gold shall be levied against member
couniries on the amount of their currency held by the Union in excess of the quotas of
such countries.

VI. QOrerarions or tHe UNioN—Provisions oF SPECIAL APPLICABILITY TO SURFLUS
CounNTriLs

1. In order to promote the most effective utilization of the available and accumu-
lating supply of gold and foreign exchange resources of member countries, each member
country shall, on request of the Unijon, sell to the Union, for its local currency or for
foreign currencies which it needs, all gold and foreign exchange it acquires in excess
of the amounts held immediately after joining the Union.

DETAILED PROVISION
REGARDING 1-—ACCUMULATING $UPPLIES OF COLD AND FOREIGN EXCHANGE

For the purpose of this provision, only free foreign exchange and gold are
considered. Each member country shall agree to furnish the Union with
periodic reperts of gold and foreign exchange holdings, public and private.

2. When the Union’s operations have resulted in net sales of the currency of any
member country to the extent of 75 per cent. of the quota of that country the Union
may, in order to increase its resources of the currency in question, attempt to arrange,
in co-operation with such agencies as may be established to promote international
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investment, with the member country a program of foreign capital investment {or
repatriation) and may sell foreign exchange to facilitate such capital movements.

3. When the Union’s heldings of the currency of a member country are being
exhausted more rapidly than is warranted in the judgment of the Governing Board, the
Board may make a report on the situation. Without restricting the generality of the
foregoing, whenever the Union’s operations have resulted in net sales of the currency
of any member country to the extent of 85 per cent. of the quota of that country, the
Union has the authority and the duty to render to the country a report embodying an
analysis of the causes of the depletion of its holdings of the currency and recommenda-
tions appropriate to restore the equilibrium of the international balances of the country
concerned. Such recommendations may relate to monetary and fiscal policies, exchange
rate, commercial pelicy and international investment.

DETAILED PROVISION
REGARDING 3—REPORT ON COUNTRIES WHOSE CURRENCY 16 BECOMING SCARCE

The Board member of the country in question shail be a member of the
Union Committee appointed to draft the report. The report shall be sent
to all member countries and, if deemed desirable, made public.

4. The Union shall have the right at any time to enter into arrangements with any
member country to borrow additional supplies of its currency on such terms and condi-
tions as may be mutually satisfactory.

5. The Union shall have the right at any time to enter into special arrangements
with any member country for the purpose of providing an emergency supply of the
currency of any other member country on such terms and conditions as may be
mutually satisfactory,

6. Whenever it becomes apparent to the Governing Board that the anticipated
demand for any currency may soon exhaust the Union’s holdings, the Governing Board
shall inform the member countries of the probable supply of this currency and of a
proposed method for its equitable distribution together with suggestions for helping
to equate the anticipated demand and supply.

DETATLED PROVISIONS
REGARDING 6—RATIONING OF SCARCE CURRENCIES

() The provisions of paragraph VI.6 shall come into force only after the Union has
exercised in full its right under paragraph 11.2 to borrow additional supplies of the
currency of the member country and after the Union has taken such further steps
to increase its supply of this currency as it has deemed appropriate and found
possible.

(b} The provisions of paragraph V.1 {c} shall, if necessary, be restricted by the duty
of the Union to assure an appropriate distribution among various members of
any currency the Union’s supply of which is being exhausted.

(¢} In rationing its sales of any scarce currency the Union shall be guided by the
principle of satisfying the most urgent needs from the point of view of the
general international economic situation. It shall also consider the special needs
and resources of the various countries making the request for the scarce currency.

{d) Member countries shall agree that restrictions imposed by other member coun-
tries on the importation of goods from a country whose currency is being
rationed by the Union shall, for the duration of such rationing, not be regarded
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as constituting an infraction of the most-favoured natien cbligations of commer-
ciul treaties except in the case of countries holding official reserves of gold and
the currencies of member countries in amounts exceeding 50 per cent. of their
guotas.*

7. Whenever the Governing Board has, under the provisions of the preceding para-
graph, taken steps to ration the Union’s supply of the currency of any member country,
it may require the remaining member countries to prevent the sale by their residents of
each other’s currencies, including bills of exchange, in the country whose currency is
being rativned and to prevent the purchase by their residents of the rationed currency
through the exchange markets of non-member countries. In addition, whenever the
Board has taken steps to ration the Union’s supply of the currency of any member
country, it shall have the duty to re-examine the prevailing exchange rates and to
recommend such changes as it may repard as appropriate to the changed circumstances.

VII. Powers o THE UNton—ENERAL

1. The Union shall have the powers to take such actions as are required to carry
out the operations enumerated in the preceding paragraphs. For greater clarity, the
Union shall have the power to buy, sell and hold gold, currencies and government
securities of member countries; to accept deposits and to earmark gold; to issue its own
obligations and to discount or offer them for sale in member countries; and to act as
a clearing house for the settling of international movements of funds and gold.

DETAILED PROVISION
REGARDING 1—GENERAL POWERS OF THE UNION

Member countries agrec that all of the Union’s local currency holdings
shall be free from any restrictions as to their use for payments within the
country concerned.

2. When the Union’s holdings of the local currency of a member country exceed
the quota of that country the Union shall have the power to resell to the member
country, upon its request, the Union's excess holdings of its currency for gold or
acceptable foreign exchange.

3. The Union shall have the power to invest any of its curtency holdings in govern-
ment securities of the country of that currency, provided that the Board representative
of the country concerned approves.

4. The Union shall have the power to buy and sell currencies of non-member
countries, but shall not normally hold the currencies of non-member countries beyond
60 days after the date of purchase.

5. The Union shall have the power to levy upon member countries a pro rata share
of the expenses of operating the Union, such levy to be made, however, only to the
extent that the carnings of the Union are inadequate to meet its current expenses.

6. The Union shall make a service charge of one-gquarter per cent. on all. gold
transactions.

7. In conducting its own operations, the Unicn shall have the power to deal only
with or through (g) the Treasuries, exchange funds or fiscal agents of governments,
% This proposal will clearly have to be reviewed in the light af such general arrangements as

may be made regarding international commercial policy and co-ordinated with those
arrangements.
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(b} central banks, with the consent of the member of the Board representing the country
in question, and (c) any international banks owned predeminantly by member countries.
The Union may, nevertheless, with the approval of the member of the Board repre-
senting the country concerned, sell its own securities directly to the public or to institu-
tions of member countries.

8. The Union shall have the power and the duty to co-operate with such other
institutions of an international character as may exist or be established to deal with
matters of international concern, including but not restricted to international investment
and commercial poiicy.

VIII. Asnormar War-Time BaLANCES

During the first two years of operation the Union shall have the right to purchase
abnormal war time balances held by member countries in other member countries for
the national currency of the country selling such balances or for foreign exchange
needed to meet current account deficits in such country’s balance of international
payments; in amounts not exceeding in the aggregate 5 per cent. of the quotas of all
member countries. At the end of two years of operation the Governing Board shall
propose a plan for the gradual further liquidation, in whole or in part, through the
Union, of abnormal war time balances lying to the credit of member countries in other
member countries and other financial indebtedness of a similar character. If the
Governing Board feels unable to recommend that the Union’s resources be used for

this purpose it shall have the duty to propose some other method by which the problem
can be considered,

IX. Vot Power

1. Each member country shall have 100 votes, plus one vote for the equivalent of
cach 100,000 Units of its quota.

2. All decisions, except where specifically provided otherwise, shall be made by
majority of the member votes,

3. Notwithstanding the provisions of paragraph I above, in any vote on a proposal
to increase the guota of any member country, member countries shall acquire one
additional vote for each 100,000 Units of its contribution to the rescurces of the Fund
(by way of original capital subscription or by way of loans made under the provisions
of paragraph I1.2) which has been utilized, net, on the average of the preceding year
by the Union for sale to other member countries; and member countries shall lose
one vote for each 100,000 Units of their net utilization of the resources of the Union
on the average of the preceding year.

X. MawaceMeNT

1. The administration of the Union shall be vested in a Govarning Board. Each
government shall appoint a representative and an alternate who shall serve on the
Board for a period of three years subject to the pleasure of their government. Repre-
sentatives and alternates may be re-appointed.

2. The Governing Board shall select a Governor of the Union and one or more
assistants. The Governor shall become an ex officio member of the Board and shall
be chief of the operating staf of the Board. The Governor and his assistants shall
hold office for five years and shall be eligible for re-election and may be removed for
cause at any time by the Board.

©lnternational Monetary Fund. Not for Redistribution



CANADIAN PLAN 117

3. The Guovernor of the Union shall select the operating staff in accordance with
regulations established by the Governing Board. Members of the staff may be made
available upon reguest of member countries or of other institutions of an international
character for consultation in connection with economic problems and policies.

4, The Governing Board shall appuint frum among its members an Executive
Committee to consist of not fewer than eleven members. The Chairman of the Board
shall be the Chairman of the Executive Committee and the Governor of the Unien
shall be ex officioc a member of the Exccutive Committee. Meetings of the Executive
Committee shall be held at least ance every two months and more frequently if the
Executive Committee shall so decide.

5. The Governing Board shall hold an annual mecting and such other meetings as it
may be desirable to convene. On request of member countries casting one-fourth of
the votes the Chairman shall call a meeting of the Board for the purpose of considering
any matters placed before it.

6. Net profits earned by the Union shall be distributed in the following manner:

{2} 50 per cent. to reserves until the reserves are equal to 10 per cent. of the aggre-
gate quotas of the Union;

{b) 50 per cent. to be divided each year among the members in proportion to their
guotas.

X[, WirHpDrawan axo Expuision TrRoM THE UNION

1. A country failing to meet its obligations to the Union may be suspended pro-
vided a majority of the member votes so decides. While under suspension the country
shall be denied the privileges of membership but shall be subject to the same obligations
as any other member of the Union. At the end of one year the country shall be auto-
matically dropped from membership unless it has been restored to good standing by a
majority of the member votes.

2. Any country which has been a net purchaser of foreign exchange from the Union
may withdraw from the Union by giving notice and its withdrawal shall take effect one
year from the date of such notice. During the interval between notice of withdrawal
and the taking effect of the notice such country shall be subject to the same obligations
as any other member of the Union.

3. Any country which has not been a net purchaser of foreign exchange from the
Union may withdraw from the Union by giving notice and its withdrawal shall take
effect 30 days from the date of such natice. During the interval between notice of with-
drawal and the taking effect of notice such country shall be subject to the same obliga-
tions as any other member of the Union; excert, however, that no country which has
given notice of withdrawal shall be required to make loans to the Union under the
provisions of paragraph IL.2 above.

4. A country which is dropped or which withdraws from membership shall have
returned to it an amount in its own currency equal to its contributed guota plus other
obligations of the Union to the country and minus any sums owed by that country to
the Union. The Union shall have 5 yvears in which to liguidate its obligation to such
country.

XII. Pouicres or MesMser COUNTRIES

In addition to the obligations assumed under the preceding paragraphs, each member
country shall undertake the following:
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1. To maintain by appropriate action the exchange rates initially agreed with the
Union on the currencies of other countries and not to alter exchange rates except
under the provisions of paragraph IV.2 above, or with the consent of the Union and
only to the extent and in the direction approved by the Union. Exchange rates of
member countries may be permitted to fluctuate within a range not exceeding the
spread fixed by the Union itself for its own purchases and sales of foreign exchange.

2. To abanden, as soon as the member country decides that conditions permit, all
restrictions on foreign exchange transactions, other than those required effectively to
control capital movements, with other member countries; and not to impose any
additional restrictions, except for the purpose of controlling capital movements, without
the approval of the Union.

DETAILED PROVISION
REGARDING Z-—ABANDONMENT OF EXCHANGE CONTROL OTHER THAN ON CATITAL
MOVEMENTS

The Union may make representations to member countries that conditions are
favourable for the abandonment or relaxation of foreign exchange restrictions
other than those required effectively to control capital movements and ecach
member country shall agree to give consideration to such representations.

3. To co-operate effectively with other member countries when such countries, with
the approval of the Union, adopt or continue controls for the purpose of regulating
international movements of capital.

DETAILED PROVISIONS
REGARDING 3——CO-OPERATION IN ENFORCING APPROVED EXCHANGE CONTROLS ON
CAPITAL MOVEMENTS

Co-operation shall include, upon recommendation by the Union, measures
that can appropriately be taken

(a) not to accept or permit acquisitions of deposits, securities or investments by
residents of any member country imposing restrictions on the export of
capital except with the permission of the government of that ccuntry and
the Union;

{b) to make available to the Union or to the government of any member country
full information on all property in the form of deposits, securities and
investments of the residents of that country; and

{c) such other measures as the Union may recommend.

4. Not to enter into any new bilateral foreign exchange clearing arrangements nor
engage in multiple currency practices except with the approval of the Union.

5. To give careful consideration to the views of the Union on existing or proposed
monetary or econemic policy the effect of which would be to cause a serious dis-
equilibrium in the balance of payments of the country adopting such policy or of other
countries.

6. To furnish the Union with all information it needs for its operations and to
furnish such reports as it may require in the forms and at the times requested by the
Union.

7. To adopt appropriate legislation or decrees to carry out its undertakings to the
Union and to facilitate the activities of the Union.
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Professor Williams™ Key-Currency Plan

Professor John H. Williams expounded his proposals for a "“key-currency”
approach to the problems of international monvetary organization in two places.
The first was at the end of a paper delivered at a joint meeting of the American
Statistical Association and the American Economic Association on December 28,
1936; this was reprodured in The American Economic Review, Vol XXVII, No. 1,
Supplement (March 1937), puges 151.68. The extract (A) below consists of
the final section of this paper, His second refercnce to the plan was at the end
of his article entitled ""Currency Stabilization: The Keynes and White Plans”
in Foreign Affairs, Vol, 21, No, 4 (July 1943), pp. 645-58. Extract (B) below
contains the final section of this article.

Both the paper and the article were reprinted in Professor Williams® Postwar
Monetary Plans and Other Essays, 3rd edition (New York, 1947), on pages
199-227 and pages 3-21, respectively.

(A) Extract from a Paper on “The Adequacy
of Existing Currency Mechanisms Under
Varying Circumstances’ *

(December 28, 1936)

I have presented the view, first, that there must be some form of compromise system,
second, that this compromise should be one which will give the largest measure of
internal monetary protection and control which is consistent with exchange stability,
and third, that exchange variation, while not excluded, should be resorted to only when
other means of contrel have been exhausted,

I want to conclude with three points which, T believe, have a special bearing upon
the present trends and developments with respect to international monctary organiza-
tion and policy:

1. The views expressed are not inconsistent with a keen and sympathetic interest in

the new developments which have been growing out of the recent “gentlemen’s
agreement.”

2. There are grounds for thinking that we do not need or want any single pattern
of compromise in all countries, such as the gold standard pattern was befare
the War. Different kinds of countries require different kinds of monetary
systems.

3. The best prospect for stability in individual countries and in the world as a
whole, so0 far as it can be achieved by monctary means, lies in more efficient

* Reproduced by permission of Professor Williams and The American Economic Review.
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moretary control within the major countries, especially the United States and
England, coupled with ca-operation between them; and on this basis, there is no
such dilemma between internal and external monetary stability as has been
frequently emphasized in abstract analysis.

1. The “Genilemen’s Agreement.” The gentlemen’s agreement is a form of de facto
stabilization, less definite and binding than any which had been previously proposed
and for that reason mare acceptable and feasible. Whatever kind of system is ultimately
to emerge, it has been commonly recognized that a trial period would be necessary
before any more permanent and formal kind of stabilization could be ventured upon.

Moreaver, the device—as set up under this agreement—for converting stabilization
fund holdings of foreign currency into gold at a price that is based from day te day on
the exchange rate may provide a new and better kind of exchange stability. Pressure
on a currency will lead to its support through purchase by stabilization funds {or
through sales of the other currencies) and to conversion of these balances into gold
at a known price. If the pressure continues unabated it can be relieved by varying the
exchange rate through varyving the price of gold. With this instrument of flexibility
at the disposal of the respective stabilization fund authorities, the result may be a
greater assurance of exchange rates which are both more stable and more under control
than has previously been the case. It will certainly make possible a more orderly
change to new levels, if that is required; and it provides, moreover, a better possibility
than we have previously had of effecting alterations in the exchange rate structure, of
varying a currency with relation to some other without that change being communi-
cated to all the others.!?

It should be noted that, as it has thus far operated, this mechanism includes a fixed
buying and selling price of gold in terms of dollars. Prior to the devaluation of the
franc, the British Equalization Account operated against a fixed buying and selling
price for gold in terms of francs. There is no evidence thus far that this kind of
exchange stabilization ran operate without being anchored to a fixed price of gold in
one ur more markets. In some respects, it would seem to be more feasible with only one,
or a few countries, having a variable price of gold and operating against the fixed gold
price maintained by the others. There is also the question whether operations cannot
be conducted more cffectively by one, or a few, stabilization funds rather than by a
larger number. The obijection to having one country on a variable basis, in this sense,
and the others on a fixed basis is, of course, that it implies a large measure of trust in
the integrity and the freedom from nationalistic motives of the variable exchange
country which would act as the stabilizing agency. But perhaps the knowledge that
other countries could retaliate by devaluation, either by new legislation nr under an
authority previously granted and held in readiness, might be a sufficient deterrent. The
possible difficulty in having more than one stabilizing agency is, of course, that they
might not be able to agree when any major change in exchange rates is desirable.
England might think it desirable to put the pound down, but other countries might
not think it desirable to have their currencies go up in consequence. Again it seems
clear that nations could co-operate better on some plan of monetary control which
leaves exchanges stable than they could upon a plan invelving variable exchange rates.

2. Different Currericy Mechanisms for Different Countries. The discussion of the
gentlemens agreement indicates that it may be both desirable and feasible to have

16 It may, for example, be desired to lower currency A relative to B but to raise it relative
to C.
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different currency mechanisms for different countries. Already there are included in
{or attached to) the agreement countries with stabilization funds and a variable price
of gold, countries with stabilization funds and a fixed price of gold and countties with
a fixed price of gold and without stabilization funds. It may be an open question
whether France, which row has the first type (but whese variable price of gold is
limited by law within a range) may not, as Belgium did, return eventually ta a fixed
price of gold with no stabilization fund. And it may be a question whether the
American fund will prove eventually to be primarily a gold sterilization fund or equally
an exchange stabilization fund.

Some light can be thrown on the question whether the world needs a single, uniform
system or a combination of different systems by consideration of the diversity of coun-
tries, and in particular the differences in their proportions of home and foreign trade.
It would seem that the relatively self-contained countries should, in mest circumstances,
be less concerned about exchange variation as a means of correction of their business
cycle maladjustments, and must rely mainly upon their powers of internal control. On
the other hand, countries chiefly dependent upon foreign trade and foreign capital have
most both to gain and to lose by exchange variation; they most need exchange stability
when foreign trade is prosperous, and they most need a currency adjustment when
capital inflow is threatening to produce a boom, or when depression in the outside
world is threatening their foreign markets. From this point of view, countries like the
United States, and probably France, could best afford to have an unchanging currency,
once a generally sustainable structure of exchange rates had been attained. Countries
like Australia or Argentina would probably want fixed exchanges the larger part of the
time, but with some provision for both depreciation and appreciation. Currency
appreciation would be indeed 2 new phenomenon in the history of young countries,
which like most others have been less concerned to stop booms than to stop depressions;
but currency depreciation in depression would be only repeating what they have
always done. The only new suggestion is that it might be worked out in some more
orderly and deliberate fashion, as a conscious instrument of policy. For such countries,
internal monpey management must be at best the minor part of policy. Since these
countries are a minor part of the world ecanomy, currency variations hy them would
probably not hurt others so much as it might help them. In these countries, as in all,
there would be some conflict of interests. Currency depreciation, which might help
export trade, would impair ability to pay interest charges, but this sacrifice is at the
expense of the foreign creditor, whe may be more able to bear it and should have
been better able to calculate the risk in the first place.

Censideration of countries largely dependent on foreign trade suggests consideration
of the sterling area, The development of the sierling area when England went off gold
represents the emergence, in a more limited sphere, of the same type of international
trade urganization and hence of the same type of monetary system that existed before the
War, when in a very real sense it could be said that England was on gold and much of
the rest of the world on sterling. Within such an area, among nations closely tied by
trade and financial relations, the need for stability of exchange is so compelling that
when the center country varies its currency it is apt to carry all the other members of
the group with it. In such an area, also, as was largely true before the War, the
monetary control exerted at the center is likely to have a powerful influence throughout
the area, which suggests that through stable exchanges forces of expansion or contrac-
tion can be initiated at the center and be transmitted throughout the area.
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To hold such a unit together and to maintain exchange stability within it, it is
probably unnecessary that all the countries, or indeed any of them, should be on the
gold standard. What the constituents of this area need chiefly are foreign exchange
balances in London; and as the exchange stabilizing agency, what it needs is a sterling
balance which the foreign country’s central bank holds and which this bank can control
by decreasing or increasing its purchases and sales of sterling at a price that is stable
but which it reserves the right to vary. If there is need of gold, it is as an internal
reserve for notes or deposits, as a protection against an unrestricted credit expansion;
but this function could be performed, also, as it can in other countries, by a central
bank contrel of member bank reserves, without gold.

There is left for consideration those countries whose position is intermediate, whaose
foreign trade, though less in quantity or value than home trade, is nevertheless
essential, in the long run, to a high level of productivity and real income. Tn this group
are such countries as England, pre-eminently, and also Germany. In so far as such
countries have trade areas, their concern for stability of exchange in support of their
foreign trade has been already dealt with. Exchange stability within the trade area
appears to be the less troubling aspect of their problem; and in a sense is self-insured
by the closeness of trade ties. But there trade with the rest of the world is on a different
footing. It is here that the conflict of objectives as between internal and external
monetary stability chiefly arises. In depression, such countries arc likely to strike out
for freedom of internal policy, even though the protective devices which are set up,
including currency depreciation, work out their effects at the expense of others. How
their freedom of action is limited in other phases of the cycle, particularly by rising
costs of imports, has already been discussed. Whether England would appreciate its
currency substantially to help ward off an internal boom, we have yet to see. We
must remember that she is occupied and perhaps somewhat complacent with her
internal recovery, for which the ground was laid not only by cheap imports, but in
addition by an easy money policy which is supporting both an extensive housing
program (England having had no such construction activity as we had in the twenties)
and now also a feverish armament program. The fundamental question at the moment,
then, is whether England, in the light of her present situation, may not be less con-
cerned about her foreign trade, which has been noticeably backward in the recovery,
than in the longer run she will need to be. In considerable measure, the problem of
monetary policy, in so far as there is conflict of internal and external considerations,
is a problem of business cvcle versus the longer run forces which govern national
productivity and income. The question, as stated earlier, is how to control short-time
change without doing damage to the basic trade relationships.

3. The Solution Mainly Turns on Internal Stability in the Major Countries, Coupled
with Co-operation. The discussion of the sterling area suggests that for such a group
monetary stability mainly depends upon the behavior of the center country. This
suggestion has a larger application. The economic aclivities of the United States and
England combined represent more than half of total world activity; and these
countries are, in normal times, the main sources of capital. World booms and depres-
sions are more likely to spring from changes originating in them and carried outward
than by the reverse process. As has been indicated repeatedly by the course of events,
international capital movements are likely to be mainly a phase of expansion or
contraction in the major countries, We are likely to export capital at the same time
that we expand investment at home. If we also attract capital, as in a major rise of the
stock market, it is most apt to come from England or same other major country.
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From this point of view, the problem of monetary stability appears to be one which
calls in large measure for an aver-all control, rather than for a compensatory mechanism
operating as betwecn countries, and to require as its main foundation effective internal
monetary control in the leading countries. It ought not to be impossible in a matter of
such mutual interest and serious importance to achieve, after the experiences which the
nations have gone through in pursuing their own narrower ends, some community of
action in monetary and general economic policy; but I must add that [ am not altogether
sanguine. Even without such formal co-operation, I believe that the best prospect for
general stability is to be found in internal stability in the leading countries if it is
intelligently, which means not too narrowly, conceived.

But it is not to be expected that economic change would or should exactly keep pace
in all countries; that is far from truc even in the different parts of our own country.
There will always be diversity of change and of pace and character of development.
There will be business cycle lags and leads as between countries. There will be crises
here and there, registering their effects not only in the countries of origin but in others,
and perhaps especially in the center countries. What an effective system of compromise
must do is to provide slacks and clements of wvariability which will lessen shocks,
permit monetary change to be slowed down to the pace which the economic structure
can tolerate, and leave freedom of action in directing the impact and extent of change.
For this purpose, it seems preferable to have some compromise, or combination of
compromise systems, which, while excluding no form of variation which might be
serviceable in a constantly changing world, would resort to currency variation only
sparingly and when other means had failed.
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(B) Extract from “Currency Stabilization: The Keynes
and White Plans” *

(July 1943)

The most important question, however, is whether in the Ionger run, when the
transition fo peace has been achieved, the general type of monetary organization
outlined in the Keynes and White plans promises to give the best assurance of
achieving and maintaining international currency stability, with all that implies for a
stable and orderly economic world. This, too, 1 do not find an easy question, and my
present attitude is one of wanting to hear more and think more about it as the dcbate
develops. One of the dangers involved in the present technique of concentrating upon
the comparison of the two plans, and taking the visiting experts of the allied and
associated governments through them point by point, is that no other plan is likely
to get an adequate hearing—unless it be later on, at the legislative stage, which may
not be the best method of arriving at well and calmly reasoned conclusions.

The difficulty for me is that I have long believed that there is another kind of
approach to the problem, and one that deserves equally well the name of international
collaboration even though it is constructed on less elaborate lines. This is what might
be called the key countries, or central countries, approach to the problem.® It is closer
in conception than either the Keynes or White plan to the way the gold standard
actually worked, around England as the central country, in the nineteenth century;
whereas [ have the feeling that those plans have a closer family relationship with what
might be called the textbook type of gold standard, which implied that monetary
stability was maintained by the compensatory action of a large number of countries of
equal economic weight. What [ call the key countries approach to monetary stabilization
could be tried with or without an internaticnal governing board, though I think this
is not the main point of difference between the two ways of going at the problem.

The main difference is in the conception of how trade and finance are organized in
the world, and of the importance of stabilizing the truly international currencies whose
behavior dominates and determines what happens to all the others. Though the
organization of trade and finance has undergone much change since the nineteenth
century, it still seems true that stabilization of the leading currencies with reference
to each other, combined with codperation among the countrics concerned for the
promotion of their own internal stability, would be the best foundation for monetary
and economic stability throughout the world.

The importance of cobperation upon internal as well as external monetary and
economic policies in the leading countries is in line with the current of theught among
economists in recent years. One of the most interesting points in F.eynes” White Paper
is the lightness of touch with which he deals with internal policies. “There should be
the least possible interference with internal national policies, and the plan should not
wander from the international terrain. Since such policies may have important reper-
cussions on international relations they cannot be left out of account. Nevertheless,

* Reproduced by permission of Professor Williams and foreign Affuirs.

8 Gee again my paper, “The Adequacy of Existing Currency Mechanisms under Varying
Circumstances,” American Economic Review, March 1937, Supl., p. 158 168.
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in the realm of internal policy, the authority of the governing board of the proposed
institution should be limited to recommendations, or, at most, to imposing conditions
for more extended enjoyment of the facilities which the institution offers.”” As I read
over his provisions as to what debtor countries may be required to do to adjust their
position as their net debit balances mount from a quarter to a half to three-fourths of
their quotas, T am not overly convinced that the board’s powers of control have very
strong or sharp teeth. On exceeding a quarter of its quota on the average for two years,
the debtor country may depreciate its currency up to 5 percent. On reaching a half of
its quota, it may be required to deposit collateral. As a condition of exceeding a half
of its quota, it may be required to do all or any of the following at the governing
board’s discretion : reduce the value of its currency; control autward capital movements;
and/or surrender a suitable proportion of any separate gold or other liquid reserve in
reduction of its debit balance. It is at this point that the governing board may
“recommend . . . any internal measures . . . which may appear to be appropriate.”
On exceeding three-fourths of its guoota, the debtor country “may, in addition, be
asked by the governing board to take measures to improve its position, and, in the
event of its failing to reduce its debit balance accordingly within two years” may be
declared in default and no longer entitled to draw against its account.

All of these measures seem desirable. In particular, I have long believed that the
younger countries, whose economic conditions primarily reflect the conditions existing
in the great world markets, for which they are only secondarily responsible, should
be permitted to vary their currencies. It might help them somewhat, without too seri-
ously affecting the larger countries. Such countries do not often have major difficulties
arising out of the cutward movement of capital; for them the exchange problem is
usually presented by the stoppage of the inward movement. When this happens, they
are not unacquainted with being declared in default. The same circumstances which
stop capital inflow restrict the markets for their products and produce a severe shrink-
age in the value of their merchandise exports, so that these countries are frequently
unable to maintain interest payments or even to pay for their current imports. The
classical economists would have insisted upon internal reduction of their costs; and
some countries, like Australia in the great depression, have proved that internal cost
reductions can be a feasible and a potent method of adjustment of the international
position.? But, broadly speaking, the whole experience of the inter-war period proved
nothing more clearly than the fact that the economic condition and the balance of
payments position of these countries are primarily a reflection of the conditions in the
larger countries, and that if those conditions are bad enough, there can be no real
escape, even though the countries are driven—as most of them were—to exchange
control as a desperate last resort.

From this experience of the inter-war period, I come back always to the conclusion
that the problem of international monetary stability is primarily that of maintaining a
state of proper economic health in the leading countries; and that this is the only
workable answer to the whole conflict between internal and external menetary stability,
about which distussions of the gold standard for years revolved.'® This means col-
laboration to maintain both a high level of real income within the leading countries and

Y Australia also depreciated her currency and adopted expansive monetary and fiscal policies.

10 See my paper, “The World’s Monetary Dilemma—Internal Versus External Monetary
Stability,” Proceedings of the Academy of Political Science, April 1934, p. 62 68.
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a high degree of exchange stability between them. If this could be done, the problem
of maintaining exchange stability for the other countries, and a reasonable state of
economic well-being within them, would probably not present major difficulties.

But such a program implies a degree of cobperation among the leading countries
which goes far beyond what is outlined for the governing bodies in either the Keynes or
the White plan. 1 doubt whether the requirements could be spelled out at present, or
even whether it would be wise to try to do so. But I heartily agree with Herbert Feis
when he says in his article in the April number of Toreicn Arratss that the best
augury for success lies in the intimate collaboration upon numerous problems which
has already been developed between this country and the British Empire in our
conduct of the war.

Between the two approaches to the problem of monetary stabilization which 1 have
discussed, the Keynes or the White proposal on the one hand and the closer collabora-
tion among leading countries on the other, there may be no inherent or fundamental
disagreement. A French plan of the kind I have suggested was prepared prior to the
release of the British and American plans and has since been published in the New
York Times.'! One of the reasons advanced in favor of it by the authors was that it
could be put into effect promptly, whercas in their judgment “If the international
monetary system is so ambitious that it cannot become of general use until political
and economic conditions are peacefully settled in the whole world, it may have to wait
a long while.” [t might be more feasible to start with a scheme embracing fewer
countries, which is less ambitious only in the sense that it is less extensive and more
ambitious in the degree of cobperation contemplated, and tie in other countries as
conditions warrant. This was the method followed in the Tripartite Agreement of 1936.
I am not suggesting that agreement as the model, however, unless it can be greatly
strengthened in its provisions for external collaboration and supplemented by provisions
for cobperation on internal policies, to which it made no reference. There might be
many advantages in such a piecemeal procedure. We could start, for example, with
plans for stabilizing the dollar-sterling rate and for measures of codperation on internal
policy, while postponing unti} later the many difficult questions about the relation of
sterling and the dollar to the European currencies which cannot conceivably be
settled, I think, except after a period of European reconstruction.

Since I have dealt here exclusively with the proposals for currency stabilization, 1
should say in conclusion that monetary mechanics is only the lesser part of the problem,
as the authors of the plans discussed fully recognize. Keynes begins his White Paper
by suggesting four main lines of approach to the problem of how to achieve a stable
and prosperous world, of which the mechanism of currency and exchange is only one.
The others are international commercial policy; orderly conduct of production, distribu-
tion and price of primary products; and investment aid, both medium and long-term, for
countries whose economic development needs assistance from the outside. Work is
going forward on these other lines of approach, and upon the success of this work will
depend fundamentally the success of our efforts, by whatever plan, to achieve inter-

11 The New York Times, May 9, 1943, p. 5. The plan was prepared by André Istel, former
financial adviser to the Reynaud Ministry and one of the negotiators of the Franco-British
Financial Agreement of 1939, and Hervé Alphand, former financial attaché in Washingten,
tormer head of Trade Agreements in the French Ministry of Commerce, and French repre-
sentative at the International Food Conference at Hot Springs.
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national monetary stability. In all phases of it the United States has a vital interest and
carries a unique responsibility. This will be the leading and probably the only important
credilor country after the war. If we are to have an orderly and stable world, our
responsibilities must not be shirked. But our rdle being what it is, and must be, we owe
it to curselves and to the rest of the world to think through the problems with all the
intelligence and care and breadth of outlook of which we are capable,
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The Foint Statement

The Joint Statement by Experts on the Establishment of an International
Monetary Fund was the outcome of discussions between Lord Keynes and
Mr. White in Washington in September-QOctober 1943. After extensive redraft-
ing a final version was agreed upon in April 1944 and was then published,
The text reproduced below is taken from the British White Paper, Cmd. 6519,
and includes the British Government’'s foreword and Explanatory Notes indi-
cating the British attitude to the Statement.

Joint Statement by Experts on the
Establishment of an International
Monetary Fund'

{April 1944)

His Majesty’s Government have authorised the publication of this Statement of
Principles for an International Monetary Fund, which is the result of close study
over many months at the expert level. It in no way commits the Governments
concerned. [t is conceived as part of a general plan for international co-operation,
the objectives of which, as a whole, would be the progressive development of
international trade, active employment, reasonable stability of prices and the
machinery for the orderly adjustment of exchanges.

The purpose of publication in this way and at this stage is to promote informed
discussion in all guarters from which valuable guidance can be obtained by the
Governments in preparation for the formulation in due course of policies by the
States concerned.

I. EXPLANATORY NOTES BY UNITED KINGDOM EXPERTS ON
THE PROPOSAL FOR AN INTERNATIONAL MONETARY FUND.

Some of the more important respects in which the Joint Statement by Experts on the
Establishment of an International Monetary Fund, set forth below as agreed between
the British and American technical experts, differs from, or resembles, the Proposals far
an International Clearing Unior published as Cmd. 6437 are bricfly explained below:—

(1) Under the Clearing Linion the member countries might have been said to bank
with the Union with which they were to keep balances or run overdrafts. Under the
International Monetary Fund, on the other hand, the Fund may be said to bank with
the member countries, which undertake to grant to the Fund facilities to hold and to
draw on their local funds. Thus if under the Clearing Union a member country drew
resources from the Union this meant that its own balance with the Union would be
diminished and the balance of some other member would be increased; whereas, if a
member country draws resources from the Fund, this means that the Fund’s balances
with that member are increased and its balances with some other member are decreased.

1Reproducé§ by permission of the Controller, Her Britannic Majesty’s Stationery Office.
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These two arrangements represent alternative technical setups, capable of performing
precisely the same Functions. The same purposes and provisions in all other respects
can be carried inte effect under the one as under the other. It has, however, proved
easier to obtain agreement on the mechanism of the proposed Fund, which has the
appearance of being closer to what is already familiar.

{2) As a consequence of this, it is no longer necessary to introduce a new interna-
tional unit, whether bancor or unitas, since it is only if the member countries bank
with the Fund that the use of a new common unit becomes unavoidable.

{(3) The provisions of the Clearing Union, by which only the Central Banks of
member countrics were in a2 position to engage in transactions with the Usnion, are
replaced by the analogous provisions of I (1} {2} and (3) under which the Fund can
only engage in transactions with the Monetary Authority of member countries and
is not free to enter the market or deal with other banks or persons.

(4) The aggregate facilities, guaranteed by the initial subscriptions of the members
under I (1}, are smaller than were proposed for the Clearing Union. But they are
substantial and, if necessary, can be increased later on by general agreement. It has
been argued that the present proposals involve as large a commitment as it is prudent
to ask in favour of an, as vyet, untried institution. Moreover, in estimating the
sufficiency of the facilities proposed, it is necessary to bear in mind X (1), where it is
made clear that the facilities of the Fund are not intended to provide facilities for
relief or reconstruction or to deal with international indebtedness arising out of the
war.

{53} The Clearing Union proposals were criticised on the ground that they made
insufficient provision for elasticity of exchange rates and for subsequent modification in
the rates initially established. The new proposal explicitly provides for alteration of
exchange rates, whilst maintaining the general principle that, exchange rates being
two-ended so that a change in the parity of any currency affects the currencies of all
countries, not only that of the country making the change, a proposed change is a
proper subject for international consultation. The Fund, acting in a judicial capacity,
is required under 1V (3) to approve any change which is essential to the correction of a
fundamental disequilibrium, and shall, in determining the matter, accept the domestic,
social or political policies of the country applying for a change as facts of the situation
to be accepted and not criticised. Moreover, during the transitional period immediately
after the war it shall under X {4} give the member country presenting a proposal the
benefit of any reasomable doubt, and shall under IV (3} at all times take into consider-
ation the extreme uncertainties prevailing at the time the parities of exchange were
initially agreed upon. In addition member countries are allowed under TV {4) a
certain margin for making unilateral changes. Finally, if a member feels unable to
accept a decision of the Fund on this or on any other matter, it is entitled under VIII (1)
to withdraw from membership without notice and without penalty, apart from an
undertaking under VIII (2) to liquidate any cutstanding obligations to the Fund within
a reasonable time. Thus no member is under any obligation to continue its adherence
to the conditions of membership if it comes to the conclusion that, taken as 2 whole,
they are no longer to its advantage.

(6) The provisions for securing, apart from certain temporary relaxations, an
eventual free inter-convertibility of all national currencies, on the basis of the parities
of the exchange rates established for the time being, are the same in effect as those
under the Clearing Union.
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(7} Clauses I (5) and IX (3) provide that a member’s abligation to maintain free
convertibility of its currency applies only to transactions of a current account nature.
it does not apply to capital transfers or to the removal of balances accumulated prior
to the acceptance of the obligation of convertibility. Clause V (1) contemplates the
control of the outflow of capital by members using the resources of the Fund, so as to
ensure that the Fund shall not be drawn upon to finance a large or sustained outflow of
a capital nature. Thus the proposal allows the maintenance of exchange control in so far
as it is required to carry out the above defined purposes, and may even reguire a
member to exercise control of some kind.

(8) The proposals of the Clearing Union, to prevent a country from using up its
quota too rapidly and from drawing on the Fund too freely in conditions in which its
own resources are adeguate without drawing on the Fund, are worked cut more fully
in clauses II{ (2) and (7) but without difference of intention. The provisions of II (3)
and 11T (8) and {7} are new, under which the Fund has some gold resources which may
be gradually increased with the intention that such gold in the hands of the Fund will
be freely available in the interests of equilibrium.

(9) It was a feature of the Clearing Union proposals that they introduced certain
provisions for placing on creditor countries, as well as on debtor countries, some
pressure to share the responsibility in appropriate circumstances for maintaining a
reasonable stability in the balances of international payments. These have been replaced
in the new proposal by a different, but perhaps more far-reaching, provision with the
same object in view. This is under VI, which provides that, if the requirements of the
Fund for the currency of a country, in an unbalanced creditor position with the rest of
the world, seem likely to exceed the supply of that currency which the Fund is in a
position to acquire to meet the applications of the other members, the Fund shall issue
a report covering the causes of the unbalanced position and containing recommenda-
tions designed to bring it to an end. Meanwhile the available supplies of the scarce
currency will be apportioned, and the other members become entitled to resume
complete freedom of action in relation to the affected currency. They are allowed to
take any steps at their discretion to curtail imports from the country in question and
to restrict and regulate exchange transactions, so as to keep their purchases in terms
of the affected currency within the limits of their ability to pay. Rather than allow such
a situation to develop, it would be open to a creditor country to use any of various

means to prevent the development of an unmanageable unbalanced situation with the
rest of the world as a whole.

(10} The provisions for the management of the nmew Institution have not been
worked out in detail in this Statement of Principles. This is an important matter left
over for further discussion and development at a later date.

{11) The Clearing Linion proposals, which were put forward at a relatively early
stage of the war, did not attempt to deal adequately with the transitional arrangements
in the period following the conclusion of hostilities. Whilst there are still too many
uncertainties in other directions to allow of clear-cut conclusions, Clause X of the
joint Statement carries matters somewhat further. It is there provided that a2 member
need not assume the full obligations of membership until satisfactory arrangements
are at its disposal to facilitate the settlement of its balance of payments difficulties
arising out of the war. Furthermore X (2) contemplates a gradual evolution towards the
attainment of the objects of the Fund by progressive stages and no country is committed
to an immediate removal of war-time restrictions and regulations. Whilst the Fund
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may, within three years of the Fund's coming into force, make representations that the
time has come for a further withdrawal of restrictions, no member is committed as to
any fixed date for this final removal and is entitled to use its own judgment as to when
it is strong enough to undertake the free convertibility of its currency which it has
accepted as the desirable aim. The drafting of this Clause, as the experts on both sides
understand it, allows, during the transition period, the maintenance and adaptation by
the members of the sterling area of the arrangements now in force between them. Nor
is the scheme intended, when the cobligation of free convertibility has been accepted,
to interfere with the traditional ties and other arrangements between the members of
the sterling area and London.

(12} In most other respects the general aims and purposes of the new scheme are the
same as those set forth in Cmd. 6437 in presenting the Clearing Union Proposals.

1. JOINT STATEMENT BY EXPERTS ON THE ESTABLISHMENT
OF AN INTERNATIONAIL MONETARY FUND.

Sufficient discussion of the problems of international monetary co-operation has
taken place at the technical level to justify a statement of principles. It is the consensus
of opinion of the experts of the United and Associated Nations who have participated
in these discussions that the most practical method of assuring international monetary
co-operation is through the establishment of an International Monetary Fund. The
principles set forth below are designed to constitute the basis of this Fund. Covernments
are not asked to give final approval to these principles until they have been embodied
in the form of definite proposals by the delegates of the United and Associated Nations
meeting in a formal conference.

1. Purposes and Policies of the International Monetary Fund.

The Fund will be guided in all its decisions by the purposes and policies set forth
below:

1. To promete international monetary co-operation through a permanent institution
which provides the machinery for consultation on international monetary problems.

2. To facilitate the expansion and balanced growth of international trade and ta
contribute in this way to the maintenance of a high level of employment and real
income, which must be a primary objective of economic policy.

3. To give confidence to member countries by making the Fund’s resources available
to them under adequate safeguards, thus giving members time to correct maladjustments
in their balance of payments without resorting to measures destructive of national or
international prosperity.

4. To promote exchange stability, to maintain orderly exchange arrangements among
member countries, and to aveid competitive exchange depreciation.

5. To assist the establishment of multilateral payments facilities on current trans-
actions ameng member countries and the elimination of foreign exchange restrictions
which hamper the growth of world trade.

6. To shorten the periods and lessen the degree of disequilibrium in the international
balance of payments of member countries.

1I.  Subscription to the Fund.

1. Member countries shall subscribe in gold and in their local funds amounts
{quotas} to be agreed, which will amount altogether to about $8 billion if all the
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United and Associated Nations subscribe to the Fund (corresponding to about $10
billion for the world as a whole).

2. The quotas may be revised from time to time, but changes shall require a four-
fifths vote, and no member’s quota shall be changed without its assent.

3. The obligatory gold subscription of a member country shall be fixed at 25 per
cent, of its subscription (quota) or 10 per cent. of its holdings of gold and gold-
convertible exchange, whichever is smaller,

II.  Transactions with the Fund.

1. Member countries shall deal with the Fund only through their Treasury, Central
Bank, Stabilization Fund or other fiscal agencies. The Fund’s account in a member’s
currency shall be kept at the Central Bank of the member country.

2. A member shall be entitled to buy another member’s currency from the Fund
in exchange for its own currency on the following conditions:

{a) The member represents that the currency demanded is presently needed for
making payments in that currency which are consistent with the purposes of the
Fund.

{b) The Fund has not given notice that its holdings of the currency demanded
have become scarce in which case the provisions of VI, below, come into force.

(¢) The Fund’s total heldings of the currency offered (after having been restored,
if below that figure, to 75 per cent. of the member’s quota) have not increased by
more than 25 per cent. of the member’s quota during the previous twelve months,
and do not exceed 200 petcent of the quota.

(d) The Fund has not previously given appropriate notice that the member is
suspended from making further use of the Fund’s resources on the ground that it is
using them in a manner contrary to the purposes and policies of the Fund; but the
Fund shall not give such notice until it has presented to the member concerned a
report setting forth its views and has allowed a suitable time for reply.

The Fund may in its discretion and on terms which safeguard its interests, waive
any of the conditions above.

3. The operations on the Fund’s account will be limited to transactions for the
purpoese of supplying a member country on the member’s initiative with another mem-
ber’s currency in exchange for its own currency or for gold. Transactions provided for
under 4 and 7, below, are not subject to this limitation.

4, The Fund will be entitled at its option with a view to preventing a parlicular
member’s currency from becoming scarce:

fa) To borrow its currency from a member country;

(b} To offer gold to a member country in exchange for its currency.

5. 5o long as a member country is entitled to buy another member’s currency from
the Fund in exchange for its own currency, it shall be prepared to buy its own currency
from that member with that member’s currency or with gold. This requirement does
not apply to currency subject to restrictions in conformity with IX {3} below or to
holdings of currency which have accumulated as a result of transactions of a current
account nature effected before the removal by the member country of restrictions on
multilateral clearing maintained or imposed under X (2) below.

6. A member country desiring to obtain directly or indirectly the currency of another
member country for gold is expected, provided that it can do so with equal advantage,
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to acquire the currency by the sale of gold to the Fund. This shall not preclude the
sale of newly-mined gold by a gold-producing country on any market.

7. The Tund may also acquire gold from member countries in accordance with the
following provisions:

(2} A member country may repurchase from the Fund for gold any part of the
latter’s holdings of its curcency.

fb) So long as a member’s heldings of gold and gold-convertible exchange exceed
its quota, the Fund in selling foreign exchange to that country shall require that
one-half of the net sales of such exchange during the Fund’s financial year be paid
for with gold.

{c) 1F at the end of the Fund’s finencial vear a member’s holdings of gold and
gold-convertible exchange have increased, the Fund may require up to one-half of
the increase to be used to repurchase part of the Fund's holdings of its currency so
long as this does not reduce the Fund’s hoidings of a country’s currency below
75 per cent. of its quota or the member’s holdings of gold and gold-convertible
exchange below its quota,

IV, Pur Values aof Member Currencies,

1. The par value of a member’s currency shall be agreed with the Fund when it is
adruitted to membership and shall be expressed in terms of gold. All transactions
between the Fund and members shall be at par subject to a fixed charge pavable by
the member making application to the Fund; and all transactions In member currencies
shall be at rates within an apreed percentape of parity.

2. Subject to 5, below, no change in the par value of a member’s currency shall be
made by the Fund without the country’s approval. Member countries agree not to
propose a change of parity of their currency unless they consider it appropriate to
correct a fundamental disequilibrium. Changes shall be made only with the approval
of the Fund subject to the provisions below.

3. The Fund shall approve a requested change in the par value of a member's
currency if it is essential to correct a fundamental disequilibrium. In particular, the
Fund shall nat seject a requested change necessary to restore equilibrium because of
domestic social or political policies of the country applying for a change. In considering
a requested change, the Fund shall take into consideration the extreme uncertainties
prevailing at the time the parities of currencies of member countries were initially
agreed upon.

4. After consulting the I'und a member country may change the established parity
of its curcency provided the proposed change inclusive of any previous change since the
establishment of the Fund does not exceed 10 per cont. In the case of application for
a further change not covered by the above and rot exceeding 10 per cent., the Fund
shall give its decision within two davs of receiving the application if the applicant so
requests.

5. An agreed uniform change may be made in the gold valie of member currencies,
provided every member country having 10 per cent. or more of the aggregate quotas
approves.

V. Capital Transactions,

1. A member country may not use the Fund's resources to meet a large or sustained

outflow of capital and the Fund may require a member country to excrcise control to
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prevent such use of the resources of the Fund. This provision is not intended to prevent
the use of the Fund’s resources for capital transactions of reasonable amount required
for the expansion of exports or in the ordinary course of trade, barking and other
business. Nor is it intended to prevent capital movements which are met out of a
member country’s own resources of gold and foreign exchange, provided such capital
movements are in accordance with the purposes of the Fund.

2. Subject to VI, below, a member country may not use its control of capital
movements to restrict payments for current transactions or to delay unduly the transfer
of funds in settlement of commitments.

V1. Apportionment of Scarce Currencies.

1. When it becomes evident to the Fund that the demand for a member country’s
currency may soon exhaust the Fund’s holdings of that currency, the Fund shall so
inform member countries and prapose an equitable method of apportioning the scarce
currency. When a currency is thus declared scarce, the Fund shall issue a report
embodying the causes of the scarcity and containing recommendations designed to bring
it to an end.

2. A decision by the Fund to apportion a scarce currency shall operate as an
authorization to a member country, after conmsultation with the Fund, temporarily to
restrict the freedom of exchange operations in the affected currency and, in determining
the manner of restricting the demand and rationing the limited supply amongst its
nationals, the member country shall have complete jurisdiction.

VIL.  Management.

1. The Fund shall be governed by a board on which each member will be repre-
sented, and by an exccutive committee. The executive committee shall consist of at
least mine members including representatives of the five countrics with the largest
quotas.

2. The distribution of voting power on the board of directors and the executive com-
mittee shall be closely related to the guotas.

3. Subject to Il {2) and IV (5}, all matters shall be settled by a majority of votes.
4. The Fund shall publish at short intervals a statement of its position shawing the
extent of its holdings of member currencies and of gold and its transactions in gold.

VIII. Withdrawal.

1. A member country may withdraw from the Fund by giving notice in writing.

2. The reciprocal obligations of the Fund and the country are to be liquidated within
a reasonable time.

3. After a member country has given notice in writing of its withdrawal from the
Fund, the Fund may not dispose of its holdings of the country’s currency except in
accordance with arrangements made under 2, above. After a country has given notice

of withdrawal its use of the resources of the Fund is subject to the approval of the
Fund.

IX. The Obligations of Member Countries.

1. Not to buy gold at a price which exceeds the agreed parity of its currency by
more than a prescribed margin and not to sell gold at a price which falls below the
agreed parity by more than a prescribed margin.
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2. Not to allow exchange transactions in its market in currencies of other members at
rates outside a prescribed range based on the agreed parities.

3. Not to impose restrictions on payments for current international transactions
with other member countries (other than those invelving capital transfers or in
accordance with VI, above} or to engage in any discriminatory currency arrangements
or multiple currency practices without the approval of the Fund.

X. Transitional Arrangements.

1. Since the Fund is not intended to provide facilities for relief or reconstruction or
to deal with international indebtedness arising out of the war, the agreement of a
member country to III (5} and 1X (3}, above, shall not become operative until it is
satisfied as to the arrangements at its disposal to facilitate the settlement of the balance
of payments differences during the early post-war transition period by means which
will not unduly encumber its facilities with the Fund.

2. During this transition pericd member countries may maintain and adapt to
changing circumstances exchange regulations of the character which have been in
operation during the war, but they shall undertake to withdraw as soon as possible by
progressive stages any restrictions which impede multilateral clearing on current
account. In their exchange policy they shall pay continuous regard to the principles
and objectives of the Fund; and they shall take all possible measures to develop
commercial and financial relations with other member countries which will facilitate
international payments and the maintenance of exchange stability,

3. The Fund may make representations to any member that conditions are favour-
able to the withdrawal of particular restrictions ar for the general abandonment of
restrictions jnconsistent with IX (3), above. Not later than three years from the
coming into force of the Fund any member still retaining any restrictions inconsistent
with IX (3} shall consult the Fund as to their further retention.

4. In its relations with member countries the Fund shall recognize that the transition
period is one of change and adjustment and in deciding on its attitude to proposals
presented by members it shall give the member country the benefit of any reasonable

doubt.
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LS. Commentary

In preparation for the discussions at Atlantic City in June 1944 and at Bretton
Woods in the following month, the LS. Treasury issued Questions and
Answers on the International Monetary Fund (June 10, 1944). While this was
not an internationally agreed document, if usefully elaborates the U.5. view on
many of the subjects which were being publicly discussed at the time.

Questions and Answers
on the
International Monetary Fund

(June 10, 1944)

CONTENTS

PAGE
Part One: The Fund and International Economic Cooperation ............... . .. .... 136
Part Twe: Quotas and Composition of the Fund ... oo et 140
Part Three: Gold and the Operations of the Fund .. ... ... ... .. o000 oo o 150
Part Four: Exchange Rates ...t i 154
Part Four [his]: Operations of the Fund ........ ... ... . i i Ta3
Part Five: Policies of the Fund .. . .. . i i i i e 171

PART ONE: THE FUND AND INTERNATIONAL ECONOMIC
COOPERATION
QuesTION T
Will the operations of the International Monetary Fund be limited to the immediate
post-war period?

RerLy

In the Foreword to the Joint Statement by the experts on the establishment of an
International Monetary Fund, Secretary Morgenthan said:

“The tentative proposals that have been under discussion by the experis are
part of a broad program for cooperation on international economic problems
among the United Nations. The objectives of this program are the expansion and
development of international trade, the revival of international investment for
productive purposes, the establishment of orderly and stable exchange rates, and
the elimination of discriminatory exchange practices that hamper world trade. The
attainment of these objectives will go far toward preventing serious economic
disruption in many countries during the critical decade after the war.”

It is still too soon to know the precise form and magnitude of post-war monetary
problems. But it is certain that we shall be confronted with three inseparable monetary
tasks: to prevent the disruption of foreign exchanges, to avoid the collapse of
monetary systems, and to facilitate the restoration and balanced growth of international

3136
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trade. Clearly, such formidable problems can be successfully handled only through
international action.

While the Fund can be of enormous help in the solution of the monetary problems
growing out of the war, it would be a serious mistake to regard the Yund as an agency
designed exclusively or even largely for the immediate post-war period. To think
of international monetary problems as simply an aftermath of the war is to overlook
the fundamental realities. For two decades before the war the world suffered from
serious monetary disorders without having any means to act together to prevent or to
remedy the ills out of which they grew and the evils which were their fruit.

Long before the war, the necessary monetary and financial basis for international
prosperity had been wezkened by competitive currency depreciation, by exchange
restrictions, by multiple currency devices, and by other discriminatory foreign exchange
practices that hampered and even throttled world trade and the international flow of
productive capital. Unless the United Nations cooperate to provide a sound foundation
for the balanced growth of international trade, we must expect a recurrence of the
same monetary disorders,

These are not transitory problems of the immediate post-war period affecting only
a few countries. They are continuing problems of vital interest to all countries. There
must be a general realization that world prosperity, like world peace, is indivisible.
Natjions must act together to restore multilateral international trade, and to provide
orderly procedure for the maintenance of balanced economic growth. Only through
international cooperation will it be possible fur countries successfully to apply measures
directed toward attaining and maintaining a high level of employment and real income
which must be the primary objective of economic policy.

Internalional monetary problems cannot be solved by occasional cooperation impro-
vised among a few great countries to meet a threatened disaster. Such monetary diffi-
culties can be met only by continuous cooperalion, to prevent them If possible, to
remedy them when necessary. [t is for this reason that the International Monetary
Fund of the United and Associated Nations is proposed as a permanent institution for
interpational monetary cooperation.

QuesTion 2
Will the Fund provide resources for relief and reconstruction?

Rerry

It i5 recognized that an International Monetary Fund is only one of the instrumen-
talities which may be needed in the field of international economic cooperation. Other
agencies may be needed lo provide long-lerm international credit for post-war recon-
struction and development and to provide funds for rehabilitation and relief. Within
the scope of its functions the Fund can and should collaborate with other international
agencies. It is our view that the operations of the Fund can contribute to the sclution of
other economic problems and the operations of other international agencies can
facilitate the work of the Fund. Because international economic problems touch each
other at innumerable points, it is essential that there be some degree of collaboration of
the Fund with other international agencies.

The question, therefore, is as to the form and degree of collaboration. The Fund is
designed to help maintain stability of exchange rates by providing resources for meeting
temporary adverse balances on current account, while giving a member country time to
take approprizte measures to adjust its balance of payments. If in the judgment of
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the member country and the Fund such an adjustment can best be made through the
alteration of the exchange rate, provision is made for the necessary adjustment through
cooperative action. In this connection, it should not be overlooked that the primary
objective of the Fund is to assure a pattern of stable and orderly exchange rates that
will make possible the expansion of international trade and the maintenance of a
high level of business activity.

The Fund is not designed to provide resources for relief, nor is it designed to provide
capital for reconstruction. Such specialized types of economic aid can be best given by
agencies designed for these purposes, and it is expected that provision will be made for
such agencies. There is no advantage in burdening the Fund with duties it is not suited
to perform and which might impair its usefulness for maintaining exchange stability
and bringing about the restoration and balanced growth of international trade.

While the Fund cannot place any part of its resources at the disposal of the other
international agencies, it can and presumably would cocoperate with other agencies.
Because of the close interrelationship of all important international economic and
financial problems, it will undoubtedly be necessary to have consultation between the
Fund and other international agencies. For example, it is guite clear that in dealing
with the problem of persistent favorable or unfavorable balances on current inter-
national account, the Fund and a Bank for Reconstruction and Development would
have to pursue related policies.

The mere establishment of international agencies will not solve the international
economic and financial problems. While such agencies are necessary, their successful
operation requires policies that will encourage the growth of international trade and the
maintenance of a high level of business activity.

Question 3

Is the Fund intended to provide for intermational expansion of production and
exchange which is one of the objectives stated in Article VII of the Mutual Aid
Agreement? Is it intended to introduce measures for controlling the trade cycle?

RerLy

As is stated in the Joint Statement on the International Monetary Fund, the primary
objective of economic policy must be the maintenance of a high level of employment
and real income. It is recognized that only through international cooperation will it be
possible for nations successfully to apply measures for achieving this end. Tt is a
fundamental purpose of the Fund proposal to provide an agency for monetary
cooperation among nations to aid in the securing of economic advancement and rising
standards of living for all.

The operations of the International Monetary Fund are designed in the first instance
to prevent discriminatory and restrictive exchange devices and to promote exchange
stability through the cooperation of member countries. Obviousiy, a greater degree
of stability of exchange rates is not an end in itself. It would be a complete inversion
of objectives if a high level of business activity were to be sacrificed in order to
maintain any given structure of exchange rates. Nor can we expect that a high level
of production and employment will be automatically brought about through interna-
tional monetary cooperation. But the Fund can contribute to the success of national
policies intended to facilitate the attainment of a high level of production and employ-
ment by providing an international economic environment favorable to the development
of such policies.
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By helping to keep exchange rates relatively stable and removing the fear of large
and sudden changes in exchange rates, the Fund will contribute to the revival of inter-
national trade and the resumption of international investment. With international
cooperation on exchange policy, it will be poussible to avoid the “beggar my neighbor”
tactics of the 1930°s which contributed to the spread of depression from country to
country.

By discouraging bilateral clearing arrangements and putting an end to the use of
multiple currencies and other restrictive exchange devices, the Fund will make it
possible for member countries to enjoy the advantages of multilateral international
trade without which the possibilities for the balanced growth of international commerce
can never be fully realized.

Finally, by providing member countries with exchange resources when they are
needed to meet an adverse balance of payments on current account, the Fund will
free member countries from the necessity of taking extreme measures that have the
effect of contracting income and employment in order to restrict imports and adjust
an adverse balance of payments.

Under the Fund, corrective measures can be taken to adjust an adverse balance
of payments which need not involve domestic contraction and a drastic reduction of
imports. Under adequate safeguards, the Fund will provide the necessary exchange to
maintain imports while more fundamental adjustments are being made. Likewise, in
the case of member countries with a favorable balance on current account, the opera-
tions of the Fund will enable them to maintain their exports while adjustments are
made, instead of being forced to undertake a sharp reduction in exports with the
resulting adverse eHects on domestic employment.

The Fund is not designed directly to control business fluctuations. In our opinion
no international agency could assume the responsibility for the control of the trade
cycle. To a considerable degree the volume of international trade is a reflection of the
internal economic health of the trading nations. The work of the Fund is confined
to the provision of some ef the conditivns necessary for international prosperity.

The maintenance of a high level of employment and the expansion of production
can be achieved ultimately only through the development of its productive capacity by
each member country. We may reasonably assume that while national policy in each
country should and would be concerned with such development, the principal purpose
of the Fund is the creation of a healthy international monetary environment in which
the economies of member countries can enjoy a high level of employment and
production,

We believe that to the extent the Fund is successful in realizing its objectives,
fuctuations in the trade cycle will be mitigated. The Fund can minimize the deflationary
monetary pressure that adverse balances of paymenls have had in the past. It can
eliminate competitive currency depreciation and a variety of discriminatory trade
practices. In this way it will help prevent a recurrence of the unfortunate policies that
have had the effect of intensifving international depression and spreading it from
country to country through nationalistic policies designed to secure recovery of one
country at the cost of depression in other countries. Because the T'und holds resources
to which all member countries have access, member countries may more freely under-
take policies designed to stimulate investment and employment during periods of
recession, without fear that such policies will lead to a serious depletion of their
exchange resources and imperil the stability of exchange rates,
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PART TWO.: QUOTAS AND COMPOSITION OF THE FUND

Question 4

What are the aggregate quotas of all member countries of the International Monetary
Fund expected to be?

Rervy

The Joint Statement on the International Monetary Fund states that the aggregate
quotas of the member countries shall be about $8 billion if all the United and Associ-
ated Nations subscribe to the Fund. This corresponds to about $10 billion for the
world as a whole. The precise amount of the aggregate quotas cannot of course be
determined until it is known how many countries will become members of the Fund.

The aggregate quotas represent the subscribed resources of the Fund. The primary
consideration in deciding on this range of aggregate quotas is that resources of this
magnitude will proebably be sufficient for the purpose of the Fund. It should be borne in
mind that the resources of the Fund are not intended to be used to finance flights of
capital. Nor is the Fund expected to provide the resources for relief and rehabilitation,
or for reconstruction and development. The nceds for these purposes can more
appropriately be met by international agencies designed to meet these specific problems.

In considering the adequacy of aggregate quotas of $8 billion for all of the United
and Associated Nations it is necessary to bear in mind the prescribed purposes for
which the resources of the International Monetary Fund may be used. The Fund is
intended to provide exchange resources which may be purchased by member countries
to meet their adverse balances on current account. But it is not proposed that the
resources of the Fund be used to maintain indefinitely an unbalanced position in the
economy of a country that has suffered a structural change in its relative international
economic situation, though such resources may be used to facilitate the transition io a
new position of internation equilibrium. There are adequate safeguards against the
use of the Fund’s resources to prevent or unduly delay the establishment of a sound
pattern in international balances of payments. When a member country persistently
shows a considerable favorable or unfavorable balance of payments that affects
adversely the distribution of the resources of the Fund, 2 committee of the Fund will
study the problem and report upon possible corrective measures.

While the resources of the Fund are intended primarily for use by member countries
in meeting adverse balances on current account, they may be used to a limited extent
to facilitate a transfer of capital or repayment of a foreign debt. In some instances
such transfers will reduce the need of member countries to purchase foreign exchange
from the Fund with which to meet their adverse balances on current account. This
point is further elaborated in the reply to Question 26.

The resources of the International Monetary Fund will be used to finance adverse
balances on current transactions. The question to be considered is whether resources of
approximately $8 billion for all of the United and Associated Nations will be enough
for this purpose in the years after the war. A preliminary test of the adequacy of the
aggregate quotas may be made on the basis of the prewar situation. Specifically, would
the Fund have had resources sufficient to meet all of the calls on the Fund for foreign
exchange?

An examination was made of the balance of payments on current account of all
countries for which such data were available in the years 1936 to 1938. For other
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countries, trade data were adjusted to give an approximation of their balance of
payments on current account. In the case of countries that are large producers of gold,
their exports of gold were regarded as part of their current trade. For other countries,
neither gold movements nor capital movements were included in their balance of
payments on current account,

In 1936, the total of all debit balances on current account was approximately $1
billion. In 1936 and 1937, the total of all debit balances for the two-year period was
approximately $1.8 billion, and for the three-year period 1936 to 1938, the total of all
debit balances was approximately 2.5 billion. Allowance should be made for the
fact that even with a Fund many countries with debit balances would have preferred to
meet their adverse balances by drawing on their holdings of gold and foreign exchange,
or by importing capital from abroad. On the other hand the magnitude of the volume
of trade and fluctuations in the balances of payments would undoubtedly have been
larger during the period if nations had not resorted to restrictive exchange practices
and bilateralism during this period. The purpose of the Fund is lo remove such
restrictive and discriminatory practices and to obviate the need for them.

It would appear from the above analysis that an International Monetary Fund with
resources of 58 billion for all the United and Associated Nations could have met
without difficulty the calls that would have been made upon it by member countries
for the sale of foreign exchange to meet their adverse balances on current account in
the period 1936 to 1938, It should be added that shortages of specific currencies would
not be likely to present a serious problem so long as the aggregate resources of the
Fund are ample since a considerable portion of the Fund’s resources would be in the
form of gold. This i{s particularly true if credit balances are widely distributed among a
number of countries. If a serious one-sidedness in the balance of payments should
develop in the post-war period, the Fund might be faced with the scarcity of an
important currency. This problem is further discussed in the answers {o questions
22 and 30. It is doubtful, however, whether the solution can be found in a general
expansion of quotas,

The fact that a2 Fund with the amount and character of resources called for in the
tentative proposal would have been in a position before the war to meet all calls to
sell foreign exchange needed for adverse balances on current account does not prove
that a Fund with the same resources would necessarily be in a position to meet all calls
for this purpose after the war. Unguestionably, the distortion in the normal pattern
of international trade will result in rclatively large unbalanced positions during the
early post-war period. Even so, a Fund with about forty-five member countries holding
resources of approximately $8 billion, of which a considerable part is in gold, should
be in a position to meet all legitimate calls for the sale of foreign exchange to meet
adverse balances on current account. This is particularly so because it is not intended
that the Fund continue to sell foreign exchange to any member country that uses the
resources of the Fund to prevent or unduly delay the establishment of equilibrium in
its international accounts.

In considering the adequacy of aggregate quotas of members of the Fund, it should
not be overlooked that some countries already have relatively large reserves of gold
and foreign exchange. Such reserves will be used along with resources of the Fund in
meeting adverse balances of payments. The Fund will not have te provide resources
for relief, a function it is not suited to perform. Furthermore, with the establishment of
orderly and stable exchange rates, there will probably be a revival of international
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investment, particularly if encouragement is given to private investors through a Bank
for Reconstruction and Development. Finally, no Fund can function successfully unless
some measure of balance is attained in international trade. The maintenance of a high
level of business activity, particularly in the United States, will contribute to the attain-
ment of the necessary balance in international trade.

While it is expected that the Furfd will hold adequate resources, provision is made
for increasing the resources of the Fund if this should become necessary and desirable.
The Fund may borrow the currency of any member country provided the country
approves. It would appear, therefore, that the aggregate quotas will probably provide
the Fund with adequate resources, and additional resources may be borrowed if and
when they are needed under conditions that safeguard the member country and the
Fund. Aggregate quotas may also be increased periodically in the future although
no increase can be made in the guota of a member country without its consent.

QuesTION 5

How much foreign exchange can member countries purchase from the International
Monetary Fund?

Rerry

The amount of foreign exchange which a member country can generally purchase
from the Fund is related to the total amount of its currency which the Fund is per-
mitted to hold. According to the provisions of the Joint Statement, the Fund’s holdings
of the currency of a member country may not exceed the quota of that country by
more than 100 percent, unless additional local currency is acquired with the approval
of the Board and on conditions that safeguard the interests of the Fund. In addition
it is provided that the Fund’s total holdings of the currency offered, after having been
restored, if below that figure, to 75 percent of the member’s quota, may not increase
by more than 25 percent of that member’s quota over a period of 12 months.

The significance of these provisions and their relations to the facilitics that may be
put at the disposal of a member country can be brought out more clearly by a concrete
iHustration. Assume that a member country has a quota of $100 million and that it
meets its quota by paying $20 million in gold and $80 million in local currency. The
total amount of that member’s currency which the Fund can hold is $200 million,
As the Fund will alrcady hold %80 million in local currency it could acquire an addi-
tional $120 million in local currency before the country will have used up its maximum
privilege to purchase foreign exchange from the Fund for local currency. Allowing
for the gold contribution, $20 million, which could have been used to acquire foreign
exchange without the Fund, the country can purchase $100 million in foreign exchange
from the Fund for its local currency in excess of what it could get exclusively through
use of its own resources,

A member country cannot, however, use up its tolal rights to acquire foreign
exchange from the Fund over a short period of time. In the case of the example given
above the member country could not acquire a net amount of foreign exchange from the
Fund for local currency in excess of $25 million in any one year. The purpose of this
provision is two-fold: Tt protects the member country from using up its privilege to
acquire foreign exchange from the Fund before taking appropriate steps to adjust its
balance of payments position; and it protects the Fund from a too rapid use of its
resources. This provision is desigred to prevent a member country from using the
resgurces of the Fund to prolong an unbalanced international position.
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While the normal amount of local currency of a member country which the Fund
is permitted to hold is 200 percent of the guota of that member country the Fund is
not rigidly limited to this amount and a member country is not assured that the Fund
will necessarily be willing to hold this amount. The Fund may sell foreign exchange
for additional local currency, even when its holdings exceed the prescribed limits, if the
Board of Directors approves the sale and the member country is taking satisfactory
measures to correct the disequilibrium or to reduce the excess local currency holdings
of the Fund. In this connection, the Fund will prescribe the terms and conditions under
which it will permit this, and it may require the deposit of collateral as one of the
conditions. On the other hand, if a member country is using its quota in a manner
contrary fo the purposes and policies of the Fund, the Fund may give appropriate
notice that the member is suspended from further use of the resources of the Fund.

By its very nature, the Fund cannot be called upon to provide all countries simul-
taneously with foreign ecxchange with which to meet their adverse balances on current
account with other member countries., An adverse balance for some member countries
must mean a favorable balance for other countries. If there were a fairly even distribu-
tion of favorable and adverse balances, there could be no question whatever of the
Fund’s capacity to provide member countries with the maximum facilities each could
call for under its permissible quota. The Fund would not only have available for such
use its holdings of the currencies of member countries with favorable balances, but it
could draw upon its gold holdings to acquire additional amounts of whatever member
currencies it might need,

There is, of course, a possibility that only a few member countries will have favorable
balances for some years, the great bulk of the member countries having adverse bal-
ances on current account during this period. let us assume that the Fund would be
willing to provide the countries having unfavorable balances with the maximum
facilities they could request within their permissible quotas. Could the Fund provide
such facilities?

To put the rase more concretely, let us assume that with 45 member countries
having aggregate quotas of $8 billion, only 4 countries—the United States, Canada,
Mexico and Brazil--have favorable balances, the remaining 41 countries having
unfavorable balances on current account. Lel us assume further these four countries
have aggregate quotas of $3.5 billion, and that the gold contribution to the Fund of all
other member countries is $700 million. Then, the 41 countries with unfavorable
balances could purchase from the Fund $5.2 billion before every one of the countries
would have exhausted its normal rights to purchase exchange from the Fund. To meet
these demands the Fund would have $4.2 billion in the currencies of the four countries
and in gold. Under the assumption the Fund would either have to restrict by $1 billion
the total demand of the 41 countries with unfavorable balances, or borrow an addi-
tional $1 billion in the four countries with favorable balances.

The assumed case is clearly an extreme one. Unfaverable balances are not likely to
be so general and widespread, or so concentrated in time, without the Fund’s having
previously taken steps to restore a greater degree of equilibrium. [t is unreal to assume
that the Fund must hold immediately available resources equal to the gross amount of
foreign exchange all member countries could purchase from the Fund within their
normal rights. The resources of the Fund may be considered as a revolving fund from
which countries temporarily in need of foreign exchange resources can purchase what
they require. There is no need, therefore, for the Fund to hold assets of a particular
type equal to the aggregate of all individual demands which may be made upon it.
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As a revolving fund, there is no definitive limit to the ability of the Fund to furnish
foreign exchange to member countries. In the first place, the Fund does not lend
foreign exchange-but sells foreign exchange to member countries in return for their
awn local currencies, As it depletes its holdings of some currencies, it builds up
correspondingly its holdings of other currencies. If, therefore, the member countries
of the Fund, in cooperation with the Fund, succeed in preventing large and persistent
favorable and unfavorable balances of payments, the Fund will always be in a position
to provide member countries with the facilities they reguire. Under such conditions,
the resources of the Fund would be adequate to meet the needs of member countries
for foreign exchange to help maintain the stability of their exchanges while they put
into effect measures that will restore balance in their international accounts.

In crder to place the Fund in as strong a position as possible, there are several
provisions which make it possible for the Fund to mobilize as much gold as the
members can reasonably be expected to take out of their independent reserves. QOriginal
subscriptions in gold are scaled to the capacity of each member country as determined
by its gold and gold-convertible exchange holdings and its quota. A member country
purchasing exchange from the Fund must pay for one-haif of such exchange in gold
so tong as its holdings of gold and goid-convertible exchange exceed its quota, It is
expected that a member country desiring to obtain another member currency with gold
will do so, if it is egually advantageous, by the sale of gold to the Fund. Iialf of the
increase in a member country’s official gold and geld-convertible exchange holdings in
excess of its quota is to be used to repurchase its currency from the Fund. While
exerting a minimum of pressure on the reserves of member countries, these provisions
will serve to strengthen the Fund and will enable it to use all of its resources in
meeting the needs of member countries for fureign exchange.

The Fund’s resources will probably be adequate for all ordinary needs of member
countries. When the Fund has been strengthened and a larger proportion of its assets
arc in the farm of gold it will undoubtedly be able to meet even extraordinary needs
for any particular currency or currencies. In the meantime, if the Fund should find its
holdings of any member currency inadequate, it may borrow the needed amounts of
that currency with the approval of the member country concerned and on terms and
conditions agreed between them,

QuesTiON 6

In what form will the Fund hold the quota subscriptions of the member countries?

Rerry

The subscriptions of the member countries to the Fund will be in the form of local
currencies and gold, The Fund will keep a portion of its holdings of the currency of
cach member 25 a deposit in the Central Bank of that country, such portion being in
accordance with the needs of the Fund for its current operations, it is the view of the
technical experts of the United States that the balance of the Fund’s holdings of the
member countries’ currencies should be in the form of bills, notes, or ather forms of
indebtedness, issued by the governments of the member countries. These securities
would be non-negotiable, non-interest bearing and pavable at their par value on
demand by a credit to the deposit account of the Fund at the Central Bank of the
member country,

Why is it desirable for the Fund to keep its surplus currency holdings in the form
of securities of the member countries?
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There are some countries for whom the required subscription of currency to the
Fund can be made only with great difficulty. For such countries the problem is created
by the existence of a monetary system under which the issue of currency (or the
creation of central bank deposits) requires a high marginal reserve of gold.

For example, some countries can issue local currency only when secured in whole
or in large part by gold or foreign exchange. Tt is not possible for such countries to
issue local currency as a means of meeting the required subscription to an Inter-
national Monetary Fund. Nor can such countries borrow at once the needed resources
from the banks or the public except at rates of interest that would be burdensome,
Such countries could, however, meet the subscription requirement if the Fund were
te hold their subscriptions in the form of their own obligations.

There is another reason why some countries would find it desirable if a part of their
subscription were held in the form of their own obligations. Clearly, the Fund is not
going to use the entire local currency subscription of a country at the time operations
of the Fund begin. For the Fund’s purposes it would be satisfactory to have an adequate
working balance at the Central Bank of the member country, holding the remainder of
the local currency subscription in the form of government obligations. This would
avoid the appearance of inflation or illiquidity of the Central Bank, which might be
mistakenly inferred from the sudden increase of its deposit liabilities.

To meet the needs of countries that would find it more convenient not to pay all of
the local currency subscription at once, it is proposed that part of the quota subscription
be held in the form of government obligations, redeemable at par on demand. When-
ever the working balance of the Fund in local currency is depleted by its sales of such

currency, the Fund can replenish the balance by presenting for redemption the securities
it hoids,

There is no reasen for believing that the Fund takes any more risk in holding Govern-
ment obligations than in holding local currency. When the Fund requires local cur-
rency for its uperations, the national monetary authorities will presumably wish, as a
matter of monetary policy, to redeem the securities held by the Fund and to borrow
from the market.

Question 7
In determining the Fund’s holdings of a country’s currency at a given date does
“currency’” include or exclude securities expressed in that currency?

RerLy

The Fund’s holdings of a currency for purposes of determining the maximum amount
of this currency which the Fund is normally permitted to hold are regarded as the net
position of the Fund with respect to that currency. The Fund’s holdings of the
currency may be defined, therefore, as all of the assets of the Fund in a given currency
minus all of the liabilities of the Fund in that currency. Quite definitely, in calcula-
tions on the amount of foreign exchange which a country may normally purchase from
the Fund, the security holdings of the Fund in any local currency should be included
as part of the local currency.

It should be understood, of course, that the Fund is not autherized to deal in securi-
ties. The Fund is permitted to acquire sccurities redeemable on demand at par in part
payment of the initial subscription, The Fund might require the deposit of securities as
collateral when selling foreign exchange for local currency. The Fund cannot other-
wise acquire securities.
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The way in which the Fund acquires assets in terms of a given local currency does
not affect the inclusion of the assets in the Fund’s holdings so far as determining the
maximum permissible holdings of that currency by the Fund is concerned. Therefore,
the Fund’s holdings of local currency include initial subscriptions in these forms, and
currenicy acquired by the purchase of foreign exchange from the Fund. The Fund's
position in a local currency may be modified whenever the local currency is sold to the
Fund or bought from the Fund by a member country. Devaluation does not affect the
calculated holdings of the currency and securities of a member country as the gold
value of such holdings are not affected by devaluation.

QuesTioON &

What is the formula for determining the quotas of member countries?

Rerty

A formulation of a method to be used in measuring the participation of the various
member countries was not included in the Joint Statement by the experts on the estab-
lishmert of an International Monetary Fund. This was considered to be a matter on
which a decision should be reached only after there has been ample opportunity for
consultation with all of the prospective participants. Considerable attention has been
given this matter in discussions among the technical experts of the United and Asso-
ciated Nations.

After examining a great number of suggested bases for quotas, it is the view of the
technical experts of the United States that no single factor can allocate participation
among the various nations in a satisfactory manner. Several methods for combining
a number of factors were tested. The method which is discussed below seems to com-
bine the important relevant factors in a reasonable way and to give relative quotas
that seem fair when applied to the approximate data available for a number of countries.

A satisfactory quota formula must give consideration to the multiple functions of
the quota. The size of a member country’s quota determines the amount of the sub-
scription which that country makes te the resources of the Fund and is the basis for
determining the normal rights of that country to purchase foreign exchange from the
Fund. The size of the quota is also one of the factors which determines the relative
voice of that country in the management of the Fund. The aggregate size of the quotas
will determine the total subscribed resources of the Fund.

In view of the functions of the quotas, it would seem that the formula for the deter-
mination of relative quotas for member countries should take into account the ability of
a country to subscribe resources to the Fund, the need of a country for use of the
resources of the Fund, and the economic significance of a country.

The ability of a country to subscribe resources to the Fund is best indicated by its
national income. In a sense, participation in the Fund is an investment. The extent fo
which a country can devote resources to this or other purposes depends very largely
on its national income. However, because the Fund is an international institution that
can function more effectively if some of its resources are in the form of gold, it has
been thought desirable to require payment of part of the quota subscription in this
form. Under the circumstances, the ability of a country to subscribe resources to the
Fund in the form of gold is alse indicated by its holdings of gold and gold-convertible
exchange.

The probable need of a country for use of the resources of the Fund is best indicated
by the magnitude of the fluctuations in its balance of payments. There is a good deal
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of difficulty in dealing directly with fluctuations in the balance of payments. For this
reason it was found preferable to utilize import and export data. A country’s need
for foreign exchange generally arises from the fact that its imports may be maintained
when its exports fall of. We have, therefore, made use of average annual imports and
maximum fluctuations in exports as indications of a country’s need for use of the
resources of the Fund,

The economic significance of a country in the world’s econemy is an intangible
factor impossible to measure even approximately. It depends on its national output,
its foreign trade, its foreign investment, its econamic and political strength. In the final
determination of quotas allowance is made for this factor through use of a special
allotment for the equitable adjustment of quotas, which is further discussed below.

In order to take account of the above factors it is suggested that the quota of a
country be determined by the following formula:

{2} 2 percent of the national income of 1940;

(b} 5 percent of the holdings of gold and gold-convertible exchange as of January 1,

1944,

(c) 10 percent of average annual imports, 1934-1938, inclusive;

(d) 10 percent of maximum variation in annual exports 1934-1938, inclusive.

It is further proposed that the total so determined be increased for each country by
the percentage ratio of its average annual exports (1934-1938) ta its national income.
In this way, special consideration is given to those countries whose national income
is particularly affected by international trade,

After testing this formula for a number of countries, we have come to the conclusion
that on the whole the results are as satisfactory as can be obtained through the use of
any formula. We recognize that under this formula some countries may, for various
reasons, be given entirely inadequate quotas. With any formula, provision must be
made for adjustment of inequitable quotas. We have proposed that before determining
individual quotas 10 percent of aggregate quotas be reserved as a special allotment for
the equitable adjustment of quotas. For example, if the aggregate quotas for all member
courntries should be equivalent to $8 billion, the formula would be used to apportion
90 per cent ($7.2 billion) of the authorized aggregate quotas among the member coun-
tries. The remaining 10 percent ($800 million) could be used to increase the quotas of
any countries whose quetas, as determined by application of the formula, seem inade-
quate. The adjustment of the quota need not always be based upon a country’s need
for access to the Fund. Since no formula can take account of the intangible factors, the
special allotment will also be needed to assure to each country a share in the respon-
sibility for management of the Fund commensu-ate with its potential position in inter-
national econemic affairs.

It is provided in the Joint Statement that quotas may be revised from time to time
by changes which require a four-fifths vote and no member’'s quota may be changed
without its consent. It is the view of the technical experts of the United States that
provision should be made for the adjustment of quotas on the basis of the most recent
data three years after the establishment of the Fund and at intervals of five years there-
after, in accordance with an agreed upon formula. At the time of revision of quotas,
the special allotment mentioned above may be used to increase the quota of a country
if the quota as determined by the formula is still termed inequitable. This special
allotment may alsc be used in the periods between recurrent adjustments, if develop-
ments indicate that a country is entitled to a larger quota.
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QuesTiION 9

If quotas are to be based in part on holdings of gold and gold-convertible exchange
would not this give most facilities to those members needing them least and vice versa?

Rerry

As indicated in the answer to the previous question gold and gold-convertible
exchange holdings would be only one of several factors in the determination of the
quotas of member countries.

The guotas assigned to member countries in the International Monetary Fund pro-
posal have a three-fold purpose: to provide a measure of the appropriate subscription to
the Fund by member countries; to provide a measure of the appropriate utilization
of resources of the Fund by member countries; and to provide a basis for responsibility
in the management of the Fund. It is not regarded as feasible to set up one formula for
subscription to the Fund, a separate formula for the utilization of resources of the Fund,
and still another formula for voting power in the Fund. For each country the use of
the resources of the Fund must be related to its subscription although in practice
countries will necessarily use varying proportions of their quotas. Finally, the voting
power in the Fund must be related to each country’s subscription to the Fund, although
it need not be in precise proportion to subscriptions.

Holdings of gold and gold-convertible exchange are reparded as one of the appro-
priate factors in the determination of gquotas because they indicate the capacity of a
country to provide an important type of asset that will be required in the operations of
the Fund. It has not been given preponderant importance in the formula for quotas
that has been suggested for consideration. The proportion of aggregate quotas arising
from the use of this factor is something over 16 percent of the whole. All of the other
elements used-—national income, variability of exports, average imports, and relation of
exports to mational income-—measure characteristics of the national economy which
reflect past or potential need for the use of foreign exchange resources to meet adverse
balances on current account and to maintain stability of the exchanges. Finally, when
the formula does not give a country a quota properly reflecting its prospective need for
use of the resources of the Fund, the quota can be adjusted from the special allotment.

It should be added that a numbecr of provisions are included in the draft proposal
intended to give consideration to the position of countries with relatively small holdings
of gold and gold-convertible exchange. The subscription in the form of gold is smaller
in propertion to the guota for such countries than for countries with relatively large
holdings. Countries with gold and gold-convertible exchange holdings which are less
than their quotas need not use any part of their gold holdings in purchasing foreign
exchange from the Fund, And countries with official holdings which are less than their
quotas need not offer to sell to the Fund any part of the increment of gold they acquire
so long as their official holdings are below this level.

QuesTioNn 10

Does the Fund proposal provide for a quasi-automatic increase in quotas to facilitate
the financing of an increasing volume of international trade?

RerLy

The characteristic feature of the Fund proposal as outlined in the Joint Statement on
the Fund is its flexibility. In general, the Fund proposal does not depend on quasi-
automatic provisions for its effectiveness. Instead, the Board of Directors is commonly
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given authority to adjust the policies of the Fund to the conditions prevailing in par-
ticular cases, acting within broad provisions intended to safeguard the resources of the
Fund and the interests of member countries,

As was stated in the reply to Question 8, it is the recommendation of the technical
experts of the United States that the guotas of member countries should be adjusted
on the basis of the most recent data three years after the establishment of the Fund
and at intervals of five years thereafter, in accordance with an agreed formula. The
guota formula itself could only be changed with the approval of a four-fifths vote
of the Board of Directors. However, it would not be necessary to wait for the termina-
tion of the initial three-year period, or subsequent five-year periods, to adjust quotas.
It would be within the power of the Board to increase the gquota of a member country
at any time out of a special allotment reserved for the equitable adjustment of quotas.
To safeguard any country from being compelled to subscribe additional resources to
the Fund, it is provided that an increase in the quota of a country can be made only
with its consent,

Under the provisions cutlined above there will be an expansion of quotas periodically
as national incomes rise, as the stock of monetary gold increases, and as the volume of
international trade grows. With the expansion of quotas the resources of the Fund and
the ability of member countries to purchase foreign exchange will be increased cor-
respondingly, More important, however, is the fact that neither the resources of the
Fund nor the ability of member countries to purchase foreign exchange from the Fund
are rigidly determined by the guotas. There are flexible provisions for increasing the
resources of the Fund as needed. No limitations are placed on the Fund’s ability to
obtain resources through borrowing scarce currencies from member countries on terms
agreed between the countries and the Fund. Likewise member countries may secure
foreign exchange for their needs when they have exceeded the ordinary limits pro-

vided under the quota Jimitations under provisions that safeguard the interests of
the Fund.

It would be a mistake to put too much stress on quasi-automatic changes in quotas.
For example, if quotas were adjusted automatically to short-run changes in the volume
of trade there would be an expansion of quotas in boom years and a contraction in
years of slump. While the expansion of guotas in boom periods may not be disturbing
of itself because the excessive use of quotas can be controlled, there can be no doubt

that a rontraction of quotas in depression periods would tend to have a depressing
influence,

The fact is that the need for use of the resources of the Fund is not a simple
function of the volume of trade. When international trade expands gradually, the
growth may well be balanced, and there may be little need for help from the Fund.
The need is likely to be greatest at the very time when the total volume of trade has
fallen, for it is at such times that the greatest distortion in the normal balance of
payments takes place. It is for this reason that the Fund proposal places great stress
on fluctuations in the balance of payments on current account as a Factor in the deter-
mination of quotas.

Automatic devices are unreliable guides to policy in troubled times. What is needed
is not a new series of automatic signals to replace the discarded ones of the past. On
monetary problems, there can Le no automatic substitute for a rational policy imple-
mented with Hexible powers. While the American technical experts faver a provision
for periodic adjustment of gquotas, this feature is regarded as less significant than the
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provisions that give the Fund flexibility in acquiring resources and in permitting
member countries to use resources.

Question 11

In what form will member countries meet supplementary subscriptions if their
quotas are increased?

RerLy

No specific provision is made for the form in which member countries may meet
supplementary subscriptions if their quotas are increased. Unless specific provision is
regarded as necessary by some member countries, it would be desirable to give the
Board of Directors complete authority to require member countries to meet supple-
mentary subscriptions in the form which seems most appropriate to the Board at the
time the supplementary subscriptions are made.

It would not be possible to specify in advance in what form it would be most
desirable to have supplementary subscriptions to the resources of the Fund. If the
Fund has experienced a period of successful operation, with its resources appropri-
ately distributed among different member currencies and with adequate holdings of
gold, there could be no objection to having supplementary subscriptions paid largely
in member currencies, On the other hand, if the Fund has experienced some difficulty
in meeting the demands for some currencies, it would be preferable to strengthen the
Fund by having some part of the supplementary subscriptions paid in gold.

There may be some member couniries that would wish to assure themselves against
a requirement that they meet supplementary subscriptions with an excessive payment
in gold, While a country could withheld its consent to an increase in its quota if too
large a part of the supplementary subscription is called for in gold, this may not be
regarded as an adequate safeguard. Such countries might prefer a provision that
supplementary subscriptions should be made in the same proportions as the original
subscriptions and on the basis of the relation of gold and gold-convertible exchange
holdings to the revised quota at the time supplementary subscriptions would be made.

An alternative provision could provide the necessary safeguard to membes countries
while retaining for the Fund considerable flexibility in determining the form in which
supplementary subscriptions should be made. The Fund could be given authority to call
for subscriptions in whatever form it deems in the general interest, but limiting the
subscription to be paid in gold to not more than the proportion specified for the original
subscriptiens. Of course, any schedule for payments in gold in connection with sup-
plementary subscriptions should be applied uniformly to all member countries.

PART THREE: GOLD AND THE OP'ERATIONS OF THE FUND

Question 12

What is the purpose of requiring that a portion of the subscribed quota be paid in
gold?

Rervy

Because of the unquestioned acceptability of gold as an international exchange
medium the power of the Fund to serve its members will depend in part upon the size
of its gold holdings. With gold the Fund can buy the currency of any member country.
If the assets of the Fund consisted solely of currencies of member countries, there would
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be a danger that relatively small disturbances in the balance of payments positions of
member countries would leave the I'und short of certain currencies.

So long as the Fund holds gold it can acquire additional amounts of any member
currency. The lack of such generally acceptable resources as gold could in time compel
the Fund to take measures to restrict its sales of foreign exchange to the currencies that
are available. It is of utmost importance, therefure, that the Fund hold resources that
can be used, as needed, to acquire any currency that becomes temporarily scarce.

In many respects, an ideal Fund would be one consisting predominately of gold.
It is recognized that such an ideal Fund cannot be immediately established. There is
cvery reason, however, to provide the Fund with as much of such general exchange
resources as is within the power of member countries to furnish through their quota
subscriptions. Tor this reason, pact of the quota subscription is to be made in gold,
graduated for each member country according to its capacity to meet part of its quota
in this form. While large gold holdings would strengthen the Fund, such holdings will
have to be accumulated gradually in order to avoid pressure on the reserves now held
by member countries. Gold subscriptions of 25 percent of the quota or 10 percent of
the official gold and gold-convertible exchange holdings of a member country, which-
ever is the smaller, would appear to meet the immediate needs of the Fund and to be
within the present capacity of member countries.

Apart from the original contributions in gold, there are provisions for strengthening
the Fund by gradually increasing its holdings of gold. Provision is made for sale of gold
to the Fund by member countries desiring to obtain other member currencies. Part of
the payment for foreign exchange purchased from the Fund must be made in gold if
the member country’s official gold and gold-convertible exchange holdings exceed its
guota. And member countries are required o use part of the increase in their official
gold and gold-convertible exchange holdings, if they exceed their quotas, to repurchase
their local currencies from the Fund. These provisions will in time add to the gold
holdings of the Fund without putting pressure on the gold reserves of member
countries.

It should be noted that a member country will not necessarily in fact find its foreign
exchange position impaired by making part of its gquota subscription in the form of
gold, or by substituting gold for its local currency in the Fund, since the right of a
member country to purchase foreign exchange from the Fund is directly related to the
Fund's holdings of its local currency. The geeater the original subscription in gold and
the later replacement of local currency holdings with gold, the more foreign exchange a
member country has the right to purchase from the Fund. The net foreign exchange
position of a member country (its own holdings of gold and foreign exchange, plus its
unused right to purchase foreign exchange from the Fund} is unaffected by its vse of
gold in payment of part of jts subscription and by its sale of gold to the Fund., On the
other hand, the liquidity of the Fund’s assets, and hence its usefulness to member
countries, 1s increased when local currency is in part replaced with gold.

There is, of course, the possibility that a member country will find that although
the unused portion of its right to purchase foreign exchange from the Fund is large,
the one currency it requires is scarce and can be arquired from the Fund only in limited
amounts, It [s true for such a country that its gold subscription to the Fund is not
fully equivalent to holding gold for itself. Such a difficulty can be overcome only by
strengthening the Fund and by avoiding in this and in other ways the development of
a situation in which a currency must be declared scarce.
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Qurstion 13
Would the Fund contribute in any way to the maintenance of a market for gold?
Rervy

Because gold has a world-wide market, it is superfluous to speak of the Fund as
contributing to the maintenance of a market for gold. With or without the Fund, gold
will continue to be held as monetary reserves and to be used throughout the world in
the settlement of international balances. The provisions of the Fund in no way change
the established position of gold. They are designed to utilize the recognized status of
gold as the accepted medium of international payments in order to facilitate the settle-
ment of international balances and the maintenance of stable exchanges.

The Fund utilizes the accepted position of gold in a number of ways. In the first
place, the Fund itself is expected to hold gold, entirely for the purpese of assuring to
member countries an adequate supply of any member currency that may be demanded.
As has been indicated in the reply to Question 5, the Fund must hold an adequate
amount of general resources such as gold.

The Fund is authorized to buy and sell gold and provision is made for strengthening
the Fund by adding to its holdings of gold to enable it to more effectively meet the
needs of member countries. Part of the quota subscription is required in gold and
member countries are required to pay {or part of their foreign exchange purchases from
the Fund in gold unless their own gold and exchange holdings are inadequate. Member
countrics holding a stated minimum of gold must repurchase the Fund’s holdings of
their local currencies with part of the gold they acquire in excess of their holdings at
the time of becoming members of the Fund. Member countries that wish to sell gold
for member currencies are expected to offer the gold for sale to the Fund if this is
equally advantageous to them.

The Fund also utilizes the accepted position of gold to facilitate the maintenance of
exchange stability. It is generally recognized that when a currency is defined in terms
of gold and the monetary authorities are prepared to buy and sell gold {or currencies
equivalent to gold) at approximately fixed prices in terms of local currency, the exchange
rates can be maintained stable within an appropriate range. Various provisions of the
Fund proposal make use of these customary devices.

The assets of the Fund are guaranteed against depreciation with respect to gold.
Member countries may not induce a de facto depreciation of their currencies by pur-
chasing gold, directly or indirectly, at a price in local currency in excess of a stated
maximum above the gold parity; nor may member countries induce a de facto appre-
ciation of their currencies by selling gold, directly or indirectly, al a price in local
currency below a stated minimum under this parity.

The Fund itself is expected to buy and sell local currencies for gold when this
becomes necessary for avoiding a fluctuation in exchange rates beyond the range estab-
lished by the Fund, Member countries, in turn, are expected to take appropriate action
to maintain exchange rates within the prescribed range. By established custom, such
appropriate action includes the use of gold and foreign exchange resources to prevent
depreciation and the acquisition of gold to prevent appreciation of the exchanges.

While the Fund utilizes the recognized status of gold to facilitate its operations, the
Fund does not impose any specific obligations an member countries to hold or use gold
for any purposes other than to help maintain stability of the exchanges. While member
countries must buy back their own currencies acquired by other member countries
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from current transactions either with the currency of the other member country or with
gold, therc is no general obligation on the part of any member country to redeem its
local currency in gold. Nor is it expected that the Fund will regard appropriate action
to maintain exchange rates as requiring a member country to exhaust all of its reserves
of gold and foreign exchange.

QuesTioN 14

Are all countries that are members of the International Monetary Fund under obliga-
lion to buy all gold offercd to them at a fixed price?

Repry

The Fund proposal provides no explicit obligation on the part of member countries
to buy all gold offered to them at a fixed price. Provision 1X-1 of the Joint Statement
on the Fund Proposal is intended lo prevenl member countries from depreciating or
appreciating their currencies through an increase in the price at which gold is bought
or a decrease in the price at which gold is sold. While lhis provision does place
limitations on the prices at which gold transactions may be undertaken, it does not
itself require a member country cither to buy or sell gold at all.

Despite the fact that there is no explicit provision requiring member countries to buy
all gold offered to them, it is our view that provision [X-2 implicitly requires member
countries to buy gold offered to Lhem by member countries when this becomes necessary
to prevent an appreciation of the exchange beyond the range established by the Fund.
Appropriate action fo prevent exchange transactions in its market in currencies of
vther members at rates outside the prescribed range involves the acquisition of gold
offered by other member countries or by the Fund.

Obviously, a member country can take steps to limit the demand for its currency
by the nationals of other countries and in this way it can minimize the import of gold.
It may, with the approval of the Fund, restrict capital movements when the influx of
foreign funds is regarded as undesirable. It may even adopt measures that will reduce
the demand for its exports in other countries, although certain forms of such measures
can be adopted only with the approval of the Tund. But in any case, so long as there
is a demand for its currency to settle international transactions on current account, a
member country is implicitly obligated to provide its currency for gold,

Also, it is clearly expected that the Fund can replenish its supply of the currency of
any member country through the sale of gold when this is mecessary to provide
exchange for the purposes for which the Fund is authorized to sell exchange. Because
the Fund’s gold holdings are regarded as a liquid asset equivalent to any member
currency, provision ts made for the gradual replacement of local currency by gold.
It would be contrary to the purposes of these provisions if gold were not purchased
freely by member countries when this becomes necessary to prevent an appreciation
of the exchanges.

QuesTion 15
Would the Fund be able to create credit in the course of its operations?

Rerry

The Fund proposal as outlined by the Joint Statement makes no provision for
transferable currency or deposits in terms of a nmew or special monetary unit. The
operations of the Fund are exclusively in currencies of member countries and in gold.
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The Fund does not have any means of creating, holding or transferring currencies or
deposits which do not originate with the member countries themselves.

In fact, the Fund proposal does not anywhere provide for the creation by the Fund
of transferable credits whether denominated in gold or in the currencies of the member
countries or in some special unit. The resources of the Fund in currencies and gold
plus what resources the Fund can borrow, represent the facilities the Fund can put
at the disposal of member countries. The resources of the Fund are not indefinitely
expandable in the sense that international credits are ¢reated by the process of a
country’s getting into debt to the Fund. The creation of credit remains exclusively
a function of the monetary authorities of member countries.

We believe that this arrangement is more desirable for the following reasons:

First, with this restriction the management of the Tund is likely to be more vigilant
in taking steps which will correct a persistent disequilibrium in the balance of payments
position of member countries than if there were no definite limit to the total volume of
credit balances which could be created by means of loans or averdrafts,

Second, a system under which a member country assumes a known and limited obli-
gation to subscribe resources for the Fund gives needed protection to all countries, and
Governments will be more willing to enter into such an arrangement with a definite
and specified limit to their obligations.

Third, the financial strength and stability will be greater in the case of a Fund which
possesses a substantial amount of tangible resources for carrying on its operations than
in the case of an international institution which has no resources other than an agree-
ment on the part of member countries to accept the credits created by that institution
in exchange for real goods and services.

Fourth, if the operations of the Fund reveal a need for additional resources for its
successful functioning, such resources can be secured through the borrowing power of
the Fund, without the indirect compulsion inherent in the creation of credit.

PART FOUR: EXCHANGE RATES
QuesTion 16
What will be the procedure for establishing initial rates of exchange?

Rervy

Initial rates of exchange are to be established for the currencies of all member
countries by defining the parity of each currency in terms of gold. Once established, the
initial parity of a member country’s currency can be changed only after consultation
with or approval by the Fund. All transactions between the Fund and member countries,
and all transactions in member currencies, will be at rates of exchange within an agreed
percentage of parity.

The foint Statement on the Fund proposal provides that initial par values of the
currencies of the member countries shall be fixed by agreement between the member
countries and the Fund. Before the Fund can be established it will be necessary for
the member countries to agree with the Fund as to the exchange rates which these
countries will fix upon entering the Fund. At the initial meeting of the members of
the Fund, the Fund will accept or reject the initial rates proposed by each of the
member countries. An agreement must be reached with the Fund on the par values of
their currencies by the members at the initial meeting of the Fund before the Fund
can begin operations.
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The task of considering and determining the initial rates of exchange for all countries
that will become members of the Fund would seem at first glance to be overwhelming.
If the process of determining initial exchange rates by extended negotiation can be
avoided it would simplify the problem of the organization of the Fund. What is
wanted js a criterion for the initial fixing of rates of exchange which can be applied
generally without prolonged and difficult negotiations with cach member country.

It is believed that for most countries that will be invited to become members of the
Fund the prevailing rates of exchange will prove entirely satisfactory. In the case of
such countries there is clearly no need for the negotiation of a new rate of exchange.
For this reason it is the recommendation of the technical experts of the United States
that for any country which becomes a member prior to the date an which the Fund's
cperation began, the rates initially used by the Fund shall be based on the value of the
currency in terms of U.5. dollars which prevailed on july 1, 1943. In the event that
either the member country or the Fund regards the rate prevailing on July 1, 1943 as
clearly inappropriate, it will be necessary for the initial rate to be determined by con-
sultation between the member country and the Fund.

In countries occupied by the enemy there were no dollar rates on July 1, 1943.
Moreover, because of the drastic economic changes that have taken place in occupied
countries it would not be feasible to apply a gencral rule, such as a pre-war rate, as a
guide for determining the initial rates of exchange for these currencies. In such cases
the Fund will use the exchange rate fixed by the government of the liberated country
in consultation with the Fund, provided this rate is not considered by the Fund to be
inappropriate. No operations in the currency of the member country may be under-
taken by the Fund until an acceptable rate has been determined.

Because of the great uncertainty of their postwar situation, some occupied countries
may be justly reluctant to fix a definitive rate of exchange immediately after their
liberation. Adequate provision has been made in the Joint Statement for changing rates
of exchange which prove toe be unsatisfactory to the member country. These pro-
visions will be discussed in the reply to Question 17. It would naturally be in the
interest of the Fund to correct any maladjustment which was the outgrowth of the
fixing of an improper rate at the time a country joined the Fund.

Although under the present provisions of the Joint Statement member countries
must establish definitive par values for their currencies before they can purchase
foreign exchange from the Fund, it may be desirable to provide that countries which
have been occupied in whole or in part during the present war may with the approval
of the Fund establish provisional rates. The Fund might be permitted to undertake

limited operations in such currencies under adequate safeguards for the resources of
the Fund.

QuesTion 17

What facilities are provided by the Fund for correcting an initial rate of exchange
that proves unsatisfactory?

RerLy

The provisions of the Joint Statement on the Fund proposal recognize certain funda-
mental concepts with respect to exchange rates. Yirst, it is not desirable to alter
exchange rates unnecessarily or when there are other satisfactory means of restoring
equilibrium in a country’s internationa} balance of payments. Second, it is not possible
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to support indefinitely an exchange rate that does not reflect a country’s international
economic position. Third, an alteration of the exchange rate affects the economic life
of other countries and should, therefore, be undertaken only after consultation with
other countries. Fourth, the interest of a country in its own exchange is paramount,
and no change in the exchange rate for a currency should be made except with the
consent of that country.

In order to avoid the unnecessary changing of exchange rates, it is provided in the
Joint Statement that the par value of each member’s currency shall be fixed by agree-
ment between the Fund and the member country. Normally this will be the rate
which prevails at the time the member country joins the Fund; but whete the prevailing
rate is deemed to be inappropriate by either the Fund or the member country, the

initial rate must be determined by consultation between the member country and the
Fund.

It is recognized in the Fund proposal that alteration in exchange rates may be neces-
sary to correct fundamental disequilibrium. Neither 2 member country nor the Fund
can succeed in supporting indefinitely an exchange rate which does not reflect a
country’s international economic position. Where other satisfactory measures cannot
be taken to restore equilibrium in a country’s balance of payments position, it is
necessary to adjust the rate of exchange. There is general agreement that because of
the extreme uncertainties prevailing at the time, some exchange rates that are fixed
during and immediately after the war may have to be altered. For this reasen, it is
believed that some changes in such exchange rates should be permitted with more
freedom than would be justified after international economic relationships have attained
a greater degree of stability. The Fund should not, of course, reject a requested change
in an exchange rate that is necessary to restore equilibrium because of the domestic
social or political policies of the country applying for the change.

An alteration in an established rate of exchange is a matter of interest not only to
the country whose currency is changed but to other countries whose economies may be
affected by the alteration of the rate of exchange. A change in exchange rates should
not be made, therefore, unless it is essential to the correction of fundamental dis-
equilibrium, and except in cooperation with other countries. The Fund propasal pro-
vides that no change in exchange rates can be made without prior consultation with the
Fund, and that changes that alter the established rate by more than 10 percent can be
made only with the approval of the Fund.

It is provided in the Joint Statement that a member country may, after first con-
sulting the Fund, change the established parity of its currency provided the proposed
change, inclusive of any changes made since the establishment of the und, does not
exceed 10 percent. If a member country believes that a change in its exchange rate,
not covered by the above, is necessary for the correction of a fundamental dis-
equilibrium, it may make application to the Fund for such change. If the requested
change does not exceed 10 percent the Fund is required to give its decision on such
application within two days of receiving the application, if the applicant so requests.
In the case of requests for changes beyond those covered by the above provisions the
Fund will aliow sufficient time for a thorough investigation of the need for the change
in the exchange rate requested by the member country befare giving its decision. It
should be noted that in all cases of reguests for changes in exchange rates member
countries agree not to propose a change in the parity of their currency unless they
consider it appropriate to the correction of a fundamental disequilibrium.
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Although there are times when an alteration of exchange rates is in the general
intterest, the significance of the rate of exchange is of such paramount importance in
the economic life of a country, that a change in the exchange rate for a currency should
not be imposed on a country. The Fund proposal recognizes the special interest of a
cotnlry in its own exchange rate and provides that a change in the exchange rate for
a currency can be made only at the request of the country concerned.

Where the Fund’s approval for a change in the par value of a member currency
is required, the decision is by majority of the votes of the member countries.

While the Fund cannot compel a country to accept an exchange rate it does not regard
as desirable or to change an exchange rate it wishes to keep, the Fund need not make
its resources available to support an exchange rate it regards as inappropriate. The
Fund cannot undertake operations in a currency unlil an initial rate is fixed which has
its approval. Further, the Fund may give appropriate notice that it will not continue to
sell foreign exchange to a country that is using the resources of the Fund in a manner
contrary to the purposes and policies of the Fund. Obviously, under this provision the
Fund would not provide an exchange rate which prevents the restoration of equilibrium.

QuesTion 18

What will be the position of countries, members of the International Monetary Fund,
whose currencies are customarily tied to the dollar or sterling?

Rerwy

The practice followed by many countries of maintaining close relationships between
their currencies and either the dollar or sterling has undoubtedly been very useful to
them. To a considerable extent, such relationships have been helpful in maintaining a
greater degree of exchange stability than would otherwise be possible. There is nothing
in this practice that is necessarily contrary to the purposes of the Fund, and there is
much in this practice that can facilitate the operations of the Fund.

Countries whose currencies have been tied to the dollar or to sterling can continue
their customary relationship. They may by law define their currencies in terms of the
dollar or sterling; they may hold their monetary reserves in the form of dollar or
sterling balances; they may make their currencies redeemable in dollars or sterling, In
general, there wiil be for such countries no need to terminate or to alter the prevailing
relationship between their currencies and the dollar or sterling.

Such countries will be particularly interested in the stability of the exchange rates
for their currencies in terms of dollars or sterling. When the initial gold parities of
their currencies are determined, it is expected that in most instances the Fund will use
paritics based on the exchange rates prevailing at the time the Fund is established.
Unless such rates are clearly inappropriate, and they do not appear to be for most
currencies which were tied to the dollar or to sterling, there will be no reason to
disturb the existing rates between such currencies and the dollar or sterling.

Once established, the gold parity for a currency contirues in effect so long as a
member country is satisfied, for the Fund cannot on its own initiative compel a country
to alter the parity of its currency. There is no reason for assuming, therefore, that the
Fund would in the Future require a country to discontinue the special relationship of
its currency to the dollar or sterling.

The only occasion when a country could experience any difficulty, as a2 member of
the Fund, in retaining the customary relationship of its currency to the dollar or to
sterling would be if the parity for either the dollar or sterling were altered. Even so,
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there is teason for believing that the difficulty is more apparent than red. A change in
the gold parity of a currency can be made only after consultation with the Fund and,
with one exception, only with the approval of the Fund. Assuming that the gold parity
for either the dollar or sterling were changed, would countries whose currencies are
linked to the dollar or sterling be able to alter the parities for their currencies
correspondingly?

Aside from the exception previcusly referred to, a country desiring to alter the
parity for its currency in order to maintain its previous relationship to the dollar or
sterling would have to secure the prior approval of the Fund. Such approval would
be granted if it were shown that a change in the parity is necessary to correct a
fundamental disequilibrium, In most instances in which a currency is tied to the dollar
or sterling, the special relationship has been established becanse of the close ties of the
two countries in international commerce or {inance. If this is so, a change in the dollar
or sterling parity is likely to lead to a change for such a country in the demand for
exports to or imports from the United States or England. Obviously if such a change
in the dollar or sterling parity would have the effect of bringing about a disequilibrium
in a country’s international payments position, the Fund would undoubtedly permit a
country to make the correspending change for its own currency.

It should be noted that there is no provision in the Tund proposal for pooling or
transferring the permissible quotas of member countries. Undoubtedly, to some small
extent it is possible for member countries to use their quotas to support the currencies
of other countries. The Fund, however, could prevent any considerable use of its
resources for this purpose,

QuesTion 19

How will the range of permissible fluctuation in exchange rates, as fixed by the
Fund, compare with the old spread between gold points?

Rerry

There would appear to be three sets of limits on exchange rates to be considered in
connection with this question: {1} the gold import and gold export peoints; (2) the
highest and lowest points within which exchange rates established by the Fund may be
permitted to fluctuate; and {3) the Fund’s buying and selling rates for foreign exchange
in terms of local currency.

In the opinion of the technical experts of the United States it is on the whaole desirable
to have the range established by the Fund somewhat broader than the range of the
gold points. It is a moot question whether the Fund’s buying and selling rates should
be the same as the lower and upper limits of the range established by the Fund. There
are, however, some disadvantages in having the Fund’s buying and selling rates lie
within the range of fluctuations permitted by the Fund, and some advantages in having
the Fund’s buying and selling rates lie outside this range.

In general, it is our view that the range that the Fund would establish would be
somewhat greater than the traditional gold points that prevailed in the 1920's. A
broader range within which exchange rates could fluctuate might have some effect in
inducing member countries to use their independent resources of gold and foreign
exchange before resorting to the Fund. It would be in the general interest if member
countries would undertake to meet normal and moderate needs for additional exchange
by their nationals out of their heldings of gold and foreign exchange, while the
resources of the Fund would be reserved for occasions when member countries experi-
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ence a real need for supplementary resources to be used while working out the basic
adjustments in theic international position. The inducement to a country to use its
resources of gold and foreign exchange is further increased if the Fund’s buying and
selling rates for exchange lie outside the range of permitted fluctuations, as this would
directly penalize the monetary authorities of a member country for using the resources

of the Fund.

It is too much to hope that even a relatively broad range, say 2 percent, within
which member currencics might be permitted to fluctuate would provide sufficient
flexibility for adjusting a country’s intcrnational balance of payments through a move-
ment in exchange rates. There will, nevertheless, be scasonal or even small cyclical
pressures that can be considerably offset by a movement of exchange rates within such
a broad range prescribed by the Fund.

There is to this extent something to be said even on the economic side for broad-
ening the range of exchange rates prescribed by the Fund as compared with the old
spread between gold points. Qn the other hand, the permissible variations must not
introduce a risk of exchange fluctuations so considerable as to deter short-term financing
of international trade or long-term lending for investment. Neither should the per-
missible fluctuation encourage speculation of a character that would tend to weaken
the established siructure of exchange rates, or too easily introduce a disrupting influence
in the money and exchange markets.

The range prescribed by the Fund should for administrative reasons be greater than
the spread between the gold points. In the post-war period, it is almost certain that
under any circumstances the spread between the gold points will be considerably
greater than it was in the 1920°s. While [ower interest rates, the higher monetary value
of gold, and perhaps improved transport facilities will tend to narrow the gold points,
other factors, particularly the difference between the buying and selling prices for gold
in various countries, will tend to broaden the gold points.

In the 1920's there was in fact no difference between the buying and selling prices
for gold in the United States and a difference of less than 1/6 of 1 percent in the
United Kingdom, Differences between the buying and selling prices of gold were an
insignificant factor in determining the dollar-sterling gold points in the 1920's. Now,
under the Gold Reserve Act of 1934 there is a charge of 1/4 percent for buying or
seiling gold. If this difference of 1/2 percent were to be adopted by the United
Kingdom, there would be a spread of approximately 1 percent between the exchange
rate equivalents for gold in New York and London. Probably another 3/5 of 1 percent
shouid be allowed for actual costs of moving gold in both directions. Under these
conditions, the spread between the pold points would be 1.6 percent.

It would seem, thercfore, that if the range of fluctuations in exchange rates per-
mitted by the Fund is to be somewhat greater than the spread between the gold points,
the Fund’s range will have to be wvery close to 2 percent. This would seem to be
sufficient inducement to a country to utilize its own gold and exchange resources rather
than to draw upon the resources of the Fund to meet normal and moderate needs for
foreign exchange. As already stated, a further penalty would e placed upon a country
using the Fund’s resources if the Fund’s buying and selling rates for exchange were
outside the range of permitted fluctuations.

In this connection, it should be noted that the range of exchange rates permitted by
the Fund has been compared with the normal gold points that might be expected in the
post-war period. Some countries may have so large a difference between the official
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buying and selling prices for gold that their gold points might in fact lie outside any
broad but reasonable range the Fund might be expected to establish. In such cases
the Fund might recommend that the member country narrow the spread between its
buying and selling prices for gold.

There is another point of some interest that may be mentioned. In general, the
spread between the gold peints is a function of the distance between the twa exchange
markets under consideration. In the 1920's, the spread between the gold points was
much narrower between: New York and Montreal than between New York and Bombay.
It may be desirable to standardize the range established by the Fund in order to give
all member countries whatever advantage there may be in a broad range within which
exchange rates may be permitted to fluctuate.

Because of the importance of these unsettled questions and the difference of opinion
on the technical merits of alternative policies, it was considered best not to include in
our tentative proposal any specific provisions on such technical matters until agreement
has been reached on these questions. There is no doubt that decisions on such tech-
nical guestions can be worked ocut to the satisfaction of member countries.

(QuesTion 20

Would differential rates of exchange for different classes of imports and exports
{(visible and invisible) be permitted by the Fund?

Repry

Differential rates of exchange would come under the provision of the Joint Statement
which deals with multiple currency practices. This provision, [X-3, is based on a view
that the use of such methods should not be encouraged because they may so easily
become the means for discrimination in trade relationships and because they usually

involve control of the exchanges so complete as to offer a strong temptation to restrict
transactions on current account.

According to provision 1X-3 member countries agree not to engage in multiple
currency practices without the approval of the Fund. Undoubtedly such approval would
not be given in the case of multiple currency practices which in the judgment of the
Fund do retard international trade and the flow of productive capital.

Where a country has centralized the cxchange dealings of its nationals for purposes
of supervision, differential rates on imports may provide a convenient substitute for
customs duties. At the time the exchange authorities make foreign exchange available
to importers it is very simple for them to collect what are in effect import duties.
Insofar as various classes of imports are distinguished and different exchange rates are
assigned to them, the same result is produced as by an ad valorem tariff with different
rates of duty on the various classes of merchandise. Differential rates that are not the
same for all currencies are obviously discriminatory. Of course, if the exchange rates
for some classes of imports are extremely low (say, lower than the exchange rates for
some classes of exports) there may in fact be a subsidy for some imports. Obviously,
differential exchange rates for imports may easily lead to restriction of international
trade.

Differential rates of exchange for exports act as a subsidy for some exports and an
export duty on others. This may create important although disguised discrimination
among the importing countries, especially where the differentials are not the same for
all currencies. On the whole, the case for differential rates of exchange for exports is
even weaker than for differential rates for imports.
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While differential rates have some administrative advantages in a country which has
centralized its foreign exchange dealings and which secures substantial revenues from
them, there are serious disadvantages and dangers inherent in their use. Comparability
of international values becomes much more tenuous where there are multiple exchange
rates. Also, differential rates can hardly be prevented from channelizing trade in a
fashion that results in intentional or unintentional discrimination ameng countries.
Differential exchange rates can become an instrument for the worst form of unfair com-
petition in international trade. There is also the risk that multiple currencies may again
be used, as Germany used them, to produce division and domination of weaker coun-
tries for political purpeses. On the whole, differential exchange rates open the way to
dangerous abuses, while offering few offsetting advantages that cannot be equally well
achieved in other ways,

For these reasons, it is provided that member couniries may not engage in muitiple
currency practices which in the judgment of the Fund restrict international transactions.
In countries where differential rates of exchange for different classes of imports and
exports are used, their continuances would require the approval of the Fund. It is
conceivable that the Fund would in some instances decide that multiple currencies are
being used by a member country in such a way that they do not conflict with the
purposes of the Fund. In other cases the Fund may permit adequate time for the
abandonment of the practice, in order to give member countries ample opportunity to
arrange for collection of revenue by other methods based on the foreign transactions
of their nationals.

There is, nevertheless, one category of invisible exports where a differential exchange
rate would seem to be within the purposes of the Fund. For social and politiral reasons
it may be desirable to attract tourists and students from other countries. A differential
rate of exchange for thesc purposes could very well be regarded by the Fund as an
appropriate means of encouraging friendly relations between countries, and in some
instances may be found to be an effective device for helping to correct disequilibrium
in a country’s balance of payments. [t would seem undesirable, therefore, not to allow
some flexibility in this matter. The Fund, of course, would have to give its approval
before such differential exchange rates were established.

Question 21

If a country has exhausted its rights of recourse to the Fund, does its undertaking
to maintain a stable rate of exchange lapse?

RerLy

The obligations of a country to other member countries and to the Fund are not
terminated when it has exhausted its permissible quota or for any other reason has no
further access to the resources of the Fund.

Specifically, a member country is obligated to prevent exchange transactions in its
market in currencies of other members at rates cutside the range prescribed by the Fund
by taking whatever appropriate measures are necessary for this purpose. Such measures
cannot, of course, include the practices opposed to the purposes of the fund and pre-
scribed in Section 1X of the Joint Statement. Obviously, one appropriate measure is
the use of the gold and foreign exchange resources of a country to support its currency.

A country cannot succeed indefinitely in maintaining a stable exchange rate by the
use of its own resources of gold and foreign exchange if the established rate does not
reflect approximately its international economic position. Where the disequilibrium in
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a country’s balance of payments is of a fundamental character, measures will ulti-
mately have to be taken to restore equilibrium either through an approved change in
the exchange rate or through other appropriate means,

When a country has reached the stage where its rights of recourse to the resources
of the Fund are exhausted the Fund may at its discretion waive the limitation on the
Fund’s holdings of that currency provided in 1T11-2(c} under conditions which safeguard
the interest of the Fund. The conditions which the Fund will normally impose on a
country which has exhausted its normal rights of recourse to the Fund will be the
adoption of measures by the member country which in the view of the Fund will restore
the necessary balance in the country’s position. Such measures might include alteration
of the exchange rate, control of capital movements, or in extreme cases direct measures
to limit the volume of imports.

It would be unfortunate if any member country should adopt the attitude that its
obligations to the Fund could be disregarded when it has exhausted its right to Further
use of the Fund. The provision of resources to Facilitate the maintenance of exchange
stability is only one aspect of the Fund's functions. The Fund must be regarded as an
agency with general responsibilities for international monetary cooperation. The duty
to take all possible measures to avoid unilateral exchange depreciation is not a qualified
duty.

Alteration of exchange rates can only be undertaken with the approval of the Fund,
except that a member country may change the established rate for its currency by not
more than 70 percent, provided the Fund is notified and consulted on the advisability
of the action. Both a member country and the Fund have a duty to cooperate in taking
measures to prevent an authorized depreciation in exchange rates.

QuEesTION 22

When a country’s currency becomes scarce, does that country’s obligation to keep
constant by “appropriate action™ its rate of exchange on the currencies of all other
countries remain unaffected?

RerLy

As indicated in the answer to the previous question, it is the view of the technical
experts of the United States that the obligation of 2 member country to prevent its
exchange rate from fluctuating beyond the range specified by the Fund cannot be
terminated without the consent of the Fund. The fact that a currency has becaome
scarce within the meaning of provision VI-1 is indicative of a demand for the currency
which, if not met or restricted, will tend to appreciate that currency. It is clearly the
intention of provision VI-1, if no additional supply is forthcoming, to restrict the
demand for the currency in some equitable manner, in order to prevent an appreciation
of the exchange rate,

Ag one of its obligations as a member of the Fund, each member country agrees not
to allow exchange rates in its market to fluctuate outside a prescribed range based on
the agreed parities of the currencies. This implies that a member country must under-
take by appropriate action to maintain exchange rates within the range cstablished
by the Fund. For a country with a favorable balance of payments, the obligation to
maintain exchange rates by appropriate action includes the acquisition of gold that is
offered for its currency to support the exchanges of the gold selling countries and to
prevent the appreciation of the currency of the country with a favorable balance of
payments,
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The acquisition of unlimited amounts of the currencies of any other countries cannot
reasonably be regarded as appropriate action within the meaning of the Fund proposal.
It is not intended that any provision of the Fund proposal shall make it mandatory for
any member country to acquire and to hold the currency of another member country.
Instead, it is the 'und as a cooperative enterprise which undertakes te acquire the
currencies of member countries in accordance with the provisions of the proposal.

When a country’s currency becomes scarce, the Fund itself takes steps either to
increase the supply or to restrict the demand. By apportioning the available supply, the
demand is directly restricted. In general, such action by the Fund would prevent an
appreciation of a scarce currency. Member countries are, after consultation with the
Fund, autherized to resirict freedom of exchange operations in currencies which have
been declared by the Fund to be scarce. In the countries where a scarce currency must
be rationed, the controls should be effective in restricting imports. It follows that the
exporters of the country whose currency is scarce will not, in fact, have foreign
exchange to offer for sale, and there will be no need For placing limitations on the sale
of foreign currencies by exporters. However, a member country could apply such
direct limitations with the approval of the Fund and in cooperation with other member
counlries.

For further discussion of the problem related to a scarce currency, see the answers
to questions 30 and 31,

PART FOUR [BIS]: OPERATIONS OF THE fUND

QuesTion 23

Will the International Monetary Fund sell foreign exchange to a member country
to support its rate of exchange if that rate is not in accord with the country’s inter-
national economic posifion?

RerLy

While it is 4 major purpose of the Fund to help stabilize exchange rates, the Fund
cannot and should not undertake to provide foreign exchange to prolong a basically
unbalanced position. Numerous provisions of the Fund proposal are intended to provide
safeguards against the use of the Fund’s resources to support an exchange rate not in
accord with a member country’s international economic position.

When initial rates of exchange are determined, the rate established for a currency
must, in the judgment of the Fund, be appropriate. Until the Fund has given its
approval to an initial rate of exchange, no operations may be undertaken by the Fund
in such a currency. Even after the initial rate of exchange has been fixed with its
approval, the Fund is not required to sell exchange to a member country if that country
is using the resources of the Fund in a manner contrary to the purposes and policies of
the Fund. One of the fundamental purposes of the Fund as stated in provision 1-3
is to enable members to correct maladjustments in their balances of payments by
making the Fund’s resources available to them with adequate safeguards. The Fund
is not required therefore to sell exchange to a member country to suppert an un-
balanced position.

When a member country is using the resources of the Fund in a manner that clearly
has the effect of preventing or unduly delaying the establishment of a sound balance
in its international accounts, the Fund, after notice, may suspend the member country
from making further use of the Fund’s resources on the grounds that it is using them
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in a manner contrary to the purposes and policies of the Fund. The Fund is, however,
required to present to such country a report setting forth the reasons for that country’s
being suspended from the privilege of purchasing foreign exchange from the Fund and
the Fund must allow a suitable time for reply before notice of actual suspension is
given. The Fund in its report to the member country will undoubtedly stipulate certain
conditions whereby the member country can aveid suspension of the right to draw on
the resources of the Fund. 1f in its reply to the Yund, the member country agrees lo the
vonditions stipulated by the Fund, notice of suspension of the privilege of purchasing
foreign exchange from the Fund would not be given.

The I'und is also expected to limit its sales of foreign exchange to member countries
that use the resources of the Fund at an unwarranted rate. In general, the presumption
is that a country that purchases foreign exchange for local currency at an annual rate
in excess of 25 percent of its quota is making unwarranted use of the Fund and except
under special circumstances members will not be permitted to purchase foreign
exchange from the Fund at an annual rate in excess of 25 percent of their guotas
provided the Fund’s total holdings of their currency are not below 75 percent of their
guota, Such use of the Fund is an indication of an unbalanced position that should be
corrected.

A limitation on the Fund’s holdings of the local currency of a member country is
established for each country because it is regarded as desirable to have an objective
indication of a limit to the Fund’s acguisition of local currency to help a country to
support its exchange rate. There is implicit in this pravision the view that when the
Fund’s holdings have reached 200 percent of the quota, it is generally an indication
that there is a fundamental disequilibrium in a counlry’s international position that
calls for remedial action. While the Fund may sell additional foreign exchange to such
a country, the sale requires specific approval and can be made only il satisfactory
measures are being or will be taken to correct the disequilibrium, or if it is believed
that the disequilibrium is temporary and the excess holdings of the Fund can be
disposed of within a reasonable time.

It cannot be emphasized too frequently that the Fund is not designed simply to sell
foreign exchange needed by member countries to meet their adverse balances on inter-
national account. The resources of the Fund may properly be used to help a country
through a period of temporary disequilibrium. The resources of the Fund are available
to member countries under adequate safeguards to help them maintain stability of
their currencies, while giving them time to correct maladjustments in their balance of
payments without resorting to extreme measures destructive of international prosperity.
A Fund operating successfully should be influential in inducing member countries to
adopt policies making for an orderly return to equilibrium.

QuEsTION 24

Does the Fund provide facilities for multilateral clearing to a country which has its
overall international payments on current account in balance but has an adverse
balance of payments on current account with some countries?

Rerry

According to the present provisions of the Joint Statement on the Fund proposal there
can be no doubt that in almost all circumstances a member country will be able to use
freely the proceeds of its transactions in one country for the settlement of balances
due on current account in another country.
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Let us suppose that England has a favorable balance with France and an adverse
balance of egual amount with the Netherlands. France and the Netherlands are in
equilibrium with each other, and so is each of the three countries with all countries
other than the three. This situation may manifest itself in an accumulation of francs
by England and a need by Cngland for guilders. It might be possible for England to
offer all or part of its accumulated holdings of francs for sale in the exchange market
and secure payments in guilders.

Assuming, however, that there is no franc-guilder market, it would then be necessary
for England to offer the francs for sale to France. Under provision IIl-5, France is
obligated to buy francs from England with sterling or with gold, if such francs werc
acquired by Ingland from current transactions with rance, and if France has access
to sterling in the Fund. France might have to apply to the Fund for sterling for the
purpose. If the Fund supplied sterling, the Fund’s holdings of sterling would be reduced
by the amount made available for the purpose.

If the Fund’s holdings of sterling are not outside the limits specified in the proposal
{which is unlikely in view of the Fact that the Tund’s holdings of sterling would have
been reduced by support of the franc), and if England is not making unwarranted
use of the Fund’s resources (which is unlikely in view of the fact that there is no net
change in the Fund’s holdings of sterling), the Fund could under the provisions of
the proposal make available the necessary guilders.

Under provision II1-2 of the Joint Statement on the Fund proposal the Fund is
permitied to sell foreign exchange to a member country so long as the currency
demanded is presently needed for making payments in that currency which are
consistent with the purposes and policies of the Fund and so long as the member
country is not making unwarranted use of the Fund’s resources. I is not necessary
for 2 member country to have an over-all adverse balance of payments to obtain a
particular member’s currency which that country needs to correct a temporary malad-
justment in her balance of payments with another member.

QuesTION 25

Would it be possible for the Fund to provide the foreign exchange needed to main-
tain stability of the currency of a member country if the deficit giving rise to this need
for foreign exchange is in the balance of payments with a third country?

Repry

The resources of the T'und are intended to be used to aid member countries in
meeting adverse balances of payments predominantly on current account. The Fund
is not intended to enter the exchange markets or to provide the means for carrying out
arbitrage transactions,

Undar the provisions of the Joint Statement the Fund cannot use the currency of
ene country to help maintain stability of the exchange of arother country if the deficit
giving rise to the pressure on the exchange is with a third country. Concretely, if
Canada has 3 favorable balance of pavments on current account with England, the
Fund cannot use U.S. dollars for the purpose of enabling England to meet payments
in Canada.

If England has an adverse balance on current account with Canada, the Fund can
sell Canadian dollars to England for sterling in order to enable England to settle this
balance. If the Fund’s holdings of Canadian dollars are inadequate, it may use gold to
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purchase Canadian dollars. The Fund is not authorized to use any member currency
for the purpose of acquiring another.

No hardship is inflicted on Canada because of this regulation. Under provision III-5
of the Joint Statement, Canada can require England to purchase the sterling acquired
from current transactions, payment to be made either in Canadian dollars or in gold.
If England may acquire Canadian dollars from the Fund (Canadian dollars not being
a scarce currency and England not being suspended from making use of the Fund's
resources), England is obligated to purchase such sterling from Canada. The reduction
in the Fund’s holdings of Canadian dollars would increase correspondingly Canada’s
ability to purchase foreign exchange from the Fund within the terms of the Joint
Statement.

No doubt, there would be some advantages if the Fund could use any of its resources
to aid any member country in meeting adverse balances on current account. If all
member currencies were freely convertible into gold, such restrictions might be safely
dropped. It is not feasible, however, to permit the free use of some currencies (say,
U5, dollars) for meeting an adverse balance of pavments with any country, while
restricting the use of another currency exclusively for meeting adverse balances with
that country.

QUuEsTION 26

Would member countries exporting capital be permitted to purchase foreign exchange
from the Fund?

Rervy

If a member country is in present need of the currency of another member country
for making payments in that currency in order to correct a maladjustment in its balance
of payments toward which capital exports are contributing only in small part, the Fund
would undoubtedly permit its resources to be utilized by the member. Provision V-1
prevents a member country from using the resources of the Fund to meet a large or
sustained outflow of capital, and gives the Fund power to require a member to exercise
controls to prevent such use of the resources of the Fund. This provision is not intended
however to prevent the use of the Fund’s rescurces for capital transactions of a
reasonable amount required in the ordinary course of trade, banking, or other business.
Nor is it intended to prevent capital movements which are met out of a member
country’s own resources of gold and foreign exchange, provided such capital movements
are in accordance with the purposes of the Fund. A capital export for the purpose of
expanding exports does not in fact represent a net loss of exchange resources of the
amount involved, since the expansion of exports tends to provide a favorable current
balance of approximately the same amount. Capital exports for this purpose are
therefore permitted, even when a country is making some use of the Fund.

In genera] it would appear to be more desirable for the Fund to provide a member
country with some resources to help maintain exchange stability than to require the
imposition of a system of exchange control merely to prevent the export of a
moderate amount of capital. The Fund can safely take this position so long as its
holdings of the local currency in question are not excessive. But the Fund cannot
allow its resources of other currencies to be seriously depleted to facilitate the specu-
lative movement of funds; nor can it sanction the dissipation in this way of resources
of the Fund which should be reserved for the maintenance of international interchange
of goods and services. It is expected that as the Fund’s holdings of a member currency
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increase, the Fund will be less lenient with respect to the volume of capital exports
which that country will be permitted to have without being deprived of the use of the
resources of the Fund.

It is clear from the above provisions that it is not intended that the Tund should
ever rigidly exclude the utilization of its resources when a country has an export of
capital. It is recognized that there will be instances when permitting an export of
capital will not involve a net drain on the resources of the Fund and will be beneficial
from the point of view of the general international economic situation. Unrder such
circumstances, the Fund will want to allow its resources to be used in moderation
by a country exporting capital.

It may be of interest to consider the conditions under which the T'und might regard
the export of capital as in the general interest and as not in conflict with the primary
objectives of the Fund. In fact, an export of capital, even when some of the foreign
exchange s provided by the Fund, may reduce the net call on the Fund’s resources and
may give the Fund a more balanced distribution of its assets. For example, one
member country may export capital to another member country which has an adverse
balance on current account and may wish to purchase from the Fund part of the
exchange needed for this purpose. Such a capital export may reduce correspondingly
the need of the second country to call upon the T'und for exchange with which to mest
its adverse balanre on current account. The net amount of exchange sold by the
Fund under such conditions would be less because it facilitated the capital export.
Further, if this capital export s from a country whose currency the Fund helds in o2
moderatn amount Lo a country whose currency the Fund holds in an exc

e smount,
the distribution of *he Fund’s aszets would become mare balanced, and = aalt of
the transaction the Fund would be in o better position to serve all member countries.

oo
I

Apart from such general conditions, the Fund might be more favorably dicposed
toward permilting certain types of capital fransfer then toward permitting others. The
repayment of a short-term credit s, in a sense, o capital muvement. However, I the
credit was accuired to finance trade, 1 may have served when made to cbyviate a
correspending use of the Fund, and the Fund would ordinarily provide exchange for the
repayment of sush a credit, The meeting of normal sinking fund installmenis on a
debt Is usually regasded as a capital movement. Nevertheless, if such sinking fund pay-
ments are not large relative io the Fund’'s holdings of the currency of & member
country, the Fund would ordinarily provide foreign exchange to facilitate a vapital
export by a vountry with 2 maturing obligation which cannot he fully met at once but
whichk ifs balance of payments could absorb within two or three vears,

In considering the probable attitude of the Fuad toward the sale of foreign exchange
to facilitate a transfer of capital, it should be borne in mind that the provisions of the
Fund proposal are designed to give effect to the general principle that the Tund’s
resources should be used primarily for settling international balances on current
account., However, sufficient flexibility is provided so that the resources of the Fund can
be used for mecting a capital export where it is deemed to be generally desirable. There
is no reason to believe that a country making payments of a capital nature will he
debarred entirely from recourse to the TI'und urless and until the Tund has given
sufficient notice to the member country that such payments are not in the general
interest.

It is important for the Fund to build up in the course of its cperations accurate
stalistics an international payments of all types, as it casily ran do under its authority
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to require full reports from member countries. In the period before these records are
available, however, completely accurate tecords of a country’s capital inflow or outflow
are not essential to the proper execution of the palicy outlined above. The Fund will
be concerned only with large movements, not with Hows that arc small relative to a
country’s volume of international transactions. Large non-recurring capital flows-. like
a large redemption operation, or defaulted loan settlement--would be known to the
Fund, while recurring net outflows of significant size would be difficult to obscure. It is
not necessary to know precisely the amount of net outflow; it is enough to be able to
ascertain whether the net outflow is significantly large or not. It would be desirable,
of course, for member countries to arrange to receive regular reports on capital move-
ments into and out of their countries, and to make such data available to the Fund.

An extended discussion of the control of capital movements will be found in the
answers to questions 33 and 34.

Quesrion 27

What provision is made to permit a countey with abnormally low holdings of foreign
currencies and gold to accumulate such resources while a member of the Fund?

Rervy

Provision 11I-7-¢ requires each member country to offer to sell to the Fund one-half
of the gold and goid-convertible exchange it acquires in excess of its official holdings
at the time it became a member of the Fund so long as this does not reduce the
Fund’s holdings of the member’s currency below 75 percent of its quota. However,
no country need sell gold or gold-convertible exchange under this provision unless
its official holdings are in excess of its quota.

The significance of this provision can best be brought out by an explanation of its
purpose.

1. Some member countries may be tempted to use the resources of the Fund to
build up independent holdings of gold and foreign exchange. The Fund is nol devised
to facilitate the accomplishment of such a purpose. On the contrary, the Fund’s
resources are intended only for needs arising from an adverse balance of payments
predominantly on current account.

Although the Fund wonld not sell foreign exchange for local currency to permit a
member country to acquire additional balances of gold or foreign exchange, some
provision is necessary to prevent the Fund from being used indirectly for such a
purpose. Without such provision, a member country could resort to the Fund when
it has a temporary adverse balance of payments, and keep any increment of gold or
foreign exchange which it may acquire when it has a favorable balance of payments.

With provisions [II-7-b and [II-7-¢c, 2 member country cannot build up excessive
gold and foreign exchange balances while at the same time drawing upon the resources
of the Fund. A member country must pay with gold for one-half its net purchases of
foreign cxchange from the Fund, provided its gold and gold-convertible exchange
holdings exceed its quota; and it must offer to sell to the Fund for its local currency one-
half of the gold and gold-convertible exchange it may acquire in excess of its official
holdings at the time it became a member of the Fund (provided its official holdings
exceed its guota).

2. The Fund proposal does not generally specify a definite time compelling the
repurchase of local currency which has been acquired by the Fund from the sale of
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foreign exchange to a member country. Presumably when the Fund sells foreign
exchange in excess of the amounts normally permitted under provision IlI-2-¢, there
would be an understanding that the Fund’s holdings of local currency would be brought
within appropriate limits in some specified period. Similarly, when the Fund sets
conditions upon additional sales of foreign exchange to a country in accordance with
provision I1l-2-d one condition could be that a reduction in the Fund’s holdings of
local currency be effected in some specified period.

The great bulk of the exchange transactions of the Fund with member countries will
not require specific approval, as the Fund’s holdings of the currencies of member coun-
tries will in general not exceed the prescribed limits. The Fund would not in such
instances prescribe conditions for the repurchase of local currencies, although the
penalty provisions will be a strong inducement to repurchase local currencies from the
Fund. It is necessary, however, that some obligation should rest on member countries
utilizing the resources of the Fund Lo repurchase their own currencies. Qtherwise, the
Fund’s resources would tend to become unbalanced in the form of unnecessarily large
holdings of some local currencies, Provision I1I-7-c is in fact a method of requiring the
repurchase of local currency by member countries as their balances of payments become
favorable and as they acquire additional gold and gold-convertible exchange.

3. The Fund starts with resources of {ocal currencies and gold. In general, resources
of this character should be adequate for the operations of the Fund. With its local
currency resources the Fund may meet any moderate calls for any currency; and with
its gold holdings the Fund can supplement its local currencies and meet very large calls
for any new currencies. Nevertheless, it would be desirable to strengthen the Fund
by gradually converting its local currency holdings into gold. Provision II-7 makes
this possible.

For the world as a whole, the balance of payments, as ordinarily defined, is always
active to the extent of the annual increment in gold reserves resulting from the produc-
tion and disteibution of newly-mined gold (perhaps modified for changes in private
hoards of gold). The normal balance of payments for a country should tend to provide
for an expansion in its holdings of gold and gold-convertible exchange. There is no
good reason why part of the increment in gold and gold-convertible exchange should
not be used by member countries to repurchase from the Fund its holdings of their
local currencies. It is in the interest of all member countries that the strength and
liquidity of the Fund be increased by the gradual replacement of local currencies with
gold, particularly as such replacement would not involve any reduction in the reserves
of member countries.

it should be emphasized that no hardship is incurred by a member country in
offering to sell to the Fund part of its increment of gold and gold-convertible exchange.
The member country offering the resources for sale is under no obligation to accept any
currenvy other than its own. To the extent that 2 member country reduces the Fund's
holdings of its local currency, it increases its right to acquire foreign exchange from the
Fund with its local currency. In view of the general advantages that would be conferred
by a strong and liquid Fund, the right to acquire foreign exchange from a Fund ade-
quately supplied with gold is not inferior to the actual holding of gold and foreign
exchange (except, of course, in the acquisition of scarce currencies).

These provisions by no means indicate a pelicy of discouraging the maintenance
of independent monetary reserves. It is, on the contrary, the view of the technical
experts of the United States that it is desirable for member countries to build up
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adeguate holdings of gold and foreign exchange. For this reason a reduced subscription
in the form of gold may be made by countries with small or moderate holdings, since
the obligatory geld subscription of a member country is 25 percent of its quota or
10 percent of its holdings of gold and gold-convertible exchange whichever is smaller,
To take account of the greater need of countries which have been occupied by the
enemy, a further reduction in the subscriplion of gold might be permitted for such
countries, It is the recommendation of the US. technical experts that the countries
whose home areas have suffered substantial damage from enemy action or accupation
during the present war, should be permitted to reduce their obligatory gold subscrip-
tions to 75 percent of the amount they would otherwise pay.

In addition, a country with gold and gold-convertible exchange holdings less than
its quota need not use gold in paying for exchange purchased from the Fund. In
countries in which working balances, other than official balances, are at a very low
level at the time of adherence to the Fund, these private working balances may be
built up (but not excessively) without any obligation to offer to sell such increments
of gold and gold-convertible exchange to the Fund,

The requirement to offer to sell to the Fund gold and gold-convertible exchange
acquired by 2 member country is also subject to qualifications designed to permit a
country to accumulate some holdings of geld and geld-convertible exchange. The
provision applies only to gold and gold-convertible exchange acquired by a member
country in excess of its official holdings at the time it became a member of the Fund,
and no country need offer to sell gold or gold-convertible exchange under this pro-
vision unless its official holdings are in excess of its quota. Furthermore, only one-half
of the increase in gold and gold-convertible exchange holdings must be offered to the
Fund. Finally, a member country is not required to sell additional gold to the Fund after
the Fund's holdings of its local currency are below 75 percent of its quota.

Question 28

When does newly-mined gold become subject to the provision that member countries
must under certain conditions offer for sale to the Fund half of the increase in their
official holdings of gold?

Rerry

The provision that the Fund may require up to half of the increase in a member's
holdings of gold and gold-convertible exchange to be used to repurchase part of the
Fund’s holdings of its currency applies only to the increase in official holdings of gold
or gold-convertible exchange. Newly-mined gold held by the producers or by bullion
dealers awaiting sale is not to be regarded as part of the official holdings of a country.

It is conceivable that newly-mined gold will regularly be offered for sale to the
monetary authorities of a country scon after its production. It then becomes subject
to the obligations of L1I-7-c. It should be noted that the Fund may require a member
country to sell half of its increase in gold and gold-convertible exchange only at the
end of the Fund’s financial year, so that a gold producing country in which newly-
mined gold is sold to the monetary authorities will only need to offer for sale to the
Fund one-half of the net increment in its gold holdings as represented by its holdings
at the end of the Fund’s financial year.

Ag a matter of administrative convenience the Fund would probably provide some
period during which newly-mined gold would be deemed not to have entered into the
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official holdings. This might be necessary in order to avoid innumerable minor adjust-
ments. In some countries, Treasury or Mint agencies temporarily include in their
holdings newly-mined gold delivered to them for assaying and refining or for safe-
keeping. To avoid hardship, holdings of such a character should be excluded by
establishing a period during which such holdings are deemed not to have entered inta
the official holdings,

It may be pointed out again that a country holding newly-mined gold awaiting
distribution does not suffer any hardship (the scarce currency problem aside) if half
of the increment of such gold is offered to the Fund for its local currency. To the
extent that the gold was held to acquire foreign exchange, the capacity of the country
to acquire such exchange is not impaired by sale of half of the increment of gold to
the Fund for local currency. The member country can acquire foreign exchange to the
full value of the gold held for the purpose by purchasing needed foreign exchange
from the Fund, payment to be made half in gold and half in local currency.

Question 29

In computing the increment of gold and gold-convertible exchange that member
countries must offer for sale to the Fund is any allowance made for increased foreign
liabilities?

Repry

In computing the amount of gold and gold convertible exchange that must be offcred
for sale to the Fund under this provision, no explicit allowance is made for increased
liabilities to foreigners. It should be noted, however, that it is only half the increase
in official holdings that must be offered for sale to the Fund. The intention is not to
restrict the acquisition of such resources when they are needed by commercial banks
and other nationals as working balances for international transactions. It is desirable,
however, to avoid the accumulation of excessive holdings in this form by countries
utilizing the resources of the Fund. In the event that the commercial banks and
nationals of a member country using the resources of the Fund are accumulating gold
or gold-convertible exchange in excessive amounts the Fund might consider bringing
to the attention of the monetary authorities of the country concerned, the undesirability
of utilizing the resources of the Fund while excessive balances of foreign exchange are
held by its nationals. Undoubtedly, in determining whether such holdings are excessive,
consideration would be given to the foreign liabilities of commercial banks and other
nationals.

No explicit allowance is made for offsetting the official holdings of Treasuries and
central banks with their foreign liabilities. If it is regarded as desirable to make some
allowance for such liabilities against coficial holdings of gold and Fforeign exchange,
consideration can be given to the manner in which this may be most appropriately
done, Provision for such offsets, if regarded as desirable, could be made in the oper-
ating regulations that are adopted to implement 111-7.

PART FIVE: POLICIES OF THE FUND

Question 30

What kind of action is it contemplated that the International Monetary Fund would
recommend to a country whose currency Is in scarce supply?
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Rirey

The Joint Statement provides that when the Fund’s holdings of the currency of a
member country become excessively small in relation to prospective acguisitions and
needs for that currency, the Fund is required to render a report embodying an analysis
of the causes of the depletion of the Fund’s holdings and recommending measures
designed to increase the Fund's holdings of that currency (VI-1).

The specific recommendations which the Fund might make to a member country
whose currency is in scarce supply would be formulated in accordance with the nature
of the existing disequilibrium in the balance of payments position of that country and
the forces responsible for its development. It would be desirable to have a special
committee appointed to study the problem and to draft a report on the recommenda-
tions to be made. It would also be desirable for the Board member of the country
whose currency is declared scarce to be a member of the Fund committee appointed
to draft the report.

Ne limitation on the scope of such recommendations is provided in the Fund pro-
posal. It would, however, be necessary for the Fund to give full consideration to the
effects of its recommendation on the internal economy of the member country to whom
the recommendations are made as well as to any constitutional or other legal limitations

which might make difficult or impossible positive action on some of the recommenda-
tions under consideration,

It may be assumed that such obvious measures as the control of capital movements
have already been taken to case the strain on the exchange position of member coun-
tries and the Fund with relation to the scarce currency. In the event that the dis-
equilibrium in the balance of the payments position of a member country was the
result of an inflow of capital and not the result of persistent forces operating on current
account items, the Fund would undoubtedly make recommendations which look toward
a reversal of this flow. The control of capital inflow is not, however, the primary
responsibility of the member country experiencing such inflows. If capital movements
are responsible for a serious drain on the Fund's supply of that currency, the member
countries exporting capital to the country whose currency is in short supply could be
required by the Fund to take the initiative in restricting such exports.

The Fund may propose to a member country whose currency is in scarce supply
that it lend currency teo the Fund, Such an additional supply would provide the member
countries with the additional time needed to work out a more satisfactory balance in
international payments with the country whose currency is scarce. No member country
is under any obligation to make any loan to the Fund. If a loan is made, the terms and
conditions of the loan would be agreed between the member country and the Fund.

This question regarding the Fund’s recommendations i{s not primarily concerned with
these intermediate measures but with corrective measures. It is impossible at this point
to state specifically what the Fund would recommend in any given situation, since each
case would be a problem of its own, involving a large number of variables, and con-
cerning which intensive study would be necessary. If, for example, the disequilibrium
stems from an excess of exports over imports which is not likely to correct itself in a
reasonable period of time, the Fund might recommend measures for an expansion of
imports and a reduction of artificial stimulants to exports if any are operating.
Specifically, appropriate recommendations for increasing imports might include a
reduction of tariff rates and the encouragement of tourist travel abroad, We believe it
would be contrary to the best interests of the members of the Fund to recommend a
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reduction of exports; but it might be guite proper to recommend that naiions eliminate
subsidies on exports provided such elimination would make a significant contribution
o the adjustment.

When a country shows a persistently favorable balance of payments on current
account, it may be that the most appropriate and the most effective means of restoring
a balance in its international accounts would be an expansion in its foreign investments.
[f there are Factors prevalent in the country discouraging the flow of private investment
to foreign countries, the report might well recommend their correction. The Fund might
even recommend measures designed to promote repatriation of foreign funds.

In general, there is little reason to expect that it will be necessary to recommend
measures designed to encourage domestic expansion in the country whose currency is
scarce. Nevertheless, if such recommendations are needed, they should be made,
including recommendations on credit policy, investment policy, and other measures
which have a bearing on the level of economic activity and employment within a
member country. It is quite possible that the rise in production has been greater than
the rise in wage tates, efficlency rates of remuneration have fallen, and that an upward
adjustment should be encouraged.

In extreme cases it may also be desirable to recommend a change in exchange rates
for the country whose currency is scarce. An upward change in the foreign exchange
value of a currency, however, shonld be considered only if other measures appear to
be inadequate, and only if such a step does not contribute to further deterioration in
the general international economic situation. 1t should he emphasized that what is
desired is not merely a reduction in a country’s exports, but, remedial action that will
correct its balance of pavments without generating deflationary forces at home and
abroad.

The recommendations of the Fund will unquestionably be given careful considera-
tion. lt is in the interesis of a country whase carrency is scarce to avoid the need by
the Fund to allot its holdings of suck a currency, and to take measures to obviate the
need for such action by the I'und. While the Fund itsell cannot correct the situation,
it provides a means for facilitaling the adoption of appropriate measures by the
cooperating member countries,

It should not be overlooked that a disequilibrium in the balance of pavments cannot
be manifested as a problem peculiar to one country. Whenever the supply of a member
country’s curreney Is scarce, this scarcity s likely to be accompanied by excessive
supplies of the currenvies of other countries, In such cases the responsibility for the
correction of the maladjustment s not o unilateral one. [t will be the duty of the Fund
to make 2 report not only to the couniry whnee currency is scarce but also 1o the
member countries who are exhausting o are using the resources of the Tund in a
manner which is not consistent with the prrposes of the Fund. The report should
provid: a comprechensive analvsiy of the causes of the scarcity and practical recom-
mendations for remedying the situation.

Qurstion 31
What is the purpose of requiring the I'und to apportion a scasce currency?
Rerry

As was pointed out in the answer to the previous guestion, the Fund will make
recommendations to a member country whose currency is in scarce supply, with a view
to correcting the conditions in its halance of pavments relations giving tise to the
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scarcity of its currency. It is in the interest of such a member country to carry out the
Fund’s recommendations since otherwise it will be faced with the alternative of
reducing its exports and making other undesirable adjustments,

It should be noted that the scarcity of an important currency is likely to be accom-
panied by an excess in the Fund’s holdings of the currencies of other member countries.
A disequilibrium in the balance of payments is of necessity not confined to one country;
and it is well to recognize that the responsibility for the scarcity of a currency in the
Fund need not be primarily that of the country whose currency becomes scarce. We
may presume the Fund will study the problem in all its aspects and will make appro-
priate recommendations to all interested countries.

There can be no assurance that the action of the Fund under VI-1 will always be
adequate to remedy the situation, The recomnmendations of the Fund should be given
the utmost consideration in the formulation of the monetary, economic, and commercial
policies of member countries. The Fund’s recommendations will have behind them the
enormous force of the werld’s opinion. Within each country there s certain to be
developed a growing recognition of the importance of efective cooperation with other
countries through the Fund and in other ways. Even though the Fund’s recommenda-
tions carry with them no element of compulsion, it will be difficult for any country
cognizant of its responsibility to disregard them.

It is to be hoped that the Fund will not find it necessary to utilize provision VI-2 on
the apportionment of scarce cutrencies. Ordinarily, the Fund will be able to borrow
enough of a scarce currency to meet the needs of member countries during the period
in which the recommendations made by the Fund take effect. Nevertheless, it is neces-
sary to establish the basis for the apportionment of a scarce currency if such action
should become essential for a limited time,

The fact that a currency has become scarce is evidence of a distortion in the pattern
of trade balances that must be corrected through fundamental adjustments. In the
meantime action may have to be taken to limit the demand for a scarce currency. The
apportionment of a scarce currency by the Fund and its rationing by the monetary
authorities of member countries are one means of promptly limiting the demand and
even of helping to correct the disturbances in the pattern of trade balances. In time,
the measures recommended by the Fund, if adopted by member countries, would
probably have the effect of establishing a more balanced international payments posi-
tion. Until these measures can be made effective, some direct control is necessary in
extreme cages.

The apportionment of scarce currencies by the Fund is probably the most certain
means of promptly directing excessive demand away from a member country with a
large and persistently favorable balance of payments to other member countries with
an unfavorable balance of payments. In a sense such action involves a type of direct
control and of bilateralism that should be avoided. It i{s importart, therefore, to bear
in mind that apportionment of a scarce currency is regarded as a temporary mcasure of
an emergency character. Under the direction of the Fund, this method of adjusting the
demand for a scarce currency to the available supply would be free from dangers of
discrimination. Ultimately, of course, it is expected that fundamental adjustments will
remove the need for apportioning a currency.

QuesTion 32

May a country to whom the Fund has granted an allocation of a scarce currency
restrict imports from the country whose currency has become scarce?
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RerLy

It is intended that when the Fund’s holdings of a currency become scarce steps will
first be taken to increase the supply of the scarce currency. Under provision VI-1,
the Fund is authorized to render a report to the member country embodying an analysis
of the causes of the depletion of the Fund's holdings of that currency and making
recommendations designed to increase the Fund’s holdings of that currency.

The recommendations are likely to be of two types. Some of the recommendations
will probably be designed to provide member countries and the Fund with additional
amounts of the scarce currency, through encouragement of foreign investment in
member countries and through loans or advances to the Fund. Other recommendations
will probably be designed to correct the fundamental maladjustment in the balance of
pavments position of the member countries. Tt is hoped, of course, that the recom-
mended measures will be effective.

Nevertheless, the Fund must take account of the possibility that whatever measures
are taken will not immediately alleviate the scarcity of a currency. Under such circum-
stances, with a continuing scarcity for a currency, the Fund must adopt measures on its
own account to assure the proper use of its limited holdings. Provision VI-2 provides
for the apportionment of a scarce currency.

The technical experts of the United States interpret this provision as applying only
to the Fund’s holdings of a scarce currency. Member countries would be free to use
the scarce currency accruing to them directly to meet their own needs, with the gualifi-
cation, of course, that half of the increases in their accumulaled holdings of gold and
gold-convertible exchange must be offered for sale to the Fund in accordance with
provision I1I-7. Similarly, member countries could utilize their holdings of gold and
foreign exchange to supplement the allocation of a scarce currency made to them by
the Fund.

The apportionment of a scarce currency by the Fund would take the form of allotting
to member countries an amount of scarce currency (to be paid for with local currency
and gold, as provided in I11-7), the Fund taking into consideration the special needs and
resources of member countries requesting an allotment. The actual distribution of
its allotment by any member country among its importers and other users of a scarce
currency would be a matter for the member country to decide.

Obviously, with a limited allotment of a scarce currency, some member countries
will find it necessary to restrict the demand of their nationals for such a currency. The
decision by the Fund to apportion a scarce currency is in effect an authorization to
member countries temporarily to restrict the freedom of exchange transactions in the
affected currency. Thus, their action would not be inconsistent with provision 1X-3
in which they undertake not to impose restrictions on current transactions except with
the Funds consent. In determining the manner of restricting the demand, and in
rationing the limited supply among its nationals, it is provided that the member
country shall have complete jurisdiction.

Question 33

Will the Fund require all member countries to prohibit or restrict the outflow of
capital?
RepLy

The purpose of the Fund is to provide, through stability of exchanges and through
cooperation in the maintenance of exchanges, the conditions necessary for the restora-
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tion and balanced growth of international trade. In accordance with this purpose, it is
not intended as a general policy to have the resources of the Fund used to finance
substantial outflows of capital from member countries.

The decades of the 20°s and the 30's showed that many countries could not withstand
the drains on their gold resources resulting from widespread conversion of local cur-
rency and flights of capital. QOut of this experience has come general recognition that
the gold and foreign exchange resources of a country should be reserved primarly for
the settlement of international balances on current account. In line with this view, the
general paolicy of the Fund should be to give countries access to the resources of the
Fund enly when such resources are needed to meet an adverse balance of payments
predominantly on curtent account.

Tt would be incorrect to assume that most capital exports are prohibited under the
I'und’s provisions or that the policy of the Fund with respect to capital exports reguires
the maintenance of exchange controls or exchange restrictions in all or even the
majority of cases. A careful examination of the Fund proposal will reveal that most
capital exports can probably take place freely, and only in a minority of cases will
exchange restrictions have to be imposed. The conditions under which capital exports
may take place freely are described in the following paragraph:

1. Capital exports of any tvpe can take place freely from countries with a favorable
balznce on current account,

[t is recognized that there will be many countries in need of foreign capital for
reconstruction and development after the war, and that there will be some countries
whuse international economic position will permit them to export capital. The provision
of capital under these conditions can contribute to the balanced prowth of inter-
national trade, Mast of the rapital exports of this type are likely to be from countries
with a c¢redit balance of pavments on current zccount, and serve to help maintain
monetary stability. Tt is one of the purposes of the Fund to facilitaie the resumption of
such international lending by restoring confidence in the greater stability of exchange
rates, and in the greater freedom from injurious restrictive exchange praciices,

The oaly limit on the free outflow of capital from a country experiencing 2 favorable
balarce on current account might be the case where a country has been previously
experiencing an unfavorable halance and bad s0ld the Fund more of its currency than
the Fund found it desirable o keep. In that event, the Fund might prefer to have the
country employ part of its fuvorable Lalance of payments to repurchase some of the
Fund’s holdings for its currency before or parl pu-

with the countrv’s undertaking
significant amounts of capital exports. In fact, provision HI-7 is intended to do iki

2. Some countries experiencing an oafavorable balanece of payments on current
acvount would regard with complete equanimity an cffiux of capital of any character,
because their holdings of pold and foreign exchange are ertirely odegrate o meet
all Lkely drains. Provision V specifically wtates that the limitation on capital exports
5 not irtended to prevent capital movements which are made out of member coun-
try’s awn gold and foreign exchargpe cosourves, provided such capital movernents are in
accordance with the purposes of the Fund, For example, the United States could permit
very substantial and continued capital exports for o long Sime even if its balonce of
peyments turned unfavorable on current account. There are doubtles: 2 rumber of
other countries which could permit capital exporty, under thewr circumstances, either

because the unfavorable balance of payments or current account is small relative to
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their foreign exchange resources, or the volume of capital outflow is small compared to
the unfavorable balance on current account.

3. Also, a country having an unfavorable balance of payments on current account
could freely permit foreign investments, or capital exports if at the same time it was
itself a recipient of capital inflow. It usually happens that a country is at the same
time both an importer of capital and an exporter of capital. Sometimes both inflow
and cutflow of capital may be long-term in character. For example, British firms may
be building branch plants in South America or Africa, at the same time that Americans
are investing in British securities, newly issued or held by residents of the United
Kingdom. In some instances, the capital may be predominantly of short term character
and the outflow predominantly long-term in character.

The significant drain of foreign exchange resources on capital account is the drain
on nef capital account, though it is also true that attention must be paid to the pre-
dominant character of the inflow or outflow. The movement of what may be classified
as short term capital has different significance in different countries and at different
periods. Nevertheless, it is not to be assumed that a country with an unfavorable
balance of payments on current account could not continue to purchase foreign
exchange from the Fund unless it curtailed its capital exports. A country could continue
indefinitely having large gross capital flows and small net Aows,

4. All countries could permit capital exports such as are reflected, even with a
moderate lag, wholly or chiefly in exports of goods or services. Tt has been a common
practice in the past, and there is no reason to expect that it will cease in the future,
for some foreign loans to be tied to exports in such a way that the granting of the loan
is accompanied sooner or later by a net export of goods and services almost of the
same magnitude as the loan. The Joint Statement specifically provides that the Fund’s
resources may be used for capital transactions of reasonable amount required for
expansion of exports or in the ordinary course of trade, banking or other business {V-1).

The mechanism of adjustment of international accounts does not always, or even
usually, operate smoothly or rapidly enough to translate a net export of capital to a net
Aow of guods and services (unless the foreign investment is “tied” to the export of
goods). But it would be an error to overlook the fact that the mechanism of adjustment
does operale to some extent. The rapidity of operation differs greatly with the countries
affected, the period, the magnitudes involved, the make-up of the international
accounts, the phase of the business cycle, and other factors.

Countries with limited foreign exchange resources making loans fo other countries
should be very reluctant to make loans in excess of the amount absolutely needed to
finance the additional exports effectuated directly or indirectly through the loan. The
borrowing countries should be equally reluctant to burden their balance of payments
unnecessarily by borrowing more for a particular project than is required to pay for the
imports necessary for that project, making due allowance for secondary effects of the
borrowing. Countries with inadequate Foreign exchange resources should rarely borrow
abroad merely for the purpose of domestic financing,

5. Finally, even where a country has an unfavorable balance of payments and inade-
quate foreign exchange resources, the Fund would not be disturbed by capital exports
from that country if the amount were small or if the Fund did not have large holdings
of that country’s currency, or if the capital exports were wporadic or of brief duratian.
Provision V-1 prohibits a member country from using the Fund’s resources to meet a
large or sustained outflow of capital. It is only when the capital exports are {a) net,
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(b} large, (¢) sustained, and (d) are motivated chiefly by the desire for speculative profit
that the Fund is likely to require a restriction of capital exports as a condition for
continued use of the Fund’s resources.

The flow of capital from cne country to another seeking political and economic
security, or speculative profit is frequently undesirable. Such flows are particularly
disturbing when they take place from countries with a debit balance of payments to
countries with a credit balance of payments on current account. Such flows serve to

disturb monetary stability, and it is not the purpose of the Fund to facilitate such
capital movements,

Until, however, the Fund considers a continuation of capital exparts of that character
and under these conditions to be injurious, no rtestrictive action over capital exports
need be taken by the country exporting capital. It is only when the Tund deems it
undesirable to continue to sell foreign exchange to the country in question, unless its
capital exports are curtailed, that the latter must seek ways of curtailing undesirable
forms of capital exports. In some cases, the country may be able to do without the
necessity of imposing exchange controls and restrictions. When it cannot do so, then
the country will have to restrict the flow of capital through the exercise of carefully
imposed exchange controls. The existence of the Fund should make resort to such
restrictions less urgent and less frequent.

A proper evaluation of this aspect of the Fund's powers can be made only against
alternative courses, Tt would be quite erroncous to assume that in the absence of the
Fund, countries could permit uncontrolled capital outflow of any character at all times.
Restriction of capital movements is, of course, not a novel practice. One needs only to
recall the history of the last 20 years to make clear that controls over capital move-
ments were adopted in a large number of countries even though no such institution as
a Fund existed.

It should be clear that under any circumstances the Fund does not of itself require
that any country impose contro} over capital exports unless and until the member
country wishes to purchase excessive amounts of foreign exchange from the Fund and
then only if they are regarded as in the general interest of the Fund and its members.

In summary, it is clear that the Fund does not expect a member country to use
exchange provided by the Fund exclusively for current account purposes. So long aw
the exchange purchased from the Fund is used to meel an adverse balance of pavments
predominantly on current account, the Fund would regard a member country as
fulfilling its obligations. No definite proof would he required that the resources of
the Fund are being used predominantly for current account. The Fund would expect
to utilize reports on the balance of payments and on capital movements. Although
such reports would not always be complete and accurate, they should be <uofficient
to reveal a substantial and continued outflow of capital. Only when the resources of
the Fund are used to finance capital movements of this character would the Fund
require a member country, as a condition for the sale of additional exchange, to restrict
the outflow of capital.

The regulatory devices a member country might use are discussed more fully in the
reply to the next question.

QuesTioN 34

What provision must be made by countries that are members of the Fund to control
capital movements if this should become necessary?
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RerLy

The Fund proposal provides for the control of capital movements by member coun-
tries in two ways.

First, member countries have the right to control capital exports when such control
is regarded by them as desirable. This right is subject to the limitation that a member
country may not use its control of capital movements to restrict payments for current
transactions or to delay the transfer of funds in settlement of commitments {V-2),

Second, under certain cenditions, discussed in the reply to the previous question, the
Fund itself may require that member countries control capital exports as a condition
for further use of the Fund’s resources (V-1). It may be presumed that member coun-
tries will take the necessary steps, including in some instances supervision of the
exchange market, to assure their capacity to fulfill the above obligations. The manner
in which member countries organize and control their exchange markets is not pre-
scribed by the Fund. It is a matter for each country to decide. Presumably, organization
and control would differ from country to country depending upon the nature of a
country’s exchange market, the state of its monetary reserves, its balance of payments
position, and the position of its currency in the Fund.

In some countries, particularly those not purchasing exchange from the Fund, no
elaborate system of government organization and control of the exchange market will
be necessary in order to assure fulfillment of their cooperative obligation to members
of the Fund.

As a minimum, each country would certainly set up a system for collecting informa-
tion on its balance of payments position and on capital movements. The receipt of
such information would be helpful to the proper functioning of the Fund. Even though
it never becomes necessary for a country to prevent a flight of capital, a country may
find it helpful to cooperate with other member countries in controlling capital move-
ments. Such cooperative measures might appropriately include a refusal to accept or
permit acquisition of deposits, securities, or investments by nationals of any member
country imposing restrictions on the export of capital except with the permission of
the government of that country and the Fund. Member countries might also undertake
to make available to the Fund or to the government of any member country information
on property, deposits, securities, and investments of the nationals of that member
country.

To supply this current information, most countries will have to have at all times an
adequate system of reporting capital movements. This is not to be confused with
exchange controls. They are quite different. The United States for many years has had
a reporting system for capital movements, but not until the outbreak of the war were
any testrictions imposed on the transfer of funds. The only countries that might find
it necessary to adopt exchange controls are those whose foreign exchange resources
do not permit a free and continued export of capital.

Apart from the arrangements for providing the Fund with data on capital move-
ments, there are no measures that must be taken by member countries in anticipation
of a possible need for controlling capital movements. Tt is a matter for each country
to decide whether, while imposing no restrictions on current transactions, it wishes to
establish or retain any administrative supervision over foreign exchange transactions.
The Fund does not require member countries either to contro! capital movements or
to supervise them, unless and until such member countries make considerable use of
the resources of the Fund.
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Some countries, foreseeing the need for control of capital movements, might require
prior notification on international transactions in order to keep close control of their
exchange position by scrutiny of international transactions. Such scrutiny of exchange
transactions would not be in conflict with the obligations of the member country
under provision IX-3 unless it were used in fact as a device to impose cxchange
restrictions on current international transactions in the guise of a control of the export
of capital. Since the imposition of restrictions on current international transactions
would be contrary to the obligations of a2 member country, it may be presumed that
the Fund would make representations to member countries if such scrutiny of exchange
transactions were used contrary to the purposes of the Fund (V-2).

Still other countries may find it desirable to set up a licensing system to assure an
effective control over capital movements. Thus a country might require that all foreign
exchange must be bought and sold through licensed dealers. No exchange need then
be sold unless the purchaser showed proof that the foreign exchange was needed for
the purchase of goods and services or the payment of interest and dividends or other
payments of a non-capital nature; and the delivery of foreign exchange receipts would
be required of exporters and other recipients of funds from abroad. Banks and other
institutions licensed to engage in foreign exchange operafions might not be permitted
to increase their foreign exchange holdings or holdings of other foreign assets beyond
an amount necessary to carry on their normal business operations. The government
might require that any additional amounts of foreign exchange acquired by banks and
by other licensed dealers be sold to the central bank or the exchange authority.

Iresumably in some countries effective contral could be assured only through an
official monopoly of exchange transactions. There is no provision in the Fund proposal
that would bar a country from instituting a2 monopoly of exchange transactions, pro-
vided that such techniques are not administered to restrict current international trans-
actions without the consent of the Fund. [t is not with administrative technigues but
with policies that the Tund is primarily concerned.

It is not contemplated that control of international capital transactons or of exchange
transactions generally will be exercised directly by the Fund. On the contrary, it is
expected that in many countries the usual channels for buying and selling exchange
will continue to be utilized. Within the provisions sct forth in the proposal, the Fund
will sell to member governments such foreign exchange as they may require to meet an
adverse balance of payments predominantly on current account. The manner of
channeling into the exchange market the foreign exchange sald by the Fund is a matter
for each member country to decide. While in the ordinary course of events the Fund
would not scrutinize exchange transactions, it may be eoxpected that the Fund may
require assurances in some instances that the exchange sold by the Fund is in Fact
intended to meet an adverse balance of pavments predominantly on current account
and not to meet a large or sustained outflow of capital. In the main, however, the
Fund’s decision would be based on information revealed by the balance of payments
of the country in question rather than by supervision over its foreign exchange
transactions.

Our conclusions with respect to the control of capital movements may be sum-
marized as follows:

1. All countries should have machinery far adequate reporting of capital movements
by type and totals with geographical breakdowns.
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2. A number of countries will find it necessary from time to time to maintain some
form of supervision over foreign exchange transactions.

3. Some of these countries will have to impose restrictions at one time or another
on the outward movement of certain types of capital.

4. The Fund itself will never exercise authority as an agency controlling exchange
transactions in any member country.

QuUESTION 35

What are the purposes of the provisions requiring more than a majority vote to
authorize action by the Fund?

Rerry

Thete are only two provisions in the Joint Statement requiring more than a majority
to authorize action by the Fund. In these cases, the requirement is for the purpose of
safeguarding the resources of the Fund or safeguarding the interests of member coun-
tries on matters affecting their national policies.

The ordinary business of the Fund would be undertaken by the management in
accordance with the provisions of the Fund and the regulations prescribed by the Board
of Directors. For the most important vperations of the Fund, no positive action by
the Beard is needed at all.

In those instances where approval of the Board is needed all ordinary operations of
the Fund require only a simple majority vote. The following important operations are
included in this category:

1. To permit the sale of exchange to a member country in excess of the limitations
prescribed in 111-2-¢ and determine the conditions for such sale.

2. To permit and determine the conditions for the sale of additional exchange where
a country is purchasing exchange at an annual rate in excess of 25 percent of its
quota {I11-2).

3. To report to a member country whose currency in the Fund is becoming scarce
{VI1).

4. To allocate among member countries available amounts of a scarce currency
(V1-2).

5. To propose to a member country that it lend its currency to the Fund (IlI-4).

To approve of any multiple currency arrangements and similar practices engaged
in by a member country (IX-3).

7. To suspend a country from making further use of the ¥und’'s resources on the
ground that it is using them in a manner contrary to the purposes and policies of

the Fund (I1I-2-d}.

8. To approve the initial par valiue of a member's currency fixed by that member
(IV-1).

9. To grant a request by a member country for a change in the par value of its
currency in accordance with provisions IV-3 and IV-4.

It would appear from the above that the Fund can unquestionably engage in all
transactions necessary for the ordinary conduct of its business without prior approval
or with the approval of only a majority of the member votes.

There are two matters of an extraordinary character involving the safeguarding of the
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resources of the Fund and of member countries and matters of the highest policy which
are reserved for decision by a larger than majority vote of the Board:

1. According to the present provisions of the Joint Statement changes in the quotas
require a four-fifths vote. It is the recommendation of the United States technical
experts that this provision be changed to read that changes in the quota formula
require a four-fifths vote (see question 8). The purpose of this requirement is to assure
member countries that having joined the Fund with assurance of their relative position
within the Fund, they will not be confronted with a change in the quota formula which
will seriously affect their status. This is the more important because many countries
will subscribe large resources to the Fund the use of which will depend in part upon
the relative position of countries within the Fund.

2. A uniferm change in the gold value of the member currencies can be made only
by a majority including the approval of every member country having 10 percent or
more of the votes. Because a uniform change in the price of gold can have far-reaching
effects, it is thought essential to require the unanimous approval of the countries with
the largest gold holdings and the greatest production of gold for such action.

It will be observed that the two actions of the Fund reguiring more than a majority
vote would only be necessary as a result of special circumstances and can in no way be
considered as a part of the ordinary operations of the Fund. [t is felt that on policy
questions of such far-reaching importance, a safeguard against hasty and wawarranted
action is needed in the form of a favorable vote larger than a majority.
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Articles of Agreement

The Final Act of the United Nations Monetary and Financial Conference held
at Bretton Woods from July 1 to July 22, 1944 included, inter alia, the Articles
of Agreement of the International Monetary Fund. These are reproduced below.
For comvenience, the list of Articles and Sections printed at the end of the
Articles in the Final Act has here been transferred to the beginming as a
Table of Contents.

Introductory Article

Articles of Agreement
of the
International Monetary Fund

(July 22, 1944)
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The Governments on whose behalf the present Agreement is signed agree as follows:

INTRODUCTORY ARTICLE

The International Monetary Fund is established and shall operate in accordance with
the following provisions;

ARTICLE I. PURPOSES

The purposes of the International Monetary Fund are:
{i) To promote international monetary cooperation through a permanent institution

which provides the machinery for consultation and collaboration on international
monetary problems.

(ii) To Ffacilitate the expansion and balanced growth of international trade, and to
contribute thereby to the promotion and maintenance of high levels of employ-
ment and real income and to the development of the productive resources of all
members as primary objectives of economic palicy.
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{iii) To promote exchange stability, to maintain orderly exchange arrangements among
members, and to avoid competitive exchange depreciation.

(iv) To assist in the establishment of a multilateral system of payments in respect of
current transactions between members and in the elimination of foreign exchange
restrictions which hamper the growth of world trade.

{(v) To give confidence to members by making the Fund’s resources available to them
under adequate safeguards, thus providing them with opportunity to correct mal-
adjustments in their balance of payments without resorting to measures destructive
of national or international prosperity.

{vi) In accordance with the above, to shorten the duration and lessen the degree of
disequilibrium in the international balances of payments of members.

The Fund shall be guided in all its decisions by the purposes set forth in this Article.

ARTICLE II. MEMBERSHIP

Secrion 1. Original members.-.-The original members of the Fund shall be those of
the countries represented at the United Nations Monetary and Financial Conference
whose governments accept membership before the date specified in Article XX, Sec-
tion 2 {e).

Sec. 2. Other members—Membership shall be open to the governments of other

countries at such times and in accordance with such terms as may be prescribed by
the Fund.

ARTICLE III. QUOTAS AND SUBSCRIPTIONS

Secrion 1. Quotas.—Each member shall be assigned a quota. The guotas of the
members represented at the United Nations Monetary and Financial Conference
which accept membership before the date specified in Article XX, Section 2 {¢), shall be
those set forth in Schedule A. The quotas of other members shall be determined by
the Fund,

Sec. 2. Adjustment of quotus.—The Fund shall at intervals of five years review, and
if it deems it appropriate propose an adjustment of, the quotas of the members. Tt
may also, if it thinks fit, consider at any other time the adjustment of any particular
quota at the request of the member concerned. A four-fifths majority of the total
voting power shall be required for any change in quotas and no quota shall be
changed without the consent of the member concerned.

Sxc. 3. Subscriptions: time, place, and form of payment.—(a) The subscription of
each member shall be equal to its quota and shall be paid in full to the Fund at the
appropriate depository on or before the date when the member becomes eligible under
Article XX, Section 4 {¢) or {d), to buy currencies from the Fund.

() Each member shall pay in gold, as a minimum, the smaller of
(i) twenty-five percent of its quota; or
(1i) ten percent of its net official holdings of gold and United States dollars as at the
date when the Fund notifies members under Article XX, Section 4 (a) that it will
shortly be in a position to begin exchange transactions.
Each member shall furnish to the Fund the data necessary to determine its net official
holdings of gold and United States dollars.
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(c} Each member shall pay the balance of its quota in its own currency.

(¢f) If the net official holdings of gold and United States dollars of any member as
at the date refereed to in (8} (iD) above ure not ascertainable because its territories have
been occupied by the enemy, the Fund skall fix an appropriate alternative date for
determining such heldings. If such date is later than that un which the country becomes
cligible under Article XX, Section 4 {c} or (d), to buy currencies from the Fund, the
Fund and the member shall agree on a provisional gold payment to be made under (&)
above, and the balance of the member's subscription shall be paid in the member’s
currency, subject to appropriate adjustment between the member and the Fund when
the net official holdings have been ascertained.

Sec. 4. Payments when quotas ave changed.-—{1) Each member which consents to an
increase in its quota shall, within thirty days after the date of its consent, pay to the
Fund twenty-five percent of the increase in gold and the balance in its own currency.
If, however, on the date when the membor consents to an increase, its monetary
reserves are less than its new quota, the Fund may reduce the proportion of the increase
to be paid in gold.

{) If a member consents to a reduction in its quota, the Fund shall, within thirty
days after the date of the consent, pay to the member an amount equal to the reduc-
tion. The payment shall be made in the member’s currency and in such amount of
gold as may be necessary to prevent reducing the Fund’s holdings of the currency
below seventy-five percent of the new quota.

Sec. 3. Substitution of securitics for cwrrency.  The Fund shall accept from any
member in place of any part of the member’s currency which in the judgment of the
Fund is nat needed for its operations, notes or similar obligations issued by the member
or the depositary designated by the member under Article XII, Section 2, which shall
be non negotiable, non-interest bearing and pavable at their par value on demand by
crediting the account of the T'und in the designated depository. This Section shall apply
nut only to curreney subseribed by members but also to any currency otherwise due to,
or acquired by, the Fund.

ARTICIE IV, PAR VALLUTES OF CURRENCIES

SecTion T, e

on af s oalies. fa) The par value of the currency of each
member shall be expressed in terms of pold 25 a common denominator or in terms of
the United Stater dollar of the weight and fneness in effect on July 1, 1944,

(L) All computations relating o currercies of members for the purpoese of applving
the provisions of this Apreement shall he or the basis of their par values,

See. 2. Gold purchivses based o par valies—-The Fund shall prescribe 2 margin
above and below par value for transactions in jold by members, and ro member shall
buy gold at 2 price above par value plus the preccribed margin, or sell gold at a price
below par value minus the prescribed margin,

Sec. 3. Toreign exchavge dealdivgs onr parify.--The maximum and the minimum
rates for exchange transactions between the currencies of members teking place within
their territories shall not differ from parity
(i) in the case of spot exchangr {ran.actions, by more than one percert; and
(i) in the case of ather exchanye transactions, by a margin which exceeds the margin

for spot exchange transactions by more than the Tund considers reasonable.
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Sec. 4. Obligations regarding exchange stability —(a) Tach member undertakes to
collaburate with the Fund to promote exchange stability, to maintain orderly exchange
arrangements with other members, and to avoid competitive exchange alterations.

{b) Each member undertakes, through appropriate measures consistent with this
Agreement, to permit within its territories exchange transactions between its currency
and the currencies of other members only within the limits prescribed under Section 3
of this Article. A member whose monetary authorities, for the settlement of inter-
national transactions, in fact freely buy and sell gold within the limits prescribed by
the Fund under Section 2 of this Article shall be deemed to be fulfilling this
undertaking.

Sre. 5. Changes in par values—(g) A member shall not propaose a change in the par
value of its currency except to correct a fundamental disequilibrium.

{b) A change in the par value of a member’s currency may be made only on the
proposal of the member and only after consultation with the Fund.

(c) When a change is proposed, the Fund shall first take into account the changes,
if any, which have already taken place in the initial par value of the member’s currency
as determined under Article XX, Section 4. If the proposed change, together with all
previous changes, whether increases or decreases,

{i} does not exceed ten percent of the initial par value, the Fund shall raise no
objection;

{ii} does not exceed a further ten percent of the initial par value, the Fund may either
concur or object, but shall declare its attitude within seventy-two hours if the
member so requests;

(iii} is not within (i) or (ii) above, the Fund may either concur or chject, but shall be
entitled to a longer period in which to declare its attitude.

(d) Uniform changes in par values made under Section 7 of this Article shall not be
taken into account in determining whether a proposed change falls within {i), (i), or
{iii) of (c} above.

fe) A member may change the par value of its currency without the concurrence
of the Fund if the change does not affect the international transactions of members of
the Fund,

(f} The Fund shall concur in a proposed change which is within the terms of {¢} (ii}
or {c) (iii) above if it is satisfied that the change is necessary to correct a fundamental
disequilibrium. In particular, provided it is so satisfied, it shall not object to a proposed

change because of the domestic social or political policies of the member proposing
the change,

Sec. 6. Effect of unanthorized changes—If a member changes the par value of its
currency despite the objection of the Fund, in cases where the Fund is entitled to
object, the member shall be ineligible to use the resources of the Fund unless the
Fund otherwise determines; and if, after the expiration of a reasonable period, the
difference between the member and the Fund continues, the matter shall be subject to
the provisions of Article XV, Section 2 (¥).

Sec. 7. Uniform changes in par values—Notwithstanding the provisions of Sec-
tion 5 (b) of this Article, the Fund by a majority of the total voting power may make
uniform proportionate changes in the par values of the currencies of all members,
provided each such change is approved by every member which has ten percent or
more of the total of the quotas. The par value of a member’s currency shall, however,
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not be changed under this provision if, within seventy-two hours of the Fund’s
action, the member informs the Fund that it does not wish the par value of its currency
to be changed by such action.

Sec. 8. Maintenance of gold value of the Fund's assels.

fa} The gold value of the Fund’s assets shall be maintained notwithstanding changes
in the par or foreign exchange value of the currency of any member,

(b} Whenever (i) the par value of a member’s currency is reduced, or {ii) the foreign
exchange value of a member’s currency has, in the opinion of the Fund, depreciated
to a significant extent within that member’s territories, the member shall pay to the
Fund within a reasonable time an amount of its own currency equal to the reduction
in the gold value of its currency held by the Fund.

fc) Whenever the par value of a member’s currency is increased, the Fund shall
return to such member within a reasonable time an amount in its currency equal to the
increase in the gold value of its currency held by the Fund.

{(d) The provisions of this Section shall apply to a uniform proportionate change
in the par values of the currencies of all members, unless at the time when such a
change is proposed the Fund decides otherwise.

Sec. 9. Separate currencies within g member's ferritories—A member proposing a
change in the par value of its currency shall be deemed, unless it declares otherwise, to
be proposing a corresponding change in the par value of the separate currencies of all
territories in respect of which it has accepted this Agreement under Article XX,
Section 2 fg). Tt shall, however, be open to a member to declare that its proposal
relates either to the metropolitan currency alone, or only to one or more specified
separate currencies, or to the metropolitan currency and one ar more specified scparate
currencies.

ARTICLE V. TRANSACTIONS WITH THL FUND

SectioN 1. Agencies dealing with the Fund — Fach member shall deal with the Fund
only through its Treasury, central bank, stabilization fund, or other similar fiscal
agency and the Fund shall deal only with or through the same apencies.

Sec. 2. Limitation on the Fund's vperations. -Except as otherwise provided in this
Agreement, operations on the account of the Fund shall be limited to transactions for
the purpose of supplving a member, on the initiative of such member, with the currency
of another member in exchange for gold or for the currency of the member desiring to
make the purchase.

Stc. 3. Conditions governing use of the Fund's resources.—{a} A member shall be
entitled to buy the currency of another member from the Fund in exchange for its own
currency subject to the following conditions:

(i) The member desiring to purchase the currency represents that it is presently
needed for making in that currency payments which are consistent with the
provisions of this Agreement;

(i) The Fund has not given notice under Article VII, Section 3, that its holdings of
the currency desired have become scarce;

(iif) The proposed purchase would not cause the Fund's holdings of the purchasing
member’s currency to increase by more than twenty-five percent of its quota during
the peried of twelve months ending on the date of the purchase nor to exceed two
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hundred percent of its quota, but the twenty-five percent limitation shall apply
only to the extent that the Fund’s holdings of the member’s cutrency have been
brought above seventy-five percent of its quota if they had been below that
amount;

{iv) The Fund has not previously declared under Section 5 of this Article, Article IV,
Section 6, Article VI, Section 1, ot Article XV, Section 2 (a), that the member
desiring to purchase is ineligible to use the rescurces of the Fund.

{b} A member shall not be entitled without the permission of the Fund to use the

Fund’s resources to acguire currency to hold against forward exchange transactions.

Sec. 4. Waiver of conditions~~The Fund may in its discretion, and on terms which
safeguard its interests, waive any of the conditions prescribed in Section 3 {a) of this
Article, especially in the case of members with a record of avoiding large or continuous
use of the Fund’s resources. In making a waiver it shall take into consideration periodic
or exceptional requirements of the member requesting the waiver. The Fund shall also
take into consideration a member’s willingness to pledge as collateral security gold,
silver, securities, or other acceptable assets having a value sufficient in the opinion of
the Fund to protect its interests and may require as a condition of waiver the pledge
of such collateral security.

Sec. 3. Ineligibility fo wse the Fund's resources—Whenever the Fund is of the
opinion that any member is using the tesources of the Fund in a manner contrary to the
purposes of the Fund, it shall present to the member a report setting forth the views
of the Fund and prescribing a suitable time for reply. After presenting such a report
to 4 member, the Fund may limit the use of its resources by the member. If no reply
to the report is received from the member within the prescribed time, or if the reply
received is unsatisfactory, the Fund may continue to limit the member’s use of the
Fund’s respurces or may, after giving teasonable notice to the member, declare it
ineligible to use the resources of the Fund.

Sec. 6. Purchuses of rurrencies from the Fund for guld.(s) Any member desiring
to obtain, directly or indirectly, the currency of another member for gold shall, provided
that it can do so with equal advantage, acquire it by the sale of gold to the Fund.

{b) Nothing in this Section shall be deemed ta preclude any member from selling in
any market gold newly produced from mines located within its territories.

See. 7. Repurchase by o member of its crorency held by the Fund.{@) A member
may repurchase from the Fund and the Fund shall sell for gold any part of the Fund's
holdings of its currency in excess of its quota.

{1} At the end of each financial year of the Fund, 4 member shall repurchase from
the Fund with gold or convertible currencies, as determined in accordance with
Schedule B, part of the Fund’s holdings of its carrency under the following condibions:

{i} Fach member shall use in repurchases of its own currency from the Fund an
amuount of its monetary reserves equal in value to one-half of any increase that
has vccurred during the yvear in the Fund's holdings of its currency plus one-half of
any increase, or minus one-half of any decrease, that has occurred during the vear
in the member's monetary reserves. This rule shall not apply when a member’s
monetary reserves have decreased during the year by more than the Fund’s
holdings of its currency have increased.

(ii} Tf after the repurchase described in (i} above (if required) has been made, a
member’s holdings of another member’s currency (or of gold acquired from that
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member) are found to have increased by reason of transactions in terms of that
currency with other members or persons in their territories, the member whose
holdings of such currency (or gold) have thus increased shall use the increase to
repurchase its own currency from the Fund.

{c} None of the adjustments described in (k) above shall be carried to a point at
which

(i) the member’s monetary reserves are below its quota, or
(ii) the Fund’s holdings of its currency are below seventy-five percent of its quota, or

(iii} the Fund’s holdings of any currency required to be used arc above seventy-five
percent of the quota of the member concerned.

Sec, 8, Charges.—(a) Any member buying the currency of another member from the
Fund in exchange for its own currency shall pay a service charge uniform for all
members of three-fourths percent in addition to the parity price. The Fund in its
discretion may increase this service charge to not more than one percent or reduce it to
not less than one-half percent.

{b) The Fund may levy a reasonable handling charge on any member buying gold
from the Fund or selling gold to the Fund.

{c) The Fund shall levy charges uniform for all members which shall be payable by
any member on the average daily balances of its currency held by the Fund in excess
of its quota. These charges shall be at the following rates:

(i) On mmounts not more than fwenty-five percent in cxcess of the quota: no charge
for the first three months; one-half percent per annum for the next nine months;
and thereafter an increase in the charge of one-half percent for each subsequent
year.

(i) On amounts more than fwenty-five percent and not morve than fifty percent in
excess of the quota; an additional one-half percent for the fiest vear; and an addi-
tional one-half percent for each subsequent year.

(iit) On each additionnl bracket of twenty five percent in excess of the quote: an addi-
Honal one-half percent for the first vear; and an additional one-half percenti for
each subsequent vear.

{d) Whenever the Fund's holdings of a member’s currency are such that the charge
applicable to any bracket for any perjod has reached the rate of four percent per annum,
the Fund and the member shall consider means by which the Fund’s heldings of the
currency can be reduced. Thereafter, the charges shall rise in accordance with the
provisions of (¢} above until they reach five percent and failing agreement, the Fund
may then imposce such chatges as it deems appropriate.

(¢} The rates referred to in {c) and (d) above may be changed bv a three-fourths
majority of the total voting power.

{f} All charges shall be paid in gold. If, however, the member’s monetary reserves
are less than one-half of its quota, it shall pay in gold only that proportion of the
charges due which such reserves bear to one-half of its quota, and shall pay the
balance in iis own currency.

ARTICLE VI, CAPITAL TRANSFERS

Secrion 1. Use of the Tund's resources for capital trinsfers—{a) A member may
not make net use of the Fund’s resources to meet a large or sustained outflow of
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capital, and the Fund may request a member to exercise controls to prevent such use
of the resources af the Fund. If, after receiving such a request, a member fails to
exercise appropriate controls, the Fund may declare the member ineligible to use the
resources of the Fund.

fb} Nothing in this Section shall be decemed
{i) to prevent the use of the resources of the Fund for capital transactions of reason-
able amount required for the expansion of exports or in the ordinary course of
trade, banking or other business, or
(i) to affect capital movements which are met out of a member’s own resources of gold
and foreign exchange, but members undertake that such capital movements will
be in accordance with the purposes of the Fund.

Sec. 2. Spectal provisions for capital transfers.—If the Fund’s holdings of the cur-
rency of a member have remained below seventy-five percent of its quota for an imme-
diately preceding period of not less than six months, such member, if it has not been
declared ineligible to use the resources of the Fund under Section 1 of this Article,
Article IV, Section 6, Article V, Section 5, or Article XV, Section 2 {a), shall be entitled,
notwithstanding the provisions of Section 1 (a) of this Article, to buy the currency of
another member from the Fund with its own currency for any purpose, including capital
transfers, Purchases for capital transfers under this Section shall not, however, be
permitted if they have the effect of raising the Fund’s holdings of the currency of the
member desiring to purchase above seventy-five percent of its quota, or of reducing the
Fund’s holdings of the currency desired below seventy-five percent of the quota
of the member whose currency is desired.

Sec. 3. Controls of capital transfers.--Members may exercise such controls as are
necessary to regulate international capital movements, but no member may cxercise
these controls in a manner which will restrict payments for current transactions or
which will unduly delay transfers of funds in settlement of commitments, except as
provided in Article VII, Section 3 (b}, and in Article XIV, Section 2.

ARTICLE VII. SCARCE CURRENCIES

Stetion 1. General scarcity of curvency.— If the Fund finds that a general scarcity
of a particular currency is developing, the Fund may so inform members and may
issue a report setting forth the causes of the scarcity and containing recommendations
designed to bring it to an end. A representative of the member whose currency is
involved shall participate in the preparation of the report.

Src. 2. Measures fo replenisl the Tund's holdings of scarce curvencies. -The Fund
may, if it deems such action appropriate to replenish its holdings of any member’s
currency, take either or both of the following steps:

{i) Propose to the member that, on terms and conditions agreed between the Fund
and the member, the latter lend its currency to the Fund or that, with the approval
of the member, the Fund borrow such currency from some other source either
within or outside the territories of the member, but no member shall be under
any cbligation to make such loans to the Fund or to approve the borrowing of its
currency by the Fund from any other source.

(ii) Require the member to sell its currency to the Fund for gold.
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Sec. 3. Scarcity of the Fund's holdings.—(a) If it becomes evident to the Fund that
the demand for a member’s currency seriously threatens the Fund’s ability to supply
that currency, the Fund, whether or not it has issued a report under Section 1 of this
Article, shall formally declare such currency scarce and shall thenceforth apportion its
existing and accruing supply of the scarce currency with due regard to the relative needs
of members, the general international economic situation, and any other pertinent
considerations. The Fund shall also issue a report concerning its action.

{b) A formal declaration under (a) above shall operate as an authorization to any
member, after consultation with the Fund, temporarily to impose limitations on the
freedom of exchange operations in the scarce currency. Subject to the provisions of
Article [V, Sections 3 and 4, the member shall have complete jurisdiction in determin-
ing the nature of such limitations, but they shall be no more restrictive than is necessary
to limit the demand for the scarce currency to the supply held by, or accruing to, the

member in question; and they shall be relaxed and removed as rapidly as conditions
permit.

{c) The authorization under (b) above shall expire whenever the Fund formally
declares the currency in question to be no longer scarce.

St 4. Administration of restrictions.—Any member impaosing restrictions in respect
of the currency of any other member pursuant to the provisions of Section 3 {b) of this
Article shall give sympathetic consideration to any representations by the cther member
regarding the administration of such restrictions.

Sec. 5. Effect of other international agreements on restrictions.-Members agree not
to invoke the obligations of any engagements entered into with other members prior

to this Agreement in such a manner as will prevent the gperation of the provisions of
this Article,

ARTICLE VIII. GENERAL OBLIGATIONS OF MEMBERS

SectioN 1. Introduction ~In addition to the obligations assumed under other articles
of this Agreement, cach member undertakes the obligations set out in this Article.

Sec. 2. Avoidance of restrictions on current payments.—{a} Subject to the provisions
of Article VII, Section 3 (&), and Article XIV, Section 2, no member shall, without the
approval of the Fund, impose restrictions on the making of payments and transfers
for current international transactions.

(b) Exchange contracts which involve the currency of any member and which are
contrary to the exchange control regulations of that member maintained or imposed
consistently with this Agreement shall be unenforceable in the territories of any
member. In addition, members may, by mutual accord, co-operate in measures for the
purpose of making the exchange control regulations of either member more effective,
provided that such measures and regulations are consistent with this Agreement.

Sec. 3. Avoidance of discriminatory currency practices.—No member shall engage in,
or permit any of its fiscal agencies referred to in Article V, Section 1, to engage in, any
discriminatory currency arrangements or multiple currency practices except as author-
ized under this Agreement or approved by the Fund. 1f such arrangements and practices
are enagaged in at the date when this Agreement enters into force the member con-
cerned shall consult with the Fund as to their progressive removal unless they are
maintained or imposed under Article XIV, Section 2, in which case the provisions of
Section 4 of that Article shall apply.
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See. 4, Converiibility of foreign held balonces—(1) Lach member shall buy balances
of its currency held by another member if the latter, in requesting the purchase,
represents

(i) that the balances to be bought have been recently acquired as a result of current
transactions; or

(i) that their conversion is needed {or making payments for current transactions.

The buying member shall have the oplon to pay cither in the currency of the member

making the request or in gold.

i) The obligation in {a) above shall not apply

{i) when the convertibility of the balances has been restricted consistently with

Section 2 of this Article, or Article VI, Section 3; or

(i1} when the balances have accumulated as a result of transactions cfected before

the remaval by a member of restrictions maintained or imposed under Article XIV,
Section 2; or

{iif} when the balances have been acquired contrary to the exchange regulations of the

member which is asked to buy them; or

{iv] when the currency of the member requesting the purchase has been declared

scacce under Article VII, Section 3 (a); or

(v] when the member requested to make the purchase is for any reason nat entitled to

buy currencies of ather members from the Fund for its own currency.

Sec. 5. Furnishing of information.—(4) The Fund may require members to furnish it
with such information as it deems necessary for its operations, including, as the mini-
mum necessary for the effective discharge of the Fund’s duties, national data on the
following matters:

(i) Official holdings at home and abroad, of {1} gold, {2) foreign exchange.

(it Holdings at home and abroad by banking and financial agenuies, other than

official agencies, of (1) gold, (2) foreign excharnge.

(i) Production of gold.

(iv) Cold exports and imports according to countries of destinatien and origin,

{v) Total exports and imports of nerchandise, in teems of local currency values,

according to countries of destination and crigin.

(vi) International balance of payments, incuding (1) trade in goods and services,
(2} gold transactions, {3) known capital transactions, and (4) other items.

(vii) International investment position, { ¢, Investments within the territories of the
memsber owned abroad and investments abroad vwned by persons o its territories
s0 far as it is possible to Furnish this information.

{viii) National income.

{ix) Price indices, i. o., indices of commodity prices in wholesale and retail markets and
af export and imnort prices.

(x) Buyving and selling rates for forcign currencies.

{xi) Exchange contrals, i 2., a comprehensive statement of exchanye conteels in efect
at the time of assuming membership in the Fund and details of subsequent
changes as they accur.

{xil) Where official clearing arrangements exist, details of amounts awaiting clearance
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in respect of commercial and financial transactions, and of the length of time
during which such arrears have been outstanding,.

(b} In requesting information the Fund shall take into consideration the varying
ability of members to furnish the data requested. Members shall be under no obligation
to furnish information in such detail that the affairs of individuals or corporations are
disclosed. Members undertake, however, to furnish the desired information in as
detailed and accurate a manner as is practicable, and, so far as possible, to avoid mere
estimates.

{c) The Fund may arrange to obtain furiher information by agreement with members.
It shall act as a centre for the collection and exchange of information on monetary and
financial problems, thus facilitating the preparation of studies designed to assist
members in developing policies which further the purposes of the Fund.

Sec. 6. Consultation between members regarding existing tnternational agreements —
Where under this Agreement a member is authorized in the special or temporary
cireumstances specified in the Agreement to maintain or establish restrictions on
exchange transactions, and there are other engagements between members entered into
prior to this Agreement which conflict with the application of such restrictions, the
parties to such engagements will consult with one another with a view to making such
mutually acceptable adjustments as may be necessary. The provisions of this Article
shall be without prejudice to the operation of Article VII, Section 5.

ARTICLE IX. STATUS, IMMUNITIES AND PRIVILECES

Seemion 1. Purposes of Article—-To enable the fund to fulfill the functions with
which it is entrusted, the status, immunities and privileges set forth in this Article shall
be accorded to the Fund in the territories of each member.

Src. 2. Status of the Fund —The Fund shall possess full juridical personality, and in
particular, the capacity

{i) to contract;
{ii) to acquire and dispose of immovable and movable property;
(iii) to institute Jegal proceedings.

Sec. 3. Immunify from judicial process—The Fund, its property and its assets,
wherever located and by whomsoeever held, shall enjoy immunity from every form of
judicial process except to the extent that it expressly waives its immunity for the
purpose of any proceedings or by the terms of any contract.

Sec. 4. Immunity from ofther action.—Property and assets of the Fund, wherever
located and by whomsoever held, shall be immune from search, requisition, confiscation,
expropriation or any other form of seizure by executive or legislative action.

Sec. 5. Immunity of archives.—The archives of the Fund shall be inviolable.

Sec. 6. Freedom of assets from restrictivns—To the extent necessary to carry out
the operations provided for in this Agreement, all property and assets of the Fund shall
be free from restrictions, regulations, controls and moratoria of any nature.

Sec. 7. Privilege for communications.—The official communications of the Fund shall
be accorded by members the same treatment as the official communications of other
members,

Sec. 8. Immunities and privileges of officers and employees.—All governors, execu-
tive directors, alternates, officers and employees of the Fund
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(i} shall be immune from legal process with respect to acts performed by them in
their official capacity except when the Fund waives this immunity;

{ii) not being local nationals, shall be granted the same immunities from immigration
restrictions, alien registration requirements and national service obligations and
the same Ffacilities as regards exchange restrictions as are accorded by members
to the representatives, officials, and employees of comparable rank of other
members;

(iii) shall be granted the same treatment in respect of traveling facilities as is accorded
by members to representatives, officials and employees of comparable rank of other
members,

Sec. 9. Immunities from taxation.~—(a) The Fund, its assets, property, income and its
operations and transactions authorized by this Agreement, shall be immune from all
taxation and from all customs duties. The Fund shall also be immune from liability
for the collection or payment of any tax or duty.

(k) No tax shall be levied on or in respect of salaries and emaoluments paid by the
Fund to executive directors, alternates, officers or employees of the Fund who are not
local citizens, local subjects, or other local nationals.

{c) No taxation of any kind shail be levied on any obligation or security issued by
the Fund, including any dividend or interest thereon, by whomsoever held
(i) which discriminates against such obligation or security solely because of its
origin; or
{ii} if the sole jurisdictional basis for such taxation is the place or currency in which

it is issued, made payable or paid, or the location of any office or place of business
maintained by the Fund.

Sec. 10. Application of Article.—Each member shal! take such action as is necessary
in its own territories for the purpose of making effective in terms of its own law the
principles set forth in this Article and shall inform the Fund of the detailed action which
it has taken.

ARTICLE X. RELATIONS WITH OTHER INTERNATIONAL ORGANIZATIONS

The Fund shall cooperate within the terms of this Agreement with any general
international organization and with public international organizations having specialized
responsibilities in related fields. Any arrangements for such cooperation which would
involve a modification of any provision of this Agreement may be effected only after
amendment to this Agreement under Article XVII.

ARTICLE XI. RELATIONS WITH NON-MEMBER COUNTRIES

Secrion 1. Undertakings vegarding relations with non-member countries.—Each
member undertakes:

(i) Not to engage in, nor to permit any of its fiscal agencies referred to in Article V,
Section 1, to engage in, any transactions with a non-member or with persons in a
non-member’s territories which would be contrary to the provisions of this
Agreement or the purposes of the Fund;

(ii) Not to cooperate with a non-member or with persons in a non-member’s territories
in practices which would be contrary to the provisions of this Agreement or the
purposes of the Fund; and
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(iif) To cooperate with the Fund with a view to the application in its territories of
appropriate measures to prevent transactions with non-members or with persons
in their territories which would be contrary to the provisions of this Agreement or
the purposes of the Fund.

Sec. 2. Restrictions on transactions with non-member countries—Nothing in this
Agreement shall affect the right of any member to impose restrictions on exchange
transactions with non-members or with persons in their territories unless the Fund
finds that such restrictions prejudice the interests of members and are contrary to the
purposes of the Fund.

ARTICLE XII. ORGANIZATION AND MANAGEMENT

Secrion 1. Structure of the Fund.—The Fund shall have a Board of Governors,
Executive Directors, a Managing Director, and a staff.

Sec. 2. Board of Governors.—-(a) All powers of the Fund shall be vested in the Board
of Governors, consisting of one governor and one alternate appointed by each member
in such manner as it may determine. Each governor and each alternate shall serve for
five years, subject to the pleasure of the member appointing him, and may be reap-
pointed. No alternate may vote except in the absence of his principal. The Board shall
select one of the governors as chairman.

{b) The Board of Governors may delegate to the Executive Directors authority to
exercise any powers of the Board, except the power to:

(i) Adrnit new members and determine the conditions of their admission.

(ii) Approve a revision of gquotas.

{iii} Approve a uniform change in the par value of the currencies of all members.
{iv) Make arrangements to cooperate with other international organizations (other
than informal arrangements of a temporary or administrative character).

(v) Determine the distribution of the net income of the Fund.

{(vi) Require a member to withdraw.

(vii) Decide to liguidate the Fund.

(viit) Decide appeals from interpretations of this agreement given by the Executive
Directors.

fc) The Board of Governors shall hold an annual meeting and such other meetings as
may be provided for by the Board or called by the Executive Directors. Meetings of the
Board shall be called by the Directors whenever requested by five members or by
members having one-quarter of the total voting power,

(d) A guorum for any meeting of the Board of Governors shall be a majority of the
governors exercising not less than two-thirds of the total voting power.

(e) Tach governor shall be entitled to cast the number of votes alloted under
Section 5 of this Article to the member appointing him.

{f} The Board of Governors may by regulation establish a procedure whereby the
Executive Directors, when they deem such action to be in the best interests of the
Fund, may obtain a vote of the governors on a specific question without calling a
meeting of the Board.

{g) The Board of Governors, and the Executive Directors to the extent authorized,

may adopt such rules and regulations as may be necessary or appropriate to conduct
the business of the Fund.
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(f) Governors and alternates shall serve as such without compensation from the
Fund, but the Fund shall pay them reasonable expenses incurred in attending meetings.

{i) The Board of Governors shall determine the remuneration to be paid to the
Executive Directors and the salary and terms of the contract of service of the Managing
Director,

Sxc. 3. Executive Directors—(a) The Executive Directors shall be responsible for the
conduct of the general operations of the Fund, and for this purpose shall exercise all the
powets delegated to them by the Board of Governors.

{b) There shall be not less than twelve directors who need not be governors, and
of whom

(i) five shall be appointed by the five members having the largest quotas;

(i) not more than two shall be appointed when the provisions of (¢} below apply;

{iii} five shall be elected by the members not entitled to appoint directors, other than

the American Republics; and

{iv) two shall be elected by the American Republics not entitled to appoint directors.
For the purposes of this paragraph, members means governments of countries whose
names are set forth in Schedule A, whether they become members in accordance with
Article XX or in accordance with Article II, Section 2. When governments of other
countries become members, the Board of Governors may, by a four-fifths majority of
the total voting power, increase the number of directors to be elected.

fc) 1f, at the second regular election of directors and thereafter, the members entitled
to appoint directors under (b) {i} above do not include the two members, the holdings
of whose currencies by the Fund have been, on the average over the preceding twa
vears, reduced below their quotas by the largest absclute amounts in terms of gold as a
common denominator, either one or both of such members, as the case may be, shall
be entitled to appoint a director.

(d} Subject to Arficle XX, Section 3 (b) elections of elective directors shall be
conducted at intervals of two years in accordance with the provisions of Schedule C,
supplemented by such regulations as the Fund deems appropriate. Whenever the Board
of Governors increases the number of directors to be elected under (b) above, it shall
issue regulations making appropriate changes in the proportion of votes required to
elect directors under the provisions of Schedule C.

fe} Each director shall appoint an alternate with full power to act for him when he
is not present. When the directors appointing them are present, alternates may
participate in meetings but may not vote.

{F) Directors shall continue in office until their successors are appointed or elected.
[f the office of an elected director becomes vacant more than ninety days before the end
of his term, another director shall be elected for the remainder of the term by the
members who elected the former director. A majority of the votes cast shall be required
for election. While the office remains vacant, the alternate of the former director shall
exetcise his powers, except that of appointing an alternate.

{g) The Executive Directors shall function in continuous session at the principal
office of the Fund and shall meet as often as the business of the Fund may require.

(k) A quorum for any meeting of the Executive Directors shall be a majority of the
directors representing not less than one-half of the voting power.

{1} Each appointed director shall be entitled to cast the number of votes allotted under
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Section 5 of this Article to the member appointing him. Each elected director shall be
entitled to cast the number of votes which counted towards his election. When the
provisions of Section 5 {b) of this Article are applicable, the votes which a director
would otherwise be entitled to cast shall be increased or decreased correspondingly. All
the votes which a director is entitled to cast shall be cast as a unit.

{i) The Board of Governors shall adept regulations under which a member not
entitled to appoint a director under (b) above may send a representative to attend any
meering of the Executive Directors when a reguest made by, or a matter particularly
aflecting, that member is under consideration.

{k} The Executive Directors may appeoint such committees as they deem advisable.
Membership of committees need not be limited to governors or directors or their
alternates.

Sec. 4. Managing Director and staff —(a) The Executive Directors shall select a
Managing Director who shall not be a governor or an executive director. The Managing,
Director shall be chairman of the Executive Directors, but shall have no vote except a
deciding vote in case of an equal division. e may participate in meetings of the Board
of Governors, but shall not vote at such meetings. The Managing Director shall cease
to hold office when the Executive Directors so decide.

(b) The Managing Director shall be chief of the operating staff of the Fund and shall
conduct, under the direction of the Execcutive Directors, the ordinary business of the
Fund. Subject to the general control of the Executive Directors, he shall be responsible
for the organization, appointment and dismissal of the staff of the Fund.

{c) The Managing Director and the staff of the Fund, in the discharge of their
functions, shall owe their duty entirely to the fund ond to no other authority. Each
member of the Fund shall respect Lthe international character of this duty and shall
refrain from all attempts to influence any of the staff in the discharge of his functions.

(d} In appeinting the staff the Managing Director shall, subject to the paramount
importance of securing the highest standards of efficiency and of technical competence.
pay due regard to the importance of tecruiting personnel on as wide a geographical
basis as possible.

Sec. 5. Voting.—({n) Each member shall have two hundred fifty votes plus one addi-
tional vote for each part of its quota equivalent to one hundred thousand United
States dollars.

{b) Whenever voting is required under Article V, Section 4 or 3, each member shall
have the number of votes to which it is entitled under {a) above, adjusted

(i) by the addition of cne vote for the equivalent of each four hundred thousand
United States dollars of net sales of its currency up feo the date when the vote is
taken, or

(i) by the subtraction of one vote for the equivalent of each four hundred thousand
United States dollars of its net purchases of the currencies of other members up to
the date when the vote is taken;

provided, that neither net purchases nor net sales shall be deemed at any time to
exceed an amount equal to the quota of the member involved.

(¢} For the purpose of all computations under this Section, United States dollars shall
be deemed to be of the weight and fineness in cfect on july 1, 1944, adjusted for any
uniform change under Article TV, Section 7, if a waiver is made under Section & () of
that Article.
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{d) Except as otherwise specifically provided, all decisions of the Fund shall be made
by a majority of the votes cast.

SEC. 6. Distribution of net income.—(g) The Board of Governors shall determine
annually what part of the Fund’s net income shall be placed to reserve and what part,
if any, shall be distributed.

(b} If any distribution is made, there shall first be distributed a two percent non-
cumulative payment to each member on the amount by which seventy-five percent of
its quota exceeded the Fund's average holdings of its currency during that year. The
balance shall be paid to all members in proportion to their queotas. Payments to each
member shall be made in its own currency.

Sec. 7. Publication aof reports—(a) The Fund shall publish an annual report con-
taining an audited statement of its accounts, and shall issue, at intervals of three
months or less, a summary statement of its transactons and its holdings of gold and
currencies of members,

fb) The Fund may publish such other reports as it deems desirable for carrying out
its purposes.

Sec. 8. Communication of vicws to members—The Fund shall at all times have the
right to communicate its views informally to any member on any matter arising under
this Agreement, The Fund may, by a two-thirds majority of the total voting power,
decide to publish a report made to a member regarding its monetary or economic condi-
tions and developments which directly tend to produce a serious disequilibrium in the
international balance of payments of members. If the member is nat entitled to
appaint an executive director, j* shall be entitled to representation in accordance with
Section 3 (j) of this Article. The Fund shall not publish a report involving changes in
the fundamental structure of the economic organization of members.

ARTICLE XIII. OFFICES AND DEPOSITORIES

Srction 1. Location of offices- -The principal office of the Furnd shall be located in
the territory of the member having the largest quota, and agencies or branch offices
may be established in the territories of other members,

Sec. 2. Depostiories.- -(a) Each member country shall designate its central bank as a
depository for all the Fund’s holdings of its currency, or if it has na central bank it shall
designate such other institution as may be acceptable to the Tund.

{b} The Fund may hold other assets, including gold, in the depositories designated
by the five members having the largest quotas and in such ather designated depositories
as the Fund may select. Initially, at least one-half of the holdings of the Fund shall be
held in the depository designated by the member in whose territories the Fund has its
principal office and at least forty percent shall be held in the depositories designated by
the remaining four members referred to above. However, all transfers of gold by the
Fund shall be made with due regard to the costs of transport and anticipated require-
ments of the Fund. In an emergency the Executive Directors may transfer all or any
part of the Fund’s gold holdings to any place where they can be adequately protected.

Sec. 3. Guarantee of the Fund's assets.- Each member guarantees all assets of the
Fund against loss resulting from failure or default on the part of the depository
designated by it.
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ARTICLE XIV. TRANSITIONAL PERIOD

Srcrion 1. Intfroduction.—The Fund is not intended to provide facilities for relief or
reconstruction or to deal with international indebtedness arising out of the war.

Sec. 2. Exchange resfrictions—In the post-war transitional pericd members may,
notwithstanding the provisions of any other articles of this Agreement, maintain and
adapt to changing citcumstances (and, in the case of members whose territories have
been occupied by the enemy, introduce where necessary) restrictions on payments and
transfers for current international transactions. Members shall, however, have continu-
cus regard in their foreign exchange policies to the purposes of the Fund; and, as soon
as conditions permit, they shall take all possible measures to develop such commercial
and financial arrangements with cther members as will facilitate international payments
and the maintenance of exchange stability. In particular, members shall withdraw
restrictions maintained or imposed under this Section as soon as they are satisfied that
they will be able, in the absence of such restrictions, to settle their balance of payments
in a manner which will not unduly encumber their access to the resources of the Fund.

Sec. 3. Notification to the Fund—Each member shall notify the Fund before it
becomes eligible under Article XX, Section ¢ (¢} or (4}, to buy currency from the Fund,
whether it intends to avail itself of the transitional arrangements in Section 2 of this
Article, or whether it is prepared to accept the obligations of Article VIII, Sections 2, 3,
and 4. A member availing itself of the transitional arrangements shall notify the Fund
as soon thereafter as it is prepared to accept the above-mentioned obligations.

Sec. 4. Action of the Fund relating to restrictions.— Not later than three years after
the date on which the Fund begins operations and in each year thereafter, the Fund shall
report on the restrictions still in force under Section 2 of this Article. Five years after
the date on which the Fund begins operations, and in each year thereafter, any member
still retaining any restrictions inconsistent with Article VIII, Sections 2, 3, or 4, shall
consult the Fund as to their further retention. The Fund may, if it deems such action
necessary in exceptional circumstances, make representations fo any member that
conditions are favorable for the withdrawal of any particular restriction, or for the
general abandonment of restrictions, inconsistent with the provisions of any other
article of this Agreement. The member shall be given a suitable time to reply to such
representations. If the Fund finds that the member persists in maintaining restrictions
which are inconsistent with the purposes of the Fund, the member shall be subject to
Article XV, Section 2 (a).

Stc. 5. Nature of transitional period.—In its relations with members, the Fund shall
recognize that the post-war transitional period will be one of change and adjustment
and in making decisions on requests occasioned thereby which are presented by any
member it shall give the member the benefit of any reasonable doubt.

ARTICLE XV. WITHDRAWAL FROM MEMBERSHIP

Secrion 1. Right of members to withdraw.—Any member may withdraw from the
Fund at any time by transmitting a notice in writing to the Fund at its principal office.
Withdrawal shall become effective on the date such notice is received.

Sec. 2. Compulsory withdrawal —(a) If a member fails to fulfill any of its obliga-
tions under this Agreement, the Fund may declare the member ineligible to use the
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resources of the Fund. Nothing in this Section shall be deemed to limit the provisions of
Article IV, Section &, Article V, Section 5, or Article VI, Section 1.

(b) If, after the expiration of a reasonable period the member persists in its failure
to fulfil] any of its obligations under this Agreement, or a difference between a member
and the Fund under Article IV, Section 6, continues, that member may be required to
withdraw from membership in the Fund by a decision of the Board of Governors carried
by a majority of the governors representing a majority of the total voting pewer.

{¢} Regulations shall be adopted to ensure that before action is taken against any
member under (a) or {b) above, the member shall be informed in reasenable time of
the complaint against it and given an adequate opportunity for stating its case, both
orally and in writing.

See. 3. Settlement of accounts with members withdrawing.—When a member with-
draws from the Fund, normal transactions of the Fund in its currency shall cease and
settlement of all accounts between it and the Fund shall be made with reasonable
despatch by agreement between it and the Fund. If agreement is not reached promptly,
the provisions of Schedule D shall apply to the settlement of accounts.

ARTICLE XVI. EMERGENCY PROVISIONS

Section 1. Temporary suspension.—(a) In the event of an emergency or the develop-
ment of unforeseen circumstances threatening the operations of the Fund, the Executive
Directors by unanimous vote may suspend for a period of not more than one hundred
twenty days the operation of any of the following provisions:

(i) Article [V, Sections 3 and 4 {b).

(ii) Article V, Sections 2, 3, 7, 8 (a} and (f}.
(iii) Article VI, Section 2.
(iv) Article XI, Section 1.

(b) Simultaneously with any decision to suspend the operation of any of the fore-
going provisions, the Executive Directors shall call a meeting of the Board of Governors
for the earliest practicable date.

{c) The Executive Directors may not extend any suspension beyond one hundred
twenty days. Such suspension may be extended, however, for an additional period
of not more than two hundred forty days, if the Board of Governors by a four-fifths
majority of the total voting power so decides, but it may not be further extended
except by amendment of this Agreement pursuant to Article XVIL.

(4} The Executive Directors may, by a majority of the total voting power, terminate
such suspension at any time.

Sec. 2. Liguidation of the Fund —(a) The Fund may not be liquidated except by
decision of the Board of Governors. In an emergency, if the Executive Directors
decide that liquidation of the Fund may be necessary, they may temporarily suspend
all transactions, pending decision by the Board.

(b) If the Board of Governors decides to liquidate the Fund, the Fund shall forthwith
cease to engage in any activities except those incidental to the orderly collection and
liguidation of its assets and the settlement of its liabilities, and all obligations of
members under this Agreement shall cease except thase set out in this Article, in
Article XVIIL, paragraph (c), in Schedule D, paragraph 7, and in Schedule E.

{c) Liquidation shall be administered in accordance with the provisions of Schedule E.
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ARTICLE XVII. AMENDMENTS

(a) Any proposal to introduce modifications in this Agreement, whether emanating
from a member, a governor or the Executive Directors, shall be communicated to the
chairman of the Board of Covernors who shall bring the proposal before the Board.
If the proposed amendment is approved by the Board the Fund shall, by circular letter
or telegram, ask all members whether they accept the proposed amendment. When
three-fifths of the members, having four-fifths of the total voting power, have accepted
the proposed amendment, the Fund shall certify the fact by a formal communication
addressed to all members.

{b} Notwithstanding a) above, acceptance by all members is required in the case
of any amendment modifying

(i) the right to withdraw frem the Fund (Article XV, Section 1);
{ii) the provision that no change in a members quota shall be made without its
consent {Article 111, Section 2);
(iii} the provision that no change may be made in the par value of a member’s cucrency
except on the proposal of that member (Article [V, Section 5 (b)).

{¢) Amendments shall enter into force for all members three months after the date
of the formal communication unless a sharter period is specified in the circular or
letter or telegram.

ARTICLE XVIII. INTERPRETATION

fa) Any question of interpretation of the provisions of this Agreement arising
between any member and the Fund or between any members of the Fund shall be
submitted to the Executive Directors for their decision. If the gquestion particularly
affects any member not entitled to appoint an executive director it shall be entitled to
representation in accordance with Article XII, Section 3 (j).

(b} In any case where the Executive Directors have given a decision under (a) above,
any member may require that the question be referred to the Board of Governaors, whose
decision shall be final. Pending the result of the reference to the Board the Fund may,
so far as it deems necessary, act on the basis of the decision of the Executive Directors.

{r) Whenever a disagreement arises between the Fund and a member which has
withdrawn, or between the Fund and any member during liguidation of the Fund, such
disagreement shall be submitted to arbitration by a tribunal of three arbitrators, one
appointed by the Fund, another by the member or withdrawing member and an
umpire who, unless the parties otherwise agree, shall be appointed by the President of
the Permanent Court of International Justice or such other authority as may have been
prescribed by regulation adopted by the Fund. The umpire shall have full power to
settle all questions of procedure in any case where the parties are in disagreement with
respect thereto.

ARTICLE XIX. EXPLANATION OF TERMS
In interpreting the provisions of this Agreement the Fund and its members shall
be guided by the following:

{z) A member’s monetary reserves means its net official holdings of gold, of
convertible currencies of other members, and of the currencies of such non-members
as the Fund may specify.
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{b) The official holdings of a member means central holdings (that is, the holdings of
its Treasury, central bank, stabilization fund, or similar fiscal agency).

{¢} The holdings of other official institutions or other banks within its territories may,
in any particular case, be deemed by the Fund, after consultation with the member,
to be official holdings to the extent that they are substantially in excess of working
balances; provided that for the purpose of determining whether, in a particular case,
holdings are in excess of working balances, there shall be deducted from such holdings
amounts of currency due to official institutions and banks in the territories of members
or non-members specified under {d) below.

{d) A member’s holdings of convertible currencies means its holdings of the cur-
rencies of other members which are not availing themselves of the transitional arrange-
ments under Article XIV, Section 2, together with its holdings of the currencies of such
non-members as the Fund may from time to time specify. The term currency for this
purpose includes without limitation coins, paper money, bank balances, bank accept-
ances, and government obligations issued with a maturity not exceeding twelve
months.

fe) A member’s monetary reserves shall be calculated by deducting from its central
holdings the currency liabilities to the Treasuries, central banks, stabilization funds,
or similar fiscal agencies of other members or non-members specified under {d) above,
together with similiar liabilities to other official institutions and other banks in the
territories of members, or non-members specified under (d) above. To these net holdings
shall be added the sums deemed to be official holdings of other official institutions and
other banks under (c} above.

{f) The Fund’s holdings of the curtency of 2 member shal! include any securities
accepted by the Fund under Article III, Section 5.

{2} The Fund, after consultation with a member which is availing itself of the
transitional arrangements under Article XIV, Section 2, may deem holdings of the
currency of that member which carry specified rights of conversion into another
currency or into gold to be holdings of convertible currency for the purpose of the
calculation of monetary reserves.

{h) For the purpose of calculating geld subscriptions under Article III, Section 3, a
member’s net official holdings of gold and United States dollars shall consist of its
official holdings of gold and United States currency after deducting central holdings
of its currency by other countries and holdings of its currency by other official institu-
tions and other banks if these holdings carry specified rights of conversion into gold
or United States currency.

(i} Payments for current transactions means payments which are not for the purpose
of transferring capital, and includes, without limitation:

{1} Al payments due in connection with foreign trade, other current business,

including services, and nermal short-term banking and credit facilities;

(2) Payments due as interest on leans and as net income from other investments;

(3) Payments of moderate amount for amortization of loans or for depreciation
of direct investments;

(4) Moderate remittances for family living expenses.

The Fund may, after consultation with the members concerned, determine whether
certain specific transactions are to be considered current transactions or capital
transactions.
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ARTICLE XX. FINAL PROVISIONS

Secrion 1. Entry inte force.—This Agreement shall enter into force when it has
been signed on behalf of governments having sixty-five percent of the total of the
guotas set forth in Schedule A and when the instruments referred to in Section 2 ()
of this Article have been deposited on their behalf, but in no event shall this Agreement
enter into force before May 1, 1945.

Stc. 2. Signature.-—(a) Each government on whose behalf this Agreement is signed
shall deposit with the Government of the United States of America an instrument
setting forth that it has accepted this Agreement in accordance with its law and has

taken all steps necessary to enable it to carry out all of its obligations under this
Agreement.

(b} Each government shall become a member of the Fund as from the date of the
deposit on its behalf of the instrument referred to in (1) above, except that no govern-

ment shall become a member before this Agreement enters into force under Section
1 of this Article.

{t) The Government of the United States of America shall inform the governments
of all countries whose names are set forth in Schedule A, and all governments whose
membership is approved in accordance with Article [1, Section 2, of all signatures of
this Agreement and of the deposit of all instruments referred to in (i) above.

{d) At the time this Agreement is signed on its behalf, each government shall
transmit to the Government of the United States of America one one-hundredth of one
percent of its total subscription in gold or United States dollars for the purpose of
meeting administrative expenses of the Fund. The Government of the United States
of America shall hold such funds in a special deposit account and shall transmit them
to the Board of Governors of the Fund when the initial mceting has been called under
Section 3 of this Article. 1If this Agreement has not come into force by December 31,
1945, the Government of the United States of America shall return such funds to the
governments that transmitted them.

{e) This Agreement shall remain open for signature at Washington on behalf of
the governments of the countries whose names are set forth in Schedule A until
December 31, 1945.

{f) After December 31, 1945, this Agreement shall be open for signature on behalf
of the government of any country whose membership has been approved in accordance
with Article II, Section 2.

(g) By their signature of this Agreement, all governments accept it both on their
own behalf and in respect of all their colonies, overscas territories, all territories under
their protection, suzerainty, or authority and all territories in respect of which they
exercise a mandate.

{#) In the case of governments whose metropolitan territories have been under
enemy occupation, the deposit of the instrument referred to in (@) above may be delayed
until one hundred eighty days after the date on which these territories have been
liberated. If, however, it js not deposited by any such government before the expiration
of this period the signature affixed on behalf of that government shal} become void and
the portion of its subscription paid under (4) above shall be returned to it.

() Paragraphs (4) and (k) shall come into force with regard to each signatory
government as from the date of its signature.
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Sec. 3. [nauguration of the Fund —(a) As soon as this Agreement enters into force
under Section 1 of this Article, each member shall appoint a governor and the
member having the largest quota shall call the first meeting of the Board of Governors,

{b) At the first meeting of the Board of Governors, arrangements shall be made for
the selection of provisional executive directors. The governments of the five countries
for which the largest guotas are set forth in Schedule A shall appoint provisional
executive directors. If one or more of such governments have not become members,
the executive directorships they would be entitled to fill shall remain vacant until they
become members, or until January 1, 1946, whichever is the earlier. Seven provisional
executive directors shall be elected in accordance with the provisions of Schedule C
and shall remain in office until the date of the first regular election of executive directors
which shall be held as soon as practicable after January 1, 1946.

fc) The Board of Governors may delegate to the provisional executive directors
any powers except those which may not be delegated to the Executive Directors.

Sec. 4. [nitinl determination of par values—(a) When the Fund is of the opinion
that it will shortly be in a position to begin exchange transactions, it shall so notify
the members and shall request each member to communicate within thirty days the
par value of its currency based on the rates of exchange prevailing on the sixtieth day
before the entry into force of this Agreement. No member whose metropolitan territory
has been occupied by the enemy shall be required to make such a communication while
that territory is a theater of major hostilities or for such period thereafter as the Fund
may determine. When such a member communicates the par value of its currency the
provisions of (d) below shall apply.

{t) The par value communicated by a2 member whose metropolitan territory has
not been cccupied by the enemy shall be the par value of that member’s currency for
the purposes of this Agreement unless, within ninety days after the request referred
to in (q) above has been received, (i) the member notifies the Fund that it regards the par
value as unsatisfactory, or (1) the Fund notifies the member that in its opinion the par
value cannot be maintained without causing recourse to the Fund on the part of that
member or others on a scale prejudicial to the Fund and to members. When notification
is given under (i) or (ii) above, the Fund and the member shall, within a period
determined by the Fund in the light of all relevant circumstances, agree upon a suitable
par value for that currency. f the Fund and the member do not agree within the period
so determined, the member shall be deemed to have withdrawn from the Fund on the
date when the period expires.

fcy When the par value of a member's currency has been established under (B)
above, either by the expiration of ninety days without notification, or by agreement
after notification, the member shall be eligible to buy from the Fund the currencies of
other members to the full extent permitted in this Agreement, provided that the
Fund has begun exchange transactions.

{d) In the case of a member whose metropolitan territorv has been occupied by
the enemy, the provisions of (I} above shall apply, subject to the following modi-
fications:

(i) The period of ninety days shall be extended so as to end or a date to be fixed by

agreement between the Fund and the member.

{ii) Within the extended period the member may, if the Fund has begun exchange
transactions, buy from the Fund with its currency the currencies of other members,
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but only under such cenditions and in such amounts as may be prescribed by the
Fund.

(iif) At any time before the date fixed under (i) above, changes may be made by
agreement with the Fund in the par value communicated under (a} above.

(e) H a member whose metropolitan territory has been occupied by the enemy adopts
a new monetary unit before the date to be fixed under (d) (i) above, the par value fixed
by that member for the new unit shall be communicated to the Fund and the provisions
of (d} above shall apply.

(f} Changes in par values agreed with the Fund under this Section shall not be taken
into account in determining whether a proposed change falls within (i), (ii), or (iit) of
Article IV, Section 5 (c}.

(g} A member communicating to the Fund a par value for the currency of its
metropolitan territory shall simultanecusly communicate a value, in terms of that
currency, for each separate currency, where such exists, in the territories in respect
of which it has accepted this Agreement under Section 2 (g) of this Article, but no
member shall be required lo make a communication for the separate currency of a
territory which has been occupied by the enemy while that territory is a theater of
major hostilities or for such pericd thereafter as the Fund may determine. On the
basis of the par value so communicated, the Fund shall compute the par value of each
separate currency, A communication or notification to the Fund under (a), (k) or (d)
above regarding the par value of a currency, shall also be deemed, unless the contrary
is stated, to be a communication or notification regarding the par value of all the
separate currencies referred to above. Any member may, however, make a communi-
cation or notification relating to the metropolitan or any of the separate currencies
alone. If the member does so, the provisions of the preceding paragraphs {including (d)
above, if a territory where a separate currency exists has been accupied by the enemy)
shall apply to each of these currencies separately.

{h) The Fund shall begin exchange transactions at such date as it may determine
after members having sixty-five percent of the total of the quotas set farth in Schedule A
have become eligible, in accordance with the preceding paragraphs of this Section, to
purchase the currencies of other members, but in no event until after major hostilities
in Europe have ceased.

i) The Fund may postpone exchange transactions with any member if its circum-
stances are such that, in the opinion of the Fund, they would lead to use of the resources
of the Fund in a manner contrary to the purposes of this Agreement or prejudicial to
the Fund or the members,

fi) The par values of the currencies of gavernments which indicate their desire
to beconte members after December 31, 1945, shall be determined in accordance with
the provisions of Article [1, Section 2.

Done at Washington, in a single copy which shall remain depasited in the archives
of the Covernment of the United States of America, which shall transmit certified
copies to all governments whose names are sel forth in Schedele A and to all govern.
ments whose membership is approved in accordance with Article II, Section 2.
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SCHEDULE A. QUOTAS
{In millions of United States dollars]}

Australia ., ... .o L 200 India .. ..o 400
Belgium ... ..... ... .ol 225 Tran . ... 25
Bolivia ... .. ... . . ... .. 10 Irag B
Brazil ... ...... ..o e 150 Liberia ... ... i 5
Canada ..ot e 300 Luxembourg .......... ... ..., 10
Chile ... ... i e 50 MexiCo ... i e 90
China .ooiin i e 550 Netherlands ...................... 275
Colombia ... . ... . ... ... ... 50 New Zealand . ... .. 0L, 50
Costa Rica ......o... oo, 5 NICaragua ... . .ooivii i 2
Cuba ... ..o 50 Norway ... oo i 50
Czechoslovakia ... ... . ... ... 125 Panama .. ... ... oo o .5
Denmark ... ... ...l N Paraguay .........c..cueooiiiao. 2
Dominican Republic ............ .. 5 Peru . ooi 25
Ecuador ... ... ... ... i 5 Philippine Commonwealth ... .. .. 15
Eevpl oo 45 Poland ... ... . ... .. il 125
Bl Salvader ... ... ... .o 2.5 Union of South Africa ............. 100
Ethiopia ... o L. 6 Union of Soviet Socialist
FRamee .. oooien i i 450 Republics ....... ... ... o a. 1,200
Greece ... v 4¢ United Kingdom .................. 1,300
Guatemala ....................... 5 United States .................. ... 2,750
Hatth ... 5 Lruguay ... ..ot 15
Honduras .......... ... ... ...... 2.5 Venezuela .............. ... ... .. 15
Teeland ... ... oo 1 Yugoslavia ... ..o 60
Total .. ... ..o 8,800

' The quota of Tlenmark shall be determined by the Fund after the Darnish Goverrment bas declared its
readiness te sign this Agreement bhut before signature lakes place.

SCHEDULE B. PROVISIONS WITH RESPECT TO REPURCHASE BY A MEMBER

1.

QF ITS CURRENCY HELD BY THE FUND

In determining the extent to which repurchase of a member’s currency from the

Fund under Article V, Section 7 (b}, shall be made with each type of monetary reserve,

that

is, with gold and with each convertible currency, the following rule, subject to 2

below, shall apply:

(a) If the member's monetary reserves have not increased during the year, the
amount payable to the Fund shall be distributed among all types of reserves in
proportion to the member’s holdings thereof at the end of the year.

{b) If the member's monetary reserves have increased during the year, a part
of the amount payable to the Fund equal to one-half of the increase shall be
distributed among those types of reserves which have increased in proportion to
the amount by which each of them has increased. The remainder of the sum
payable to the Fund shall be distributed among all types of reserves in proportion
to the member’s remaining holdings thereof.

{c) If after all the repurchases required under Article V, Section 7 {b), had been
made, the result would exceed any of the limits specified in Article V, Section 7 (c},
the Fund shall require such repurchases to be made by the members proportionately
in such manner that the limits will not be exceeded.
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2. The Fund shall not acquire the currency of any non-member under Article V,
Section 7 {b) and (c).

3. In calculating monetary reserves and the increase in monetary reserves during
any year for the purpose of Article V, Section 7 fb) and (¢}, no account shall be taken,
untless deductions have otherwise been made by the member for such holdings, of any
increase in those monetary reserves which is due to currency previously inconvertible
having become convertible during the year; or to holdings which are the proceeds of a
long-term or medium-term loan contracted during the year; or to holdings which have
been transferred or set aside for repayment of a loan during the subsequent vear.

4, In the case of members whose metropolitan territories have been occupied by the
enemy, gold newly produced during the five vears aFter the entry into force of this
Agreement from mines located within their metropolitan territories shall not be included
in computations of their monetary reserves or of increases in their monetary reserves.

SCHEDULE C, ELECTION OF EXECUTIVE DIRECTORS

1. The election of the elective executive directors shall be by ballot of the governors
eligible to vote under Article XII, Section 3 (b} (iii) and {iv).

2. In balloting for the five directors to be elected under Article XII, Gection 3 {b) (iii),
each of the governars eligible to vote shall cast for one person all of the votes to which
he is entitled under Article XII, Section 5 {a). The five persons receiving the greatest
number of votes shall be directors, provided that no person who received less than
nineteen percent of the total number of votes that can be cast (eligible votes) shall be
considered elected.

3. When five persons are not elected on the first ballot, a second ballot shall be held
in which the person who received the lowest number of votes shall be ineligible for
election and in which there shall vote only (2) those governors who voted in the first
ballot for a person not elected, and (b) those governors whose votes for a person elected
are deemed under 4 below to have raised the votes cast for that person above twenty
percent of the eligible votes.

4. In determining whether the votes cast by a governor are to be deemed to have
raised the total of any person above twenty percent of the eligible votes the twenty
percent shall be deemed to include, first, the votes of the governor casting the largest
number of votes for such person, then the votes of the governor casting the next largest
number, and so on until twenty percent is reached.

5. Any governor part of whose votes must be counted in order to raisc the total
of any person above nineteen percent shall be considered as casting all of his votes for
such person even if the total votes for such person thereby exceed twenty percent.

6. 1f, after the second ballot, five persons have not been elected, further ballots
shall be held on the same principles until five persons have been elected, provided that
after four persons are elected, the fifth may be elected by a simple majority of the
remaining votes and shall be deemed to have been elected by all such votes,

7. The directors to be elected by the American Republics under Article XII, Sec-
tion 3 (b) (iv) shall be elected as follows:

{a) Each of the directors shall be elected separately.
{t) In the election of the first director, each governor representing an American

Republic eligible to participate in the clection shall cast for one person all the votes
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to which he is entitled. The persen receiving the largest number of votes shall be
elected provided that he has received not less than forty-five percent of the total
votes.

) If no person is elected on the first ballot, further ballots shall be held, in each
of which the person receiving the lowest number of votes shall be eliminated, until
one person receives a number of votes sufficient for election under {b) above.

{d) Covernors whose votes contributed to the election of the first director shall
take no part in the election of the second director.

fe} Persons who did not succeed in the first election shall not be ineligible for
election as the second director.

{f) A majority of the votes which can be cast shall be required for election of the
second director. If at the first ballot no person receives a majority, further ballots
shall be held in each of which the person receiving the lowest number of votes shall
be eliminated, until some person obtains a majority.

{2} The second director shall be deemed to have been elected by all the votes
which could have been cast in the ballot securing his election.

SCHEDULE D. SETTLEMENT OF ACCOUNTS WITH MEMBERS
WITHDRAWING

1. The Fund shall be obligated to pay to a member withdrawing an amount equal
to its quota, plus any other amounts due to it from the Fund, less any amounts due
to the Fund, including charges accruing after the date of its withdrawal; but no payment
shall be made unti] six months after the date of withdrawal. Payments shall be made
in the currency of the withdrawing member.

2, If the Fund’s holdings of the currency of the withdrawing member are not
sufficient to pay the net amount due from the Yund, the balance shall be paid in gold,
or in such other manner as may be agreed. If the Fund and the withdrawing member
do not reach agreement within six months of the date of withdrawal, the currency in
guestion held by the Fund shall be paid forthwith to the withdrawing member. Any
balance due shall be paid in ten half-yearly installments during the ensuing five years.
Each such installment shall be paid, at the option of the Fund, either in the currency
of the withdrawing member acquired after its withdrawal or by the delivery of gold.

3. If the Fund fails to meet any installment which is due in accordance with the
preceding paragraphs, the withdrawing member shall be entitled to require the Fund
to pay the installment in any currency held by the Fund with the exception of any
currency which has been declared scarce under Article VII, Section 3,

4. If the Fund’s holdings of the currency of a withdrawing member exceed the
amount due to it, and if agreement on the method of settling accounts is not reached
within six months of the date of withdrawal, the former member shall be obligated to
redeem such excess currency in gold or, at its option, in the currencies of members
which at the time of redemption are convertible. Redemption shall be made at the
parity existing at the time of withdrawal from the Fund. The withdrawing member
shall complete redemption within five years of the date of withdrawal, or within such
longer period as may be fixed by the Fund, but shall not be required to redeem in any
haif-yearly period more than one-tenth of the Fund’s excess holdings of its currency
at the date of withdrawal plus further acquisitions of the currency during such half-
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yearly periad. If the withdrawing member does not fulfill this obligation, the Fund may

in an orderly manner liquidate in any market the amount of currency which should
have been redeemed.

5. Any member desiring to obtain the currency of a member which has withdrawn
shall acquire it by purchase from the Tund, to the extent that such member has access
to the resources of the Fund and that such currency is available under 4 above.

6. The withdrawing member guarantees the unrestricted use at all times of the
currency disposed of under 4 and 5 above for the purchase of goods or for payment
of sums due to it or to persons within its lerritories. Tt shall compensate the Fund for
any loss resulting from the difference belween the par value of its currency on the date
of withdrawal and the value realized by the Fund on disposal under 4 and 5 above.

7. In the event of the Fund going into liguidation under Article XVI, Section 2,
within six months of the date on which the member withdraws, the account bebween the

Fund and that government shall be settled in accordance with Article XVI, Section 2,
and Schedule E.

SCHEDULE E. ADMINISTRATION OF LIQUIDATION

1. In the event of liquidation the liabilities of the Fund other than the repayment
of subscriptions shall have priority in the distribution of the assets of the Fund. In
meeting each such liability the Fund shall use its assets in the following order:

fu) the currency in which the liability is payable;
(b} gold;

{c) all other currencies in proportion, so far as may be practicable, to the quotas
of the members,

2. After the discharge of the Furd’s liabilities in accordance with 1 abave, the
balance of the Tund’s assets shall be distributed and apportioned as follows:

fa} The Fund shall distribute its holdings of gold among the members whose
currencies are held by the Fund in amounts less than their quotas. These members
shall share the gold =o distributed in the proportions of the amounts by which
their quotas exceed the Fund’s holdings of their currencies.

(b} The Fund shall distribute to each member one-half the Fund’s holdings of
its currency but such distribution shall not exceed fifty percent of its quota.

{c) The Fund shall apportion the remainder of its holdings of each currency
among all the members In proportion to the amounts due to each member after
the distributions under fa) and {b)} above,

3. Each member shall redeem the holdings of its currency apportioned to ather
members under 2 {c) above, and shall agree with the Fund within three months after a
decision to liquidate upon an orderly procedure for such redemption.

4. If a member has not reached agreement with the Fund within the three-month
period referred to in 3 above, the Fund shall use the cutrencies of other members
apportioned to that member under 2 (c} above to redeem the currency of that member
apportioned to other members. Each currency apportioned to a member which has
not reached agreement shall be used, so far as possible, to redeem its currency appor-
tioned to the members which have made agreements with the Fund under 3 above.

5. If a2 member has reached agreement with the Fund in accordance with 3 above,
the Fund shall use the currencies of ather members apportioned to that member under
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2 () above to redeem the currency of that member apportioned te other members
which have made agreements with the Fund under 3 above. Each amount so redeemed
shall be redeemed in the currency of the member to which it was apportioned.

6. After carrying out the preceding paragraphs, the Fund shall pay to each member
the remaining currencies held for its account.

7. Lach member whose currency has been distributed to other members under &
above shall redeem such currency in gold or, at its option, in the currency of the
member requesting redemption, or in such other manner as may be agreed between
them. If the members involved do not otherwise agree, the member obligated to
redeem shall complete redemption within five vears of the date of distribution, but shall
not be required to redecm in any half-yearly period more than one-tenth of the amount
distributed to each other member. If the member does not fulfill this obligation, the
amount of currency which should have been redeemed may be liquidated in an orderly
manner in any market.

8. Each member whose currency has been distributed to other members under 6
above guarantees the unrestricted use of such currency at all times for the purchase of
goods or for payment of sums due to it or to persons in its territories. Each member
su obligated agrees to compensate other members for any loss resulting from the
difference between the par value of its currency on the date of the decision to
liquidate the Fund and the value realized by such members on disposal of its currency.
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Agreement with the United Nations

The Agreement reproduced below was approved by the Board of Governors
of the Fund on September 17, 1947 and by the General Assembly of the United
Nations on November 15, 1947, Accordingly, the Agreement come into force
on November 15, 1947,

Agreement Between the United Nations
and the International Monetary Fund

(November 15, 1947)

Articie |

Ceneral

1. This agreement, which is entered into by the United Nations pursuant to the
provisions of Article 63 of its Charter, and by the International Monetary Fund
{hereinafter called the Fund}, pursuant to the provisions of article X of its Articles of
Agreement, is intended to define the terms on which the United Nations and the Fund
shall be brought into relationship.

2. The Fund is a specialized agency established by agreement among its member
governments and having wide international responsibilities, as defined in its Articles of
Agreement, in economic and related fields within the meaning of Article 57 of the
Charter of the United Nations. By reason of the nature of its international responsi-
bilities and the terms of its Articles of Agreement, the Fund is, and is required to
function as, an independent international organization.

3. The United Nations and the Fund are subject to certain necessary limitations for
the safeguarding of confidential material furnished to them by their members or others,
and nothing in this agreement shall be construed to require either of them to furnish
any information the furnishing of which would, in its judgment, constitute a violation
of the confidence of any of its members or anyone from whom it shall have received
such information, or which would otherwise interfere with the orderly conduct of its
operations.

Articie I

Reciprocal representation
1. Representatives of the United Nations shall be entitled to attend, and to partici-
pate without vote in, meetings of the Board of Governors of the Fund. Representatives
of the United Nations shall be invited to participate without vote in meetings especially
called by the Fund for the particular purpose of considering the United Nations point
of view in matters of concern to the United Nations.

215
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2. Representatives of the Fund shall be entitled to attend meetings of the General
Assembly of the United Nations for purposes of consultation.

3. Representatives of the Fund shall be entitled to attend, and to participate without
vote in, mectings of the committees of the General Assembly, meetings of the Economic
and Social Council, of the Trusteeship Council and of their respective subsidiary bodies,
dealing with matters in which the Fund has an interest.

4. Sufficient advance notice of these meetings and their agenda shall be given so
that, in consultation, arrangements can be made for adequate representation.

Arnicre I
Proposal of agenda items
In preparing the agenda for meetings of the Board of Covernors, the Fund will give
due consideration to the inclusion in the agenda of items proposed by the United
Natiwons. Similarly, the Council and its commissions and the Trusteeship Council will
give due consideration to the inclusion in their agenda of items proposed by the Fund.

Articie IV
Consultationn and vecommendations

1. The United Nations and the Fund shall consult together and exchange views on
matters of mutual interest.

2. Neither organization, nor any of their subsidiary bodies, will present any formal
recommendations to the other without reasonable prior consultation with regard
thereto. Any formal recommendations made by either organization after such consulta-
tion will be considered as soon as possible by the appropriate organ of the other.

ArTicer V
Exchange of information
The United Nations and the Fund will, to the fullest extent practicable and subject
to paragraph 3 of article I, arrange for the current exchange of information and

publications of mutual interest, and the furnishing of special reports and studies
upon request.

ArricLe VI

Security Council
1. The Fund takes note of the obligation assumed, under paragraph 2 of Article 48
of the United Nations Charter, by such of its members as are also Members of the
United Nations, to carry out the decisions of the Security Council through their action
in the appropriate specialized agencies of which they are members, and will, in the
conduct of its activities, have due regard for decisions of the Security Council under

Articles 41 and 42 of the United Nations Charter.

2. The Fund agrees to assist the Security Council by furnishing to it information in
accordance with the provisions of article V of this agreement.
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Articee VII
Assistance fo the Trusteeship Council
The Fund agrees to co-operate with the Trusteeship Council in the carrying out of its
functions by furnishing information and technical assistance upon reguest, and in such
other similar ways as may be consistent with the Articles of Agreement of the Fund.

ArTicte VIII

International Cowrt of Jusiice
The General Assembly of the United Nations hereby authorizes the Fund ta reguest
advisory opinions of the International Court of Justice on any legal guestions arising
within the scope of the Fund’s activities other than questions relating ta the relationship
between the Fund and the United Nations or any specialized agency. Whenever the
Fund shall request the Court for an advisory opinion, the Fund will inform the
Fconomic and Social Council of the request.

Arricre 1X

Siatistical services
1. In the interests of efficiency and for the purpose of reducing the burden on
national Governments and other grganizations, the Urited Nations and the Fund agree
to co-operate in eliminating unnecessary duplication in the collection, analysis, publica-
tion and dissemination of statistical information.

2. The Fund recognizes the United Nations as the central agency for the coliection,
analysis, publication, standardization and improvement of statistics serving the general
purposes of international organizations, without prejudice to the right of the Fund to
concern itself with any statistics so far as they may be essential for its own purposes.

3. The United Nations recognizes the Furd as the appropriate agency for the
collectiun, analysis, publication, standardization and improvement of statistics swithin
its special sphere, without prejudice to the right of the United Nations to concern
itself with any statistics so far as they may be essential for its own purposes.

4. fu} In ity statistical activities the Tund agrees to give full consideration to the
requirements of the United Nations and of the specialized agencies,

fb) In its statistical activities the United Nations agrees o give full consideration to
the requirements of the Fund.

5. The United Nations and the Fund agree *o furnish each other promptly with all
their non-confidential statistical information.

ArTicur X

Administrative relationships
1. The United Nations and the Furnd will consult from time to time concerning
personnel and other administrative matters of mutual interest, with a view tu secusing
as much uniformity in these matters as they shall find practicable and to assuring the
most efficient use of the services and facilities of the two organizations. These con-
sultations shall include determination of the most equitable manner in which special
services furnished by one organization to the other should be financed.
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2. To the extent consistent with the provisions of this agreement, the Fund will
participate in the work of the Co-ordination Committee and its subsidiary bodies.

3. The Fund will furnish to the United Nations copies of the annual report and the
quarterly financial statements prepared by the Fund pursuant to section 7 (a) of article V
of its Articles of Agreement. The United Nations agrees that, in the interpretation of
paragraph 3 of Article 17 of the United Nations Charter it will take into consideration
that the Fund does not rely for its annual budget upon contributions from its members,
and that the appropriate authorities of the Fund enjoy full autoromy in deciding the
form and content of such budget.

4. The officials of the Fund shall have the right to use the laissexz-passer of the
United Nations in accordance with special arrangements to be negotiated between the
Secretary-General of the United Nations and the competent authorities of the Fund.

ArTicie X1

Agreements with other Qrganizations
The Fund will inform the Economic and Social Council of any formal agreement
which the Fund shall enter into with any specialized agency, and in particular agrees to
inform the Council of the nature and scope of any such agreement before it is
concluded.

AxricLE XiI
Liaison
1. The United Nations and the Fund agrec to the foregoing provisions in the belief
that they will contribute to the maintenance of effective co-operation between the two
organizations. Each agrees that it will establish within its own organization such
administrative machinery as may be necessary to make the liaison, as provided for in
this agreement, fully effective.

2. The arrangements provided for in the foregoing articles of this agreement shall

apply, as far as is appropriate, to relations between such branch or regional offices as
may be established by the two organizations, as well as between their central machinery.

Articee XIII

Miscellaneous
1. The Secretary-General of the United Nations and the Managing Director of the
Fund are authorized te make such supplementary arrangements as they shall deem
necessary or proper to carry fully into effect the purposes of this agreement.

2. This agreement shall be subject to revision by agreement between the United
Nations and the Fund from the date of its entry into force.

3. This agreement may be terminated by either party thereto on six months’ written
notice to the other party, and thereupon all rights and obligations of both parties
hereunder shall cease.

4. This agreement shall come into force when it shall have been approved by the
General Assembly of the United Nations and the Board of Governors of the Fund.
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Selected Decisions

The decisions reproduced below are those contained in Selected Decisions of
the Executive Directors and Selected Documents, Third lssue, fanuary 1965,
They comprise the decisions of a general nature which have been cited in Vol-
umes I and [ above. They are arranged in the order of the Articles of Agreement
to which they refer, and not chronologically,

Decisions embodied in Rules and Regulations are not included here; they
will be found in the document following this one (beginning on n. 287),

Selected Decisions of the
Executive Directors

(As at December 31, 1965)
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Articie I, Section 2

ADJUSTMENT OF QUOTAS

The first interval of five years, at the end of which the Fund shall review the quotas
of the members in accordance with Article 111, Section 2, began on the date when the
Fund Agreement, In accordance with Article XX, Section 1, entered into force: ie. on
December 27, 1945,

Decision No. 468-2
March 11, 1949

Articer I, Section 3

SUBSCRIPTIONS

Net Orrrcrar Horoinegs: PrINCIpLEs OF INTERPRETATION

In order to ensure the uniform application of the relevant Articles of Agreement as
they apply to determinations of members’ net official holdings of gold and U.5. dollars
for the purposes of Article 111, Section 3 (b) (ii), the Furd adopts or reaffirms the follow-
ing principles of interpretation for the indicated provisions of the Fund Agreement:

{a) Article III, Section 3 (b) : “Each member shall pay in gold, as a minimum, the
smaller of

(i} twenty-five per cent of its quota; or

{ii} ten per cent of its net official holdings of gold and United States dollars as at
the date when the Fund notifies members under Article XX, Section 4 [a}, that
it will shortly be in a position to begin exchange transactions.

Each member shall furnish to the Fund the data necessary to determine its net
official holdings of gold and United Gtates dollars.”

(1) The concept of “holdings” of gold or United States dollars involves the
ownership of gold or United States dollars.

{2} A claim to gold or dollars, unsupported by title to them, is not a “holdings.”

(3) “United States dollars” means “without limitation coins, paper money,
bank balances, bank acceptances, and government obligations issued with a
maturity not exceeding twelve months,”” This definition appears in Article
XIX {d) and has been adopted by analogy in the calculation of net official
holdings. The government obligations referred to must have been issued
with an original maturity not exceeding twelve months, and it does not
suffice that a government obligation will simply mature within twelve
months from September 12, 1946,

{4) Dollars drawn by a member under a loan and in its ownership, for example,
because deposited in a bank account which it owns, are part of its “hold-
ings.” Dollars which a member has not drawn under a loan agreement or
commitment and which it does not yet own, although it may later get
ownership of them, are not 2 “holding.”
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{3) The usability of gold or dollars for the payment of the gold subscription
is not necessary in order to caonstitute “holdings.” A member does nat pay
10 per cent of cach item of gold or dollars, but the equivalent of 10 per cent
of its total “holdings” of gold and deollars. Thus, sepregated dotlar balances
are “holdings.” 5o, too, are gold or dollars blocked under warlime {reez'ng
arrangements, if a member has title to them. This means, in the case of
gold, that the member has title to specific gold (e.g., earmarked pold) or to
a fixed share of specific gold (e.g., vne-quarter of earmarked gold]. Fhere iy
no “holding” if a member has merely a ¢laim to unidentified gold (eg.,
such looted gold as may be discovered and restored o it) or tu an uncertain
share of specific or unidentified gold {e.g, a share of such looted gold as
may be ar has been recovered, to be determined in proportion to all claims}.

(6) Under a pledge of gold or dollars, title remains in the pledgor, for which
reasen pledged gold or dollars are the “holdings” of the pledgor.

(7} Since local law cannot override international obligations, gold or dollars
are “holdings” even though inalienable under local law or allocated to some
special purpose.

{8) Gold must be valued in accordance with Article 1V, Section 1.

{9) If a member had no “holdings” of gold or dollars on September 12, 1946,
its total subscription will be payable in its own currency.

(b} Article U, Section 3 (d): "If the net official holdings of gold and United States
dollars of any member as at the date referred to in (b) (ii) above are not ascer
tainable because its territories have been occupied by the enemy, the Fund shall fix
an appropriate alternative date for determining such holdings. [f such date is later
than that on which the country becomes eligible under Acticle XX, Section 4 (¢
or (d), to buy currencies from the Fund, the Fund and the member shall agree on a
provisional gold payment to be made under {b) above, and the balance of the
member’s subscription shall be paid in the member's currency, subject to appropriate
adjustment between the member and the Fund when the net official heldings have
been ascertained.”

1) Where 2 member was occupied by the enemy and its nel official holdings
of gold and United States dollars as of Septernber 12, 1946, are not ascer-
tairable, the Fund may postpone the date as of which the caleulation shall
be made. This means that seme later date mav be substituted for Septem-
ber 12, 1946, as the efcctive date for the purposes of Artice Ul Sec-
tion 3 (b) (ii).

{2} The postponement must relate to the determination of the whole of a
member’s net official holdings of pold and U.5. dollars. That is to say,
there cannot be a postponement of only those items whose status on
September 12, 1946, canno! be ascertained.

fc) Pertains to Article XIX (b); see p. 270.
{dy Pertains to Article XIX (¢); see p. 270,

(e) Pertains to Article XIX (h); see p. 270
Decision No. 298-3
April 14, 1944
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ArTticie I1I, Section 4

PAYMENTS WHEN QUOTAS ARE CHANGED

INTERPRETATION

It is determined as a matter of interpretation that Art. I1I, Sec. 4, and not Art. 11§,
Sec. 3, applies to all changes in quotas.

Decision No. 595-3

July 20, 1950

Quota Increases: GoLp SUBSCRIPTIONS

In connection with any guota increases granted in accordance with the Fund’s
decision on “Compensatory Financing of Export Fluctuations” and any quota increases
granted as the result of requests received before the decision referred to, it is decided:

{a} to recommend to the Board of Governors, where a member represents, for reasons
which it shall submit to the Fund, that its reserves should not be reduced by an
immediate 25 per cent gold payment, that such member shall be permitted in accord-
ance with an appropriate resolution to have its quota increased in five annual install-
ments, with the right to accelerate the payment of such installments;

(b} to give sympathetic consideration o a request for an exchange transaction up to
25 per cent of the increase by any member which wishes to have the full increase
in its quota take effect immediately or to expedite the full increase in its quota if it is
paying under the installment schedule. This facility will be available where: (i} the
member would encounter undue payments difficulties through the reduction in its
reserves by the payment of the 25 per cent gold subscription or of the outstanding
balance; and (ii) the request is made within two years after the date of the consent
to the increase or, in the case of an increase in installments, within two years after
the payment of the first installment; and (iii) the member requesting such an
exchange transaction beyond the gold tranche represents that it will make a repur-
chase corresponding to any drawing in equal annual installments, to commence one
year after the drawing and to be completed not later than three years after the
drawing.
Decision No. 1529-(63/33)
June 14, 1963

Axrricte IV, Section 1

TRANSACTIONS AND COMPUTATIONS INVOLVING FLUCTUATING
CURRENCIES

TransacTions aND CoMpPuTaTiONs INvoOLvING FLUCTUATING CURRENCIES

The Fund has examined certain problems relating to the adjustment of its holdings
of fluctuating currencies and to transactions and computations invelving such currencies
and has come to the following conclusions:

I. The Fund does not intend to apply the rules set forth in II below to its holdings
of members” currencies having fluctuating rates when there is no practical interest for
the Fund or members to do so. To avoid misunderstanding, it may be useful to point
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out that these rules do not constitute a formula for dealing with the currencies of
countries in which current transactions are conducted at multiple rates.

II. Subject to [ above, the following rules are adopted:

Where the foreign exchange value of a currency fluctuates so that exchange trans-
actions in that currency are not based on parity in accordance with Article TV, Sec-
tion 3, and the Fund decides to apply Article TV, Section 8, computations by the Fund
relating to that currency (hereinafter referred to as “fuctuating currency”) for the
purpose of applying the provisions of the Articles of Agreement of the Fund will be
made as follows:

1. (i) Computations will be based on the mid-paint between the highest rate
and the lowest rate for the United States dollar quoted, for cable transfers for
spot delivery, in the main financial center of the country of the fluctuating cur-
rency on the day specified in sub-paragraph (ii) below; provided, however, that
when prescribed by sub-paragraph {iii) below computations will be based on
the mid-point between the highest rate and the lowest rate for the fuctuating
currency quoted in New York for cable transfers for spot delivery. Arrange-
ments will be made with the Fund’s depository in the country of the appropriate
exchange market as determined hereunder to communicate to the Fund the rates
referred to in this sub-paragraph (i).

(i) For the purpose of sub-paragraph (i} the specified day will be:

{(a) For the sale or purchase by the Fund of a fluctuating currency in
exchange for another currency, or the purchase of gold by the Fund under
Article V, Section & (a), or voluniary repurchase, the last business day, in the
main finarcial center of the country of the fuctuating currency, before the
Fund instructs its depository to transfer or receive the fluctuating currency.

(b} For computations for the purpose of Articte V, Section 7 (b) or
Article V, Section B (f), the day as of which the computation is made.

(ifi) If a mid-point cannot be determined in the main financial center of the
country of the fluctuating currency in accordance with sub-paragraph (i) for the
day specified in sub-paragraph (ii), there will be substituted therefor the mid-
point for the fluctuating currency in New York determined in accordance with
sub-paragraph (i) for the same calendar day. If no such mid-point can be deter-
mined for that day, there will then be substituted, to the extent necessary, first
the previous business day in the main financial center of the country of the
fluctuating currency, and secondly the same calendar day in New York. This
procedure will be followed to the extent necessary, until a mid-point is deter-
mined in accordance with sub-paragraph (i), except where the Fund decides to
make a special determination under paragraph 6 below.

2. Where as the result of the application of paragraph 1 the amount of
currency which the Fund has agreed to sell would exceed the amount that the
purchasing member is entitled to purchase under Article V, Section 3 (a) (ii), the
amount of currency to be sold will be reduced to the amount the purchasing
member is entitled to purchase under that provision unless the Fund makes a
waiver under Article V, Section 4.

3. The Fund will revalue all of its holdings of a fluctuating currency on the
basis of the mid-point employed for a computation under paragraph 1, and such
revaluation will take effect as of the day specified for the computation in sub-
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paragraph (ii) of paragraph 1. As a minimum, revaluation will be made as of
cach July 31, October 31, January 31, and April 30.

4. Whenever the Fund revalues its holdings of a fluctuating currency under
paragraph 3, it will establish an account receivable or an account pavable, as
the case may be, in respect of the amount of the currency payable by or to the
member under Article IV, Section 8. For the purpose of applying the provisions
of the Articles as of any date, the Fund’s holdings of the fluctuating currency
will be deemed to be its actual holdings plus the balance in any such account
receivable or minus the balance in any such account payable as of that date.

5. Any account recetvable or payable established under paragraph 4 above
will be settled promptly after each July 31, Qctober 31, January 31, and April 30,
provided, however, that settlement will not be necessary for any July 31,
October 31, or January 31 on which the mid-peint as determined under para-
graph 1 above does not differ by more than five per cent from the rate for the
last scttlement. Settlement of any account receivable or payable established
under paragraph 4 above will always be made when requested by either the
Fund or the member.

6. In any case in which it appears to the Fund that any of the provisions of
patagraphs 1 to 5 above are not adequate or satisfactory, the Tund will make a
special determination for the treatment of such case.

II. Sections 1 and II above of this decision shall be communicated to members
together with 5M/54/25 as amended by SM/54/25, Supplement 1 as an explanatory
memorandurm.

Decision Neo. 32I1-(54/33)
June 15, 1954

TransacTions ann ComruTtarions INvolviINg Frrciuating CURRENCIES

The foregoing Decision No, 327-(54/32) was amended as follews . —

1. [Expired.]

2. There shall be added after “Article V, Section 6 (a},” in paragraph LT (ii} (a)
of Executive Board Decision No. 321-(54/32) the words “or the =ale of gold by the
Fund under Article VI, Section 2,”.

3. |Expired.]

Decision No. 12453-(0]743)
Apeust |, 1967

Transactions anp Comrurations Ixvorvine Fuoetuarive Coruencirs
Paragraph IL1 (ii) (a) of Executive Board Decision No. 321-(54/32) is amended to
read as follows:

For the sale or purchase by the Fund of a fluctuating currency in exchange for
another currency, or the purchase of gold by the Fund under Article ¥V, Section 6 {a),
or the sale of gold by the Fund under Article VII, Section 2, or voluntary repurchase,
or borrowing or the repayment of horrowing under Article VII, Section 2, the last
business day in the main financial center of the country of the fluctuzating currency,
before the Fund instructs its depository to transfer or receive the fluctuating currency,

Decision No. 1283-(51/586)
December 23, 1967
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ArTicin IV, Section 2

GOLD

Premium GoLp TRANSACTIONS: STATEMENT TO MEMBERS

The following statement should be communicated to members and made public
without delay:

In June 1947, the Fund issued a statement recommending to its members that they
take effective action to prevent external transactions in gold at premium prices,
because such transactions tend to undermine exchange stability and to impair mone-
tary reserves. From time to time the Fund has reviewed its recommendations and
the effectiveness of the action taken by its members.

Despite the improvement in the payments position of many members, sound gold
and exchange pelicy of members continues to require that to the maximum extent
practicable, gold should be held in official reserves rather than go into private hoards.
It is only as gold is held in official reserves that it can be used by the monetary
authorities to maintain exchange rates and meet balance of payments needs.

However, the Fund’s continuous study of the situation in gold-producing and -con-
suming countries shows that their positions vary so widely as to make it imprac-
ticable to expect all members to take uniform measures in order to achieve the
objectives of the premium gold statement. Accordingly, while the Fund reaffirms its
belief in the economic principles involved and urges the members to support them,
the Fund leaves to its members the practical operating decisions involved in their
implementation, subject to the provisions of Art. IV, Sec. 2 and other relevant articles
of the Articles of Agreement of the .M.F.

The Fund will continue to collect full information about gold transactions, will watch
carefully developments in this field and will be prepared in consultation with members
to consider problems relating to exchange stability and any other problems which
may arise.

Decision No. 75.(708)
September 28, 1951

For the statement of June 1947, vee below, p. 310.

Srartement or Pouicy ConcerNine Sussipies ror Gotn Propucrion

The following statement of policy concerning subsidies for the production of gold
is adopted, and the Managing Director is asked to send copies to members and release
the statement for publication on [December 12.

The International Monetary Fund has a responsibility to see that the gold policies
of its members do not undermine or threaten to undermine exchange stability. Con-
sequently every member which proposes to introduce new measures to subsidize
the production of gold is under obligation to consult with the Fund on the specific
measures to be introduced.

Under Article IV, Section 2, of the Articles of Agreement of the Fund members
are prohibited from buying gold at a price above parity plus the prescribed margin.
In the view of the Fund, a subsidy in the farm of a uniform payment per ounce for
all or part of the gold produced would constitute an increase in price which would
not be permissible if the total price paid by the member for gold were thereby to
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become in excess of parity plus the prescribed margin. Subsidies involving payments
in another form may also, depending upon their nature, constitute an increase in price.

Under Article 1V, Section 4 (a), each member of the Fund “undertakes to col-
laborate with the Fund to promote exchange stability, to maintain orderly exchange
arrangements with other members, and to avoid competitive exchange alterations.”
Subsidies on gold production regardless of their form are inconsistent with Article 1V,
Section 4 {a) if they undermine or threaten to undermine exchange stability. This
would be the case, for example, if subsidies were to cast widespread doubt on the
uniformity of the monetary value of gold in all member countries.

Subsidies which do not directly affect exchange stability may, nevertheless, con-
tribute directly or indirectly to monetary instability in other countries and hence be
of concern to the Fund.

A determination by the Fund that a proposed subsidy is not inconsistent with the
foregoing principles will depend upon the circumstances in each case. Moreover, the
Fund may find that subsidies which are justified at any one time may, because of
changing conditions and changing effects, later prove to be inconsistent with the
foregoing principles. In order to carry out its objectives, the Fund will continue to
study, and to review with its members, their gold policies and any proposed changes,
to determine if they are consonant with the provisions of the Fund Agreement and
conducive to a sound international policy regarding gold.

Decision No. 233-2
December 11, 1947

Armicie IV, Sections 3 AND 5

PAR VALUES AND MARGINS

ForeioN ExcuaaNce Dratings Basrvp on Parrry: Awrtice IV, Secrion 3

Dealings in paper money and coins are deemed to be “other exchange transactions”
within the meaning of Article IV, Section 3, whether or not the importation and exporta-
tion of such money and coins to and from the country of origin are subject to restric-
tions. The dealings are in consequence subject to the provisions of that Section. Mem-
bers shall not permit transactions in such paper money and coins within their territories
in a manner or to an extent which will negate the par values agreed with the Fund.
Where transactions in fact have such an effect the Fund will be obliged to intervene.

Decision No. 269-2
Eebruary 11, 1948

Excrance Dialings anp Marcins Unper Conprtions of Increasing CoONVERTIBILITY

The Fund does not object to exchange rates which are within 2 per cent of parity
for spot exchange transactions between a member’s currency and the currencies of
other members taking place within the member’s territories, whenever such rates result
from the maintenance of margins of no more than 1 per cent from parity for a con-
vertible, including externally convertible, currency.

Decision No. 904-(59/32)
July 24, 1959
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INTERPRETATION OF ARTICIES OF AGREEMENT

[A member] has stated its intention to maintain full employment and has requested
an interpretation of the Articles of Agreement as to whether steps necessary to protect
a member from unemployment of a chronic or persistent character, arising from pres-
sure on its balance of payments, shall be measures necessary to correct a fundamental
disequilibriutm.

The Executive Directors interpret the Articles of Agreement to mean that steps which
are necessary to protect a member from unemployment of a chreonic or persistent
character, arising from pressure on its balance of payments, are among the measures
necessary to correct a fundamental disequilibrium; and that in each instance in which
a member proposes a change in the par value of its currency to correct 2 fundamental
disequilibrium the Fund will be required to determine, in the light of all relevant circum-
stances, whether in its opinion the proposed change is necessary to correct the funda-
mental disequilibrium.

Pursuant to Decision No. 71-2
September 26, 1946
CEANGES IN Par Varues: FuNDameNTAL DISEQUILIBRIUM

The Fund has authority under Article IV, Section 5 () (ii) or {iii}, to object to a
change in par value propesed by a member when the extent of the proposed change, in
the judgment of the Fund, is insufficient to correct a fundamental disequilibrium. The
Executive Board recognizes, however, that the extent of the change in par value, neces-
sary to correct a fundamental disequilibrium, cannot be determined with precision and
that in reaching a decision on a member’s proposal to change its par value, whether
during the transitional period or thereafter, the member should be given the benefit of
any reasonable doubt. In addition, due consideration should be given the views of the
member regarding the political and social consequences of a change in par value greater
than the one proposed,

Decision No. 278-3
March 1, 1948

Articie V, SecTioNs 3, 4, AND 5

USE OF FUND'S RESOURCES AND STAND-BY ARRANGEMENTS

Use or Funp’s Resources: MEeaming o Articre V, Secrion 3 (a) {1)

The word “represents” in Article V, Section 3 (a) (i), means “declares.” The member
is presumed to have fulfilled the condition mentioned in Article V, Section 3 {a} (i), if it
declares that the currency is presently needed for making payments in that currency
which are consistent with the provisions of the Agreement. But the Fund may, for good
reasons, challenge the correctness of this declaration, on the grounds that the currency
is not “presently needed” or because *he currency is not needed for payment “in that
currency,” or because the payments will not be “consistent with the provisions of this
Agreement.” If the Fund concludes that a particular declaration is not correct, the Fund
may postpone or reject the request, or accept it subject to conditions. The phrase “pres-
ently needed” cannot be defined in terms of a formula uniformly applicable to all cases,
but where there is good reason to doubt that the currency is “presently needed,” the
Fund will have to apply the phrase in each case in the light of all the circumstances.

Decision No. 284-4
March 10, 1948
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Use orF Funp’s Resources: Meaning oF “ConstsTant with tHE [rovisions or THis
AGREEMENT IN ArrticLe V, Secrion 3

The phrase “consistent with the provisions of this Agreement” in Article V, Section 3,
mean consistent both with the provisions of the Fund Agreement other than Article ]
and with the purposes of the Fund contained in Article I.

Decision No. 287-3
March 17, 1948

Extent oF Drawing RicHts: Meanivg or Arricrk V, Section 3 (a) {iii)

The Executive Board, acting pursuant to Article XVIII (2} of the Fund Agreement,
interprets the quantitative limit of twenty-five per cent of quota in relation to drawing
rights under Article V, Section 3 (a) (iii} as follows:

Where the Fund’s holdings of a member’s currency are not less than seventy-five
per cent of its gquota, and to the extent that such holdings would not be increased
above two hundred per cent of its quota, the purchases which the member may make
during a period of twelve months ending on the date of a proposed purchase shall
be determined as follows:

(a} The total purchases shall not exceed twenty-five per cent of its quota;

(b} Provided that, if the member has made purchases during the period, it may
then purchase an amount equal to the difference between twenty-five per cent of its
quota and the total of such purchases adjusted on the basis that a repurchase by the
mermber or sale of its currency during the period is deducted from a previous, but
not subsequent, purchase or purchases during the period.

Decision No. 451-{55/52)
August 24, 1955

Use or Funp’s Resources anp REpurcHasts

1. The Managing Director has made the following statement which should be the
framework for his discussions with members on use of the Fund’s resources:

“The present proposals are designed to provide a practical basis for use of the
Fund’s resources in accordance with the purposes of the Fund. When the propasals
are agreed they will, of course, have to be carried into effect through actual cases.
Decisions will have to be made in accordance with the particular circumstances, and
in this manner a body of practical criteria will gradually be built up. However, even
at the outset I think it must be clear that access to the I'und should not be denied
because a member is in difficulty. On the contrary, the task of the Fund is 1o help
members that need temporary help, and requests should be expected from members
that are in trouble in greater or lesser degree. The Fund’s attitude taward the position
of each member should turn on whether the problem to be me: is of a temporary
nature and whether the policies the member will pursue will be adeguate to overcome
the problem within such a period. The policies, above all, should determine the
Fund’s attitude.

“In addition, the Fund should pay attention to a member’s general credit-
worthiness, particularly its record with the Fund. In this respect, the member’s
record of prudence in drawing, its willingness to offer voluntary repayment when
its situation permitted, and its promptness in fulfilling the obligation to transmit
monetary reserves data and in discharging repurchase obligations would be important.
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I would expect that in the years to come, with extended activities of the Fund, we
shall be able more and more to rely on the Fund’s own experience, thus providing a
further and most useful link between Fund drawings and repurchases.

After a pericd of relative inactivity of the Fund, it would be too much to expect
that we should be able to solve with one stroke the entire problem of access to the
Fund’s resources so that each member would always know how any request would
be received by the Fund. We shall have to feel our way. Sometimes a member may
want to submit to the Fund a specific request for drawings, with adequate informa-
tion as to the particular situation which prompts the request. At other times dis-
cussicns between the member and the Fund may cover its general position, not with
a view to any immediate drawing, but in order to ensure that it would be able to
draw if, within a period of say 6 or 12 months, the need presented itself. The Fund
itself might take the initiative in discussing with one or more members transactions
which it believes suitable for the Fund and helpful to the members concerned. In
cases where it would appear appropriate and useful, the Fund might arrange drawings
te deal with special short-run situations accompanied by arrangements for repurchase
in a period not exceeding 18 months.”

2. a. In view of the Executive Board’s interpretation of September 26, 1946, concern-
ing the use of the Fund’s resources, and considering especially the necessity for ensuring
the revolving character of the Fund’'s resources, exchange purchased from the Fund
should not remain outstanding beyond the period reasonably related to the payments
problem for which it was purchased from the Fund. The period should fall within an
outside range of three to five years. Members will be expected not to request the
purchase of exchange from the Fund in circumstances where the reduction of the Fund's
holdings of their currencies by an equivalent amount within that time cannot reasonably
be envisaged.

b. The Fund has recently determined that when the charges on the Fund’s holdings
of a member’s currency in any bracket have reached a rate of 3% per cent per annum,
the Fund and the member, in accordance with Article V, Section 8 {d) “shall consider
means by which the Fund’s holdings of the currency can be reduced” (EB Meeting
717, 11/19/51). In the course of consultations arising from purchases of exchange
taking place after December 1, 1951, the Fund and the member will agree upon
appropriate arrangements to ensure the reduction of the Fund's holdings of the mem-
ber’s currency as soon as possible, with the maximum period to be permitted in any
such agreed arrangement requiring that within five years of each purchase made by
the member there will be an equivalent repurchase of the Fund’s holdings unless they
have otherwise been reduced.

c. With respect to each future purchase which raises the Fund’s holdings of the
member’s currency from not less than 73 per cent to not more than 100 per cent of its
quota, a member whose currency held by the Tund has not been otherwise reduced
within three years will be requested by the Fund to agree upon an arrangement provid-
ing that within five years of each purchase made by the member there will be an
equivalent repurchase of the Fund’s holdings unless they have otherwise been reduced.

d. When unforeseen circumstances beyond the member’s control would make

unreasonable the application of the principles set forth in paragraph 2 abave, the Fund
will consider extensions of time.

e. When requesting use of the rescurces of the Fund in accordance with the
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arrangements described above, a member will be expected to include in its authenticated
request a statement that it will comply with the above principles.

f. These principles will be an essential element in any determination by the Fund
as to whether 2 member is using the resources of the Fund in accordance with the
purposes of the Fund.

3. Each member can count on receiving the overwhelming benefit of any doubt
respecting drawings which would raise the Fund’s holdings of its currency to not more
than its quota.

4. The Managing Director should communicate with members concerning means
to speed the collection and reporting of monetary reserves data and means to reduce
the delays in reaching agreement under Rule 1-6 in cases where a repurchase cbligation
has been computed. The Fund should also make it clear that an important element in
its judgment respecting the use of its resources will be the co-operation of the member
in helping to make Article V, Section 7 effective, including the timely provision of
information and the facilitating of settlement.

5. This decision will be eFfective until December 31, 1953, and will be reviewed by
the Executive Board before that date.

Decision No. 102-(52/11)
LFebruary 13, 1952

STanD-By CREDIT ARRANGEMENTS

The Fund is prepared to consider requests by members for stand-by arrangements
designed to give assurance that, during a fixed period of time, transactions up to a
specified amount will be made whenever a member requests and without further consid-
eration of its position, unless the ineligibility provisions of the Fund Agreement have
been invoked. The following paragraphs set forth the general framework for stand-bv
arrangements:

1. Stand-by arrangements would be limited to periods of not more than six
months. They could be renewed by a new decision of the Executive Beard.

2. In considering the request for a stand-by arrangement or a renewal of a
stand-by arrangement, the Fund would apply the same policies that ate applied to
requests for immediate drawings, including a review of the member’s position, policies
and prospects in the context of the Fund’s objectives and purposes. The Fund would
agree to a stand-by arrangement only for a member that would be in a position to
make purchases of the same amount of exchange from the Fund.

3. Such arrangements would cover the portion of the quota which a member
would be allowed, under Article V, Section 3, to draw within the period provided
in the arrangement. However, this does not preclude the Fund from making stand-by
arrangements for larger amounts on terms in accordance with Article V, Section 4.

4. A charge of 14 of 1 per cent per annum would be payable to the Fund at the
time a stand-by arrangement is agreed. This charge would be payable in gold (or
United States dollars in lieu of gold) or the member’s currency as specified for other
charges by Article V, Section 8 {f}. In the event that a stand-by arrangement is
renewed, a new charge at the rate of % of 1 per cent per annum would be payable
to the Fund.

5. A member having a stand-by arrangement would have the right to engage in
the transactions covered by the stand-by arrangement without further review by the
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Fund. This right of the member could be suspended only with respect to requests
received by the Fund after: {a) a formal ineligibility, or (b) a decision of the Executive
Board to suspend transactions either generally {under Article XVI, Section 1 (a) (ii})
or in order to consider a proposal, made by an Executive Director or the Managing
Director, formally to suppress or to limit the eligibility of the member.

6. In view of the policy of the Fund with respect to drawings within the so-called
“gold tranche,” it is not considered likely that members will request stand-by arrange-
ments confined to transactions within the “gold tranche.” Accordingly, the policy
set forth in this decision is designed primarily to deal with stand-by arrangements
for drawings beyond the “gold tranche.” If at any time a member proposes a
stand-by arrangement which would, in part or entirely, involve drawings within the
“gold tranche,” the Fund will reconsider the charge set forth in paragraph 4 above as
applied to “gold tranche” transactions.

7. This decision will be effective until December 31, 1953, and will be reviewed
by the Executive Board hefore that date.

Decision No. 1535-{52/57
Qctaber 1, 1952

1. Usi orF Funp's Rrsourcrs axp REPURCHASES
II. StaND-By CREDIT ARBANGEMLNTS

I. Use of Fund Resources and Repurchases

The decision taken at Meeting 52/11 on Icbruary 13, 1952, relating to use of the
Fund’s resources and repurchases, shall continue in effect subject to review by the
Executive Board from time to time as circumstances warrant,

II. Stand-by Arrangements

The Fund is prepared to consider requests by members for stand-by arrangements
designed to give assurance that, during a fixed period of lime, transactions up to a
specified amount will be made whenever a member requests and without further con-
sideration of its position, unless the incligibility provisions of the Fund Agreement
have been invoked. The following paragraphs set forth the general framework for
stand-by arrangements:

1. Stand-by arrangements will be {imited to periods of not more than six months.
They can be renewed by a new decision of the Executive Board. If a member belicves
that the payments problems it anticipates (for example, in connection with positive
problems for maintaining or achieving convertibility) can be adequately provided
for only by a stand-by arrangement of more than six months, the Fund will give
sympathetic consideration to a request for a longer stand-by arrangement in the
light of the problems facing the member and the measures being taken to deal with
thera. With respect to stand-by arrangements for periods of more than six maonths,
the Fund and the member might find it appropriate to reach understandings additional
to those set forth in this decision,

2. In considering the request for a stand-by arrangement or renewal of a stand-by
arrangement, the Fund will apply the same policies that are applied to requests for
immediate drawings, including a review of the member’s pasition, policies and pros-
pects in the context of the Fund’s objectives and purposes. The Fund will agree to a

stand-by arrangement only for a member that is in a position to make purchases of
the same amount of exchange from the Fund,
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3. There will be specified in each stand-by arrangement the transactions which
may be made under that arrangement.

4. A member having 2 stand-by arrangement will have the right to engage in the
transactions covered by the stand-by arrangement without further teview by the
Fund. This right of the member can be suspended only with respect to requests
received by the Fund after: (a) a formal ineligibility, or {b) a decision of the Executive
Board to suspend transactions either generally (under Article XVI, Section 1 (a} (ii})
or in order to consider a proposal, made by an Executive Director or the Managing
Director, formally to suppres= or to limit the eligibility of the member.

5. (a) A charge of ¥ of 1 per vent per annum will be payable to the Fund for
stand-by arrangements. The charge will be payable in advance for each six months’
period that the arrangement or any renewal is in effect.

{(b) Charges for stand-by arrangements will be payable in gold, or U.S. dollars in
lieu of gold, or in the member’'s currency as specified for other charges by Article V,
Section 8 (f).

{c) There will be credited against the service charge payable for a transaction
under a stand-by arrangement the charges paid for that part of the stand-by
arrangement (or renewal of it} for the six months’ period in which the transaction
takes place and for the preceding six months’ period; provided that the amount of
charge paid for a stand-by arrangement (or renewal of it) for any six months’ period
will not be credited more than once in that period and the succeeding six months’
period.

(d) In order to effect a credit against a service charge, the Fund will repay the
portion of the charge paid for a stand-by arrangement that is to be credited under (¢}
above and collect the service charge in full.

(e} If a member notifies the Fund that it wishes to cancel 2 stand-by arrange-
ment, the Fund will repay to the member a portion of the charge. The portion repaid
will represent the charge paid for the period remaining unexpired at the time of
cancellation with respect to the maximum amount of the stand-by arrangement that
has never been drawn.

{f) Repayment under (d) or (e} above of a charge paid for a stand-by arrangement
will be made in gold, U.S. dollars, and the member’s currency in the same proportions
as the charge was paid.

6. The Fund will not levy the charge set forth in paragraph 5 above with respect
to that part of the stand-by arrangement covering “gold tranche” transactions.

7. This decision shall continue in effect subject to review by the Executive Board
from time to time as circumstances warrant

Decision No. 270-({53/95)
December 23, 7953

CHARGES FOR TRANSACTIONS AND STAND-By AzraNGEMENTS
I. [Amendment to a Rule]

II. A stand-by arrangement shall provide for a fixed amount that can be purchased
under it augmented by amounts equivalent to repurchases in respect of drawings made
under the stand-by arrangement or made at the time when the stand-by arrangement
is entered into, unless when any such repurchase is made the member informs the Fund
that it does not wish the stand-by arrangement to be augmented by the amount of that
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repurchase, In exceptional circumstances, however, a stand-by arrangement may
provide for purchases that increase the Fund’s holdings of the currency of the member
having the stand-by arrangement up to a specified level, provided that the amounts the

member may purchase shall in no case be increased by other members’” purchases of its
currency,

1. 1. Paragraph 11.5 (a) and (c) of Decision No. 270-(53/95) shall be amended to
read as follows:

{a) When a stand-by arrangement is entered into or rencwed, a charge of ¥ of

1 per cent per annuin will be payable to the Fund in advance for the period of the

stand-by arrangement or renewal. For any additional drawing rights that arise in

the course of a stand-by arrangement, a further charge will be payable to the

Fund in advance at the rate of %4 of 1 per cent per annum calculated on the basis

of the amount of the additional drawing rights and the unexpired period of the
stand-by arrangement.

{¢) There will be credited against the service charge for a transaction under a
stand-by arrangement the charges actually paid in respect of that amount under
the stand-by arrangement and any stand-by arrangement which preceded it with-
out interval at the rate of %4 of 1 per cent per annum and up to a maximum of 14 of
1 per cent on that amount, due allowance being made for any refunds under
paragraph ILé of this decision. For the purpose of calculating such credits and for
the purpose of calculating refunds under (e) below, it shall be assumed that
drawings are made in respect of drawing rights in the order in which such drawing
rights arose.

2. [Applics to individual countries.]

IV. Paragraph I1.5 (¢} of Decision No. 270-(53/95) is amended to read:

If a2 member notifies the Fund that it wishes to cancel a stand-by arrangement, the
Fund will repay to the member a portion of the charge. The portion repaid will
represent the charge for the period remaining unexpired at the date of cancellation for
the amount that could still be drawn under the stand-by arrangement at the date of
cancellation for which the member has paid a charge.

V. The following shall be added to Paragraph 11.6 of Decision No. 270-{53/95):

To the extent that a charge has been levied on a part of the stand-by arrangement
which falls into the gold tranche in the course of the stand-by arrangement, the
Fund will refund the charge on that part for the unexpired period of the stand-by
arrangement,

VI. Sections 1I, Hi.1, IV, and V above shall apply to stand-by arrangements entered
into or renewed after the date of the adoption of this decision.

Decision Ng. 876.(59/ 15}
April 27, 1959

STAND-By ARRANGEMENTS: Rerunp or CHarges

{a) Refunds pursuant to Paragraph I1.6 of Executive Board Decision No. 270-(53/95),
as amended, of charges paid for stand-by arrangements entered into before the date of
this decision will be calculated as of the date of each repurchase, drawing of the mem-
ber’s currency by other members, or increase of the member’s quota, and will be based
en the Fund's total heldings of the member’s currency as of the date of each such
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calculation. If no such repurchase, drawing or increase of quota has taken place before
the expiration of the stand-by arrangement the calculation will be based on the Fund's
holdings at the end of the quarters of the Fund’s financial year and at the date of
expiration.

(b) In determining the Fund’s holdings of a member’s currency for the purposes of
all calculations involving charges payable for stand-by arrangements entered into after
the date of this decision, no account will be taken of amounts, not in excess of Yoo of
1% of the member’s quota, in a special account to meet administrative expenses.

Decision No. 1345-(62/23)
May 23, 1962

STAND-BY ARRANGEMENTS

1. There shall be added to the end of paragraph 1.4 of Executive Board Decision
No. 270-(53/95) the following sentence for usge in all future stand-by arrangements:

When notice of a decision for formal ineligibility or of a decision to consider a
proposal is given pursuant to this paragraph, purchases under this stand-by arrange-
ment will be resumed only after consultation has taken place between the Fund and
the member and agreement has been reached on the terms for the resumption of
such purchases.

2. “Prior notice” provisions appearing in existing stand-by arrangements, except for
the one approved at EBM/60/53, shall be understood as if the sentence set forth in
paragraph 1 above were substituted for such provisions.

Decision No. 1151-(61/6)
February 20, 1961

Use or Funn's Resources: LiMrtaTioNn anNp INeLiciBiLiTy Unper Armiciz V, S:icrion 5

The Fund has, in the case of a member which has had a previous exchange transaction
with the Fund, power to declare the member ineligible or limit its use of the resources
of the Fund if the member is, in the opinion of the Fund, using the resources of the
Fund in a manner contrary to the purposes of the Fund.

Decision No. 284-3
March 10, 1948

Use or Funp’s Resources: PostroneMENT aND LimMiTaTion Unper ArTiCLE V, Section 5

If the Fund receives & request from a member to purchase exchange and either,
(1) the Fund is considering sending the member a report pursuant te Article V,
Section 5, or {2} the Fund finds when the request is before it that action pursuant to that
Section should be considered; then the Fund has the authority, pursuant to Article V,
Section 5, of the Fund Agreement, to postpone the transfer as permitted under the
provisions of Rules and Regulations (G-3 for such time as may reasonably be necessary
to decide the question of applying Article V, Section 5, and, if it decides to apply it,
to prepare and send to the member a report and subject its use of the Fund’s resources
to limitations. Under such circumstances the limitations imposed will apply to the
pending request for the purchase of exchange as well as to future requests.

Decision No. 286-1
March 15, 1948
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Use or Funn’s Resources: Meaning or “Is Using” v ArticLe V, Srcrion 5

A member “is using” the resources of the Fund within the meaning of Article V,
Section 5, where it is either actually disposing of the exchange purchased from the
Fund, or, having purchased exchange from the Furd, the Fund’s holdings of its currency
are in excess of 75 per cent of its quota.

Decision No. 292-3
March 30, 1948

Currencies o Be Drawn anp 1o Be Usep v RepurcHAasks

The Board approves the statement entitled “Currencies to be Drawn and to be Used
in Repurchases” {SM/62/62, Revision 2), and this statement shall be incorporated in
the Annual Report for 1962.

Decision No. 1371-(62/36)
July 20, 1962

Currencies to be Drawn and to be Used in Repurchases

From the beginning of the Fund’'s operations through 1957, drawings were over-
whelmingly made in U.S. dollars. Starting in 1958, however, the Fund has increasingly
encouraged drawings in other currencies, and this has been facilitated by the introduc-
tion of de facto convertibility for the currencies of the main industrial countries. Since
the same currencies have become formally convertible under Article VIII in February
1961, repurchases have also begun to be made in these currencies.

Certain practices have been developed which take into account the new situation of
the increasing number of currencies usable for the transactions of the Fund. These
practices are still in a state of evolution as increased experience is being gained. The
following paragraphs set cut what may be regarded as appropriate practices to be
followed for the time being.

1. Procedure

When a substantial number of currencies other than the U.S. dollar became usable
for drawings, the drawing countries began to discuss with the Managing Director what
currencies might be drawn, It gradually became the practice that consultation should
take place between the drawing country and the Managing Director about the currencies
to be drawn, and this practice has now become established in connection with all
stand-by arrangements and drawings. Before giving advice to the drawing country, the
Managing Director has got into contact with countries whose currencies might be
drawn, even in circumstances where speed in arranging the drawing was essential.
These consultations and the contacts with the countries concerned have thus become
an integral part of the procedure which has been evalved.

In addition, an attempt is being made to indicate from time to time the amounts
likely to be drawn and what might be a proper distribution of drawings among different
currencies. Since under stand-by arrangements even fairly large drawings may be
made suddenly, such indications as will be given can only be tentative and informal
but they can, even so, serve a useful purpose in contributing to the maintenance of
close contact between the Managing Director and the countries whase currencies may
be drawn.

It has been concluded that the Fund has the legal authority to specify the convertible
currencies to be used in making repurchases in discharge of obligations to repurchase
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that do not arise under Article V, Section 7 (b}, and that, accordingly members are
required to obtain the prior agreement of the Fund on the convertible currencies to be
used in making such repurchases. Such repurchases must not increase the Fund's
holdings of a member’s currency beyond 75 per cent of that member’s queta or decrease
the Fund’s holdings of the repurchasing member's currency below 75 per cent of that
member’s quota.

Until further notice, and in order to maintain conditions which foster repurchases and
the revolving character of the Fund’s rescurces, the Fund will accept any convertible
currency fulfilling the conditions set forth in the last sentence above, provided that the
repurchasing member has consulted the Managing Director on the currencies, and the
amounts of each, to be used by the member in making its repurchase. Before giving his
advice, the Managing Director will consult with countries whose currencies could be
used in repurchase, and he will also attempt to give advance indications comparable to
those relating to the currencies to be drawn, In all of these consultations, the Managing
Director’s recommendations will be guided by the principles regarding the curcency
composition of repurchases set out in Section II below.

The preceding paragraph shall apply to those repurchase obligations cutside Article V,
Section 7 (b) that are entered inte after July 20, 1962. Members that entered into
such obligations before that date shall be invited to consult the Managing Director on
the currencies to be used in discharging these obligations, and the Managing Director
will follow the procedure and be guided by the considerations referred to in the preced-
ing paragraph.

The Managing Director will notify the Executive Directors at least two business days
before any repurchase under the preceding paragraphs is carried out.

Where consultations with a country are referred to in this document they will
normally be conducted with the Executive Director appointed or elected by such country.

1. Criteria for the Selection of Currencies
for Drawings and Repurchases

The experience of the Fund in recent years has made it possible to indicate the main
considerations which govern the selection of currencies for drawings and repurchases.

Drawings

With regard to the question of the selection of currencies for a particular drawing or
for drawings in general, account has been taken of the balance of payments and
reserve positions of the countries whose currencies are considered for drawing, as well
as of the Fund’s holdings of these currencies.

It has been found in practice that weight has to be given to all these three consider-
ations, with some differentiation according to specific circumstances, and perhaps most
particularly according to the size of the transaction or transactions involved.

During periods when aggregate drawings were mederate in amount, little difficulty
was experienced in distributing these drawings among countries with reasonably
satisfactory balance of payments positions on the basis of the level of these countries’
resecves. When the volume of drawings has been large, it has been necessary to give
more importance to the relative balance of payments positions of the countries to be
drawn upon, so as to prevent excessive declines in their primary reserves as a result of
Fund sales of their currencies. In connection with large drawings, in particular when
they are associated with short-term capital movements, it is usually fairly easy to single
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out the countries whose reserves have benefited from an inflow of capital and to
direct drawings more particularly towards the currencies of these countries.

By the attention thus given to the balance of payments position, the Fund has been
able to arrange drawings in large measure to offset movements of funds in the exchange
markets, and thus contribute to the strengthening of the international payments
position. In considering a country’s balance of payments position, seasonal fluctuations
have not been allowed great weight, and the Fund has avoided drawing prematurely the

currency of a country which is in the process of building up reserves from a relatively
low position.

In applying the thitd consideration, account has to be taken of prevailing circum
stances. For example, when the Fund’s holdings of a particular currency have become
very low, this has precluded substantial sales of that currency irrespective of the balance
of payments and reserve position of the country concerned. In practice, the Fund has
taken account of the level of its holdings of any currency well before the point of actual
exhaustion, by gradually—rather than abruptly—reducing its sales of that currency
on account of this factor.

Small drawings have normally been executed in one currency only, preferably the
currency in which the drawing country holds the bulk of its reserves, even in circum-
stances where the payments position of the reserve center drawn upon has not been
strong. Somewhat larger drawings have usually been distributed over more than one
currency, but only exceptionally more than three to five currencies have been involved
in a single drawing unless it has been a very large one. As far as possible, factors
relevant to the particular drawing country, such as closeness of trade and payments
relations, have been taken into account in the selection of the currencies to be drawn.

Repurchases

With regard to repurchases, the range of currencies is, as mentioned in Section [
above, limited to currencies that are formally convertible and of which the Fund’s hold-
ings are befow 75 per cent of the quota. As a result, repurchases in currencies have,
until early 19671, been made almost exclusively in U5, dollars. The U.5. dollar was also,
in recent years, a currency that was available in the exchange market at favorable rates
which reflected the prevailing balance of payments position.

Increasingly, however, weight has been given, in suggesting the allocation of repur-
chases among the countries whose currencies can be received in repurchase, to the
Fund’s holdings of these currencies compared to quotas. 1t would scem from the point of
view of equity, and also with due regard to the liguidity position of the Tund, that great
weight should be given to this criterion. But consideration should also be given, when
appropriate, to the prevailing balance of payments position. In the case of relatively
small repurchases it has been found practical that they be made in the currency in which

a country holds its reserves, provided of course that such currency can be received by
the Fund.

1Il. Conversion

It has been the experience in the Fund that a country drawing onc or more currencies,
after consultation with the Managing Director, has often wanted to convert either the
whole or part of the amount drawn in a particular currency into one or more other
currencies depending upon the payments that country has to meet or the currencies
it normally holds in its reserves. The conversions thus effected have made it possible
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for the drawing country to meet its payments obligations and to strengthen its resecves
in the most effective manner.

In the case of drawings in dollars, sterling and moderate amounts of certain other
currencies, there has been no difficulty in effecting conversion at the going rate by trans-
actions in the exchange market. Since the cutrencies drawn have generally been strong
currencies for which there is a2 demand in the market, such conversion has generally
been carried out without any disturbance to the market. For several currencies, arrange-
ments have often been made between central banks, i.e., between the central banks
in the drawing country and in the country whose currency is drawn, which provide
for direct conversion info the latter’s main reserve currency at the prevailing market
rate without any commission being charged. In certain cases, however, especially when
the amounts involved have been large, consideration has been given to the fact that
conversion on the market would have affected exchange rates, and in some cases an
allowance for this has been made. A preference has been indicated by two central
banks for conversion at par, especially for large drawings.

In accordance with normal central banking procedure, whenever a country desires
conversion of a currency it is drawing, it would get in touch with the central bank of the
country drawn upon in order to reach an understanding on the most convenient way to
arrange such conversion. When conversion has presented a country with difficulties,
the assistance of the Managing Director has been sought in order to arrive at an appro-
priate solution.

The practices outlined above for drawings can, mutatis smufandis, be applied when a
country needs to obtain a currency in order to make a repurchase from the Fund with
that currency.

The Fund will keep the practices with respect to conversion as described above under
study, and will re-examine them in the light of further experience.

ComrensaTory Financing or Exvorr Fluctuations

. The report entitled “Compensatory Financing of Export Fluctuations” is approved
for transmittal to the United Nations.

II. The following shall be recorded as the decision of the Executive Board on the
compensatory financing of fluctuations in exports of primary exporting countries:

(1) The financing of deficits arising out of export shortfalls, notably those of
primary exporting member countries, has always been regarded as a legitimate reason
for the use of Fund resources, which have been drawn on frequently for this purpose.
The Fund believes that such financing helps these members to continue their efforts
to adopt adequate measures toward the solution of their financial problems and to
avoid the use of trade and exchange restrictions to deal with balance of payments
problems, and that this enables these members to pursue their programs of economic
development with greater effectiveness.

(2) The Fund noted in its 1962 Annual Report that trends in prices of basic
commodities in the past few years have adversely affected the export earnings of
many Fund members, which has incrcased the strain on their reserves. In view of
this and in order to ensure the maximum effectiveness for its support to members—
in particular, primary exporting members—that are faced with fluctuations in export
proceeds, the Fund is taking the action set forth below.
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A. Quotas

{3) The quotas of many primary exporting countries, taken in conjunction with a
reasonable use of their own reserves, are at present adequate for dealing with export
Auctuations such as have occurred during the past decade. In those instances, how-
ever, where adjustment of the quotas of certain primary exporting countries, and in
particular of countries with relatively small guotas, would be appropriate to make
them more adequate in the light of fluctuations in export proceeds and other relevant
criteria, the Fund is willing to give sympathetic consideration to requests for such
adjustment.

B. Drawing policies

{4) Under the present policies and practices on the use of Fund resources, any
member is given the overwhelming benefit of the doubt in relation to requests for
transactions within the gold tranche, and the Fund’s attitude to requests for trans-
actions within the first credit tranche is a liberal one provided the member itself is
making reasonable efforts to solve its problems. In the higher credit tranches too,
where a member’s policies are consistent with Fund policies and practices on the use
of Fund resources in these tranches, the Fund gives assistance, on a substantial scale,
toward meeting temporary payments deficits, including deficits arising out of export
shortfalls. The policies and practices of the Fund on drawings and stand-by arrange-
ments have been developed in order to help members to meet more effectively their
temporary balance of payments difficulties and to enable them, where necessary, to
pursue policies aimed at restoring external and internal equilibrium. Fund assistance
in accordance with these policies and practices has made an effective contribution
to the solution of the difficulties of these members and the achievement of equilibrium.
It has often led, moreover, to the provision of further resources from public and
private resources for meeting immediate and longer-term needs. Tn the application
of its policies and practices governing the use of its resources, the Fund’s attitude
has been a flexible one, and account has been taken of special difficulties facing
members.

(5) The Fund has reviewed its policies to determine how it could more readily
assist members, particularly primary exporters, encountering payments difficulties
produced by temporary export shortfalls, and has decided that such members can
expect that their requests for drawings will be met where the Fund is satisfied that

{a} the shortfall is of a short-term character and is largely attributable to
circumstances beyond the control of the member; and
{(b) the member will cooperate with the Fund in an effort to find, where required,
appropriate solutions for its balance of payments difficulties.
The amount of drawings outstanding under this decision will not normally exceed
25 per cent of the member’s quota, and the drawings will be subject to the Fund’s
established policies and practices on repurchase. When drawings are made under this
decision, the Fund will so indicate in an appropriate manner.

(6) In order to implement the Fund's policies in connection with compensatory
financing of export shortfalls, the Fund will be prepared to waive the limit on Fund
holdings of 200 per cent of quota, where appropriate. In particular, the Fund will
be prepared to waive this limit (i) where a waiver is necessary to permit compensatory
drawings to be made under paragraphs (4) and (5) above, or (ii) to the extent that
drawings in accordance with paragraph (5} arc still outstanding.
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Whenever the Fund’s holdings of a member’s currency resulting from an cutstand-
ing compensatory drawing under paragraph (5) are reduced, by the member’s repur-
chase or otherwise, this will restore pro tanto the member’s facility to make a further
compensatory drawing under that paragraph, should the need arise.

(7) In order to identify more clearly what are to be regarded as export shortfalls of
a short-term character, the Fund, in conjunction with the member concerned, will seek
to establish reasonable estimates regarding the medium-term trend of the member’s
exports on the basis of appropriate statistical data in conjunction with gualitative
information about its export prospects.

(8) The provision of credit to deal with the balance of payments effects of export
fluctuations provides immediate relief for a country’s short-term difficulties. In many
cases, however, it will also be necessary to introduce measures of a policy character
in order to attain a satisfactory and lasting selution te a country’s balance of pay-
ments problems. Members generally have actively cooperated with the Fund to find
and adopt the measures necessary to this end. Beyond immediate balance of pay-
ments difficulties, the primary exporting countries are, in many instances, facing
unfavoratle long-term export trends, and all are trying to meet the challenge of
achieving more rapid and sustained development through a strengthening and
broadening of their economies. The last mentioned problem will require action in
many fields and over many years by both the primary exporting countries and the
industrial countries, separately and in concert, including readier access to the markets
of the developed countries for the products of the developing countries and an
appropriate and sustained flow of technical and financial assistance to the developing
countries. The Fund considers that its activities can provide valuable assistance in
helping to establish a climate within which longer-term measures can be more
effectively pursued.

Decision No. 1477-(63/8)*F
February 27, 1963

Gorp Cortaterat TRANSACTIONS

Where the Fund decides in excepticnal circumstances to enter into a gold collateral
transaction with a member because this would promote the purposes of the Fund and
give the member the opportunity, in consultation with the Fund, to adopt policies,
during the period referred to in {a) below, that would be consistent with the policies
and practices of the Fund on the use of its resources:

{a} the period for repurchase of the Fund’s holdings of the member's currercy resulting
from the transaction, to the extent that they are not otherwise reduced, shall
normally not exceed six months after the transfer of exchange by the Fund;

{b) the repurchase shall be made with gold or convertible currencies acceptable to the
Fund in accordance with its Decision of July 20, 1962;

{c) the provisions of the pledge agreement shall be on the lines of those set forth in
the draft letter annexed to 5M/63/30.
Decision No. 1543-({63/39)
July 1, 1953
* Regarding gold subscriptions in connection with quota increases granted in accordance
with this decision, see Decision No. 1320-(63/33), p. 222.
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Draft Letter to Member Entering into a Cold
Collateral Transaction

Dear Sir:
Cn. . - — ... ,the Fund decided to enter into an exchange transaction
with. — ——__._in an amount equivalent to US4 _—

secured by the pledge of gold as collateral, [and granted the necessary waiver under
Article V, Section 4,] subject fo the conditions set forth in this letter. The amount
of. _, eqguivalent to US$_..__ _and_ ___ , eguivalent to

USG_ .., will be transferred to your account(s) after the steps set forth in
Section B below have been taken.

Secfion A

1. The collateral for the transaction shall consist of gold bars containing fine gold
having a value not less than S _ calculated on the basis of US5%33 per troy
ounce of fine gold, The fine gold content will be determined to the satisfaction of the
Fund and at your expense.

2. The gold bars will be transferred by you by way of pledge at a gold depository
selected by you from ameng the Fund’s gold depositories (Federal Reserve Bank of
New York, New York; the Bank of England, London; Banque de France, Paris; the
Reserve Bank of India, Nagpur, India). You will irrevocably instruct the depository
in accordance with the attached exhibit that the gold is to be transferred to, earmarked,
and held in a special account in the name of and for the sole account of the International
Monetary Fund, that the special account shall be at the sole order of the Fund, and
that the depository shall accept and act upon any and all instructions of the Fund with
respect to part or all of the gold in the special account. The Fund will arrange with the
depository for the establishment of the special account. The depository will not be
informed that the gold is held under pledge to the Fund.

3. You will represent to the Tund that the gold is free from any claims, liens or
encumbrances in favor of any other party and subject to paragraph 9 below will
remain free therefrom during the pledge. You will further represent to the Fund that
under your law the gold may be freely pledged and disposed of as provided in this letter.

4. The gold will continue to be owned by you. Accordingly, the Fund will enter the
gold in its books in your name, and will not show the gold in its books or accounts as
owned by the Fund.

5. Not later than the repurchase date, namely the close of business six months after
the value date for transfer of the exchange by the Fund lo your account(s), you will
repurchase the Fund’s holdings of your currency resulting from the transaction, to the
extent that such holdings are not otherwise reduced, with gold in the special account
if you so reguest or with other gold or convertible currencies acceptable to the I'und
in accordance with the Fund’s Decision of July 20, 1962,

6. On any reduction at any Hme of the Fund’s holdings of your currency resulting
fram the transaction otherwise than by repurchase with gold in the special account,
the Fund will, on your request, release to you or to your order at the depository gold
from the special account in an amount not exceeding the equivalent of the reduction,
provided that the amount of gold remaining in the special account shall not be less
than the eguivalent of the outstanding balance of the transaction.
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7. Te thz extent that the Fund’s holdings of your currency resulting from the
transaction have not been reduced by the close of business on the repurchase date, the
Fund will give you notice of the balance due and payable by way of repurchase in
respect of the transaction, and you will complete such repurchase with gold in the
special account if you so request or other gold or convertible currencies acceptable to
the Fund in accordance with the Fund’s Decision of July 20, 1962 not later than the
close of business thirty days after the repurchase date. [n the absence of such repurchase
by the close of business thirty days after the repurchase date, repurchase will be effected
with gold in the special account on the instructions of the Fund and without the need
for further notice or request to you.

8. Where repurchase is effected with gold in the special account pursuant to para-
graph 5 or 7, the gold in the special account will be transferred, oo the instructions of
the Fund, to the ordinary gold account of the Fund at the depository, which gold shall
then be deemed to have been transferred by you to the Fund and shall thereupon be
owned by the Fund free from any claim, including any right of redemption. Any surplus
balance of gold beyond the full amount of the repurchase will be returned to you but
any balance less than one bar will be held under earmark for you pursuant to Rule I-1 of
the Fund’s Rules and Regulations.

9. At any time before the repurchase date or the close of business thirty days after
the repurchase date, you may, after consulting the Fund, arrange for the sale of the
gold in the special account, and the Fund will be prepared to give appropriate instruc-
tions to facilitate the sale, provided that on or before the close of business thirty days
after the repurchase date the Fund’s holdings of your currency resulting from the
transaction will be repurchased with gold ar convertible currencies acceptable to the
Fund in accordance with the Fund’s Decision of July 20, 1962, and provided further
that the gold will not be released from pledge before such repurchase is effected.

10. All charges and costs connected with or resulting from the transfer to the special
account (including without limitation transportation, earmarking, and holding), release,
and redelivery, as well as converting the gold into good delivery bars if deemed
necessary by the Fund under paragraph 1 above or if the gold is transferred to the
Fund’s ordinary gold account by way of repurchase will be borne by you.

Section B

The transfer of currencies pursuant to the transaction agreed by the Fund will be
made by the Fund after the Fund has received from you:

(i) acceptance of all of the conditions of this letter; and
{ii) a copy of the instructions referred to in Section A 2 above; and

{(i1) the representations referred to in Section A 3 above;
and, in addition, has received from the depository:

{iv) confirmation that the depository has established the special account, earmarked
the gold, and will act in accordance with Section A 2 above; and

fv) information satisfactory to the Fund as to the fine gold content of the bars,

Very truly yours,
International Monetary Fund
By:
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ExcuanGe TRANSACTIONS Prior 10 THE EsTapuiseHMENT oF IMitiat Pag Varue

{a) Where the Fund prescribes the conditions and amount of an exchange transaction
by a member before the establishment of an initial par value, the member will be
required to complete the payment of its subscription on the basis of a provisional rate
of exchange for its currency proposed by the member and agreed by the Fund.

(b) In deciding whether to permit exchange transactions before the establishment
of an initial par value, the Fund, in accordance with the last sentence of Article 1, will
be guided by the purposes of the Articles; the Fund will encourage members to follow
policies leading to the establishment of realistic exchange rates and to the adoption
at the earliest feasible date of effective par values, and will take into account the efforts
that are being made to achieve this objective. However, the Tund will give the
overwhelming benefit of any doubt to requests for exchange transactions within the
gold tranche and members can expect that requests for drawings will be met where they
are made in accordance with paragraph 5 of E.B. Decision No. 1477-{63/8), adopted
February 27, 1963,

Decision No. 1687-(64/22)
April 22, 1964

Procevure ror Drawinegs v THE Gorb TRANCHE

When a duly authenticated request to draw in the gold tranche is received from a
member, the request shall be notified to the Executive Board on the day it is received,
whenever possible, or on the next business day, and unless, by the close of that
business day, the Managing Director decides or an Executive Director requests that
the matter be placed on the Board's agenda for discussion, the Fund shall, at the close
of the first business day following the date of the receipt of the request, instruct the
appropriate depository to make the transfer on the next business day after the instruc-
tion or as soon as possible thereafter.

Decision No. 1745-(64/46)
August 3, 1964

ArticLz V, Section 7

REPURCHASE OBLIGATIONS

RerurcHase aNp Roie G-7

Until further notice, where 2 member has an accrued repurchase obligation in
currer.cy under Art. V, Sec. 7 (b), and Schedule B and discharges part or all of that
obligation by a sale of gold to the Fund for that currency under Art. V, Sec. 6 (a), as
provided in paragraph 3 of the decision of the Executive Board at EBM 648 {3/8/51),
such gold shall be purchased by the Fund without collecting the estimated costs of later
possible conversion of the gold into that curtency as permitted under Rule G-7 of the
Rules and Regulations, it being understood that the existing requirements as to the
form and delivery of such gold would remain in effect.

Decision Nu. 119-(52/30)
June 2, 1952
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Errrct or Paymint oF GoLb SUBSCRIPTIONS ON REPURCHASE OBLIGATIONS
RESOLVED:

. that, for the purpose of the repurchase obligations prescribed by Article V,
Section 7, increases and decrcases in the monetary reserves of a member shall not
be considered if they occur on or before the latest date on which the member’s
subscription must be paid in accordance with this Resolution: and the payment of
subscriptions, whether actually made before or after such latest date for payment,
shall not be regarded as resulting in a decrease in monetary reserves.

Decision No. 724-2
January 22, 1947

Rerurcuase OsLications: Articte V, Section 7 (c)

In the application of the repurchase obligations of the Fund Agreement the limits
specified in Article V, Section 7 {c), apply solely as of the end of the financial ycar for
which the repurchase obligations are calculated.

Decision No. 419-1
April 11, 1949

Rerurcrase Onrications: Arncie V, Section 7 (b) (i) or (ii)

Whenever a member uses its monetary reserves to repurchase its currency from the
Fund in accordance with the provisions of Article V, Section 7 (b} {i) or (ii}, the
resulting reduction in its monetary reserves and in the Fund’s holdings of its currency
must be regarded as having occurred, for the purpose of calculating subsequent repur-
chase obligations under the same provisions of the Fund Agreement, at the end of the
financial year of the Fund in respect of which the obligation to make the repurchase
arose. Members shall be informed of the foregoing.

Decision No. 447-5
Jure 17, 1949

VoLuNTaRY REFURCHASES

{1) Subject to paragraph 3 below, a member may offer in voluntary repurchase, and
the Fund has the power to accept, if it so decides, gold or convertible currencies
to the extent that (a) the Fund's holdings of the convertible currency of a
member which is offered would not be increased above 75% of the quota of that
metnber, and {b) the Fund’s holdings of the repurchasing member’s currency
would not be decreased below 75% of its quota.

{2) As a matter of legal interpretation it is determined that the consent of the
member whose currency is offered in voluntary repurchase is not necessary as a
condition precedent to the acceptance by the Fund of such currency.

{3} Where a member has an accrued and undischarged repurchase obligation under
Art. V, Sec. 7 (b}, and Schedule B in respect of any financial year of the Fund,
the member must discharge the obligation in accordance with those provisions;
provided, however, that the payment of currency under those provisions may be
combined with the sale of gold to the Fund for the currency under Art. V,
Sec. 6 (a).

Decision No, 7-{648)
March 8, 1951
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Minmvar RepurcHASE OBLIGATIONS PrROCEDURE

In cases where a repurchase obligation of less than the equivalent of $500 is
calculated the member will be notified, and the obligation collected, on the next
occasion thereafter that a repurchase obligation accrues which, together with the first
one, will total the equivalent of $500 or more.

Decision No. T05-(57/45)
November 7, 1957

Carcutarion of Rerurcrase Osnications: ProMer RrrorTing oF Monetany Resenves
Dara

1. Where on any April 30 the Fund holds a member’s currency in an amount
exceeding 75 per cent of the member’s guota, the member shall make a provisional
monetary reserves report to the Fund not later than May 31, preferably by cable.

2. The Fund will make a provisional calculation of the amount and distribution of
the repurchase obligations of such members and will inform them of the results of
the calculation not later than June 15, Members shall discharge within thirty days any
repurchase obligations as thus provisionally calculated and agreed with the member.

3. All provisional repurchases shall be subject to adjustment by members and the
Fund in accordance with Rule 1-6 of the Fund’s Rules and Regulations.

Decision No. 1813-(65/ 4}
January 18, 1965

Articie VI, Secrion 1

USE OF FUND'S RESOURCES FOR CAPITAL TRANSFERS

INTERPRETATION OF ARTICLES OF AGREEMENT

The Executive Directors of the International Monetary Fund interpret the Articles of
Agreement to mean that authority to use the resources of the Fund is limited to use in
accordance with its purposes to give temporary assistance in financing balance of pay-
ments deficits on current account for monetary stabilization operations.

Pursuant to Decision No, 7{-2
September 26, 1946

Ust or Funp's ReEsources rort CAritAl TRANSFERS

After full consideration of all relevant aspects concerning the use of the Fund’s
resotirces, the Executive Directors decide by way of clarification that Decision No, 71-2
does not preclude the use of the Fund's resources for capital transfers in accordance
with the provisions of the Articles, including Article VI,

Decision No. 1238-(61/43)
Tuly 28, 1961
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Axrricee VI, Secrion 3

CONTROLS ON CAPITAL TRANSFERS

The 1eport of the Committee on Interpretation on controls on capital transfers
(EBD/s6/71, 7/11/56) is approved and the following conclusions are adopted:
Subject to the provisions of Article VI, Section 3 concerning payments for current
transactions and undue delay in transfers of funds in settlement of commitments:

(a) Members are free to adopt 2 policy of regulating capital movements for
any reason, due regard being paid to the general purposes of the Fund and without
prejudice to the provisions of Article VI, Section 1.

(b} They may, for that purpose, exercise such controls as are necessary
including making such arrangements as may be reasonably needed with other
countries, without approval of the Fund.

Decision No. 547-{56/39)
Tuly 25, 1956

Axticce VI, Secrion 2
GENERAL ARRANGEMENTS TO BORROW *

Preamble

In order to enable the International Monetary Fund to fulfill more effectively its
role in the international monetary system in the new conditions of widespread
convertibility, including greater freedom for short-term capital movements, the main
industrial countries have agreed that they will, in a spirit of broad and willing coopera-
tion, strengthen the Fund by general arrangements under which they will stand ready
to lend their currencies to the Fund up to specified amounts under Article VII, Section 2
of the Articles of Agreement when supplementary resources are needed to forestall or
cope with an impairment of the international manetary system in the aforesaid
conditions. In order to give effect to these intentions, the following terms and
conditions are adopted under Article VII, Section 2 of the Articles of Agreement.

Paragraph 1. Definitions

As used in this Decision the term:

(i) ""Articles” means the Articles of Agreement of the International Monetary
Fund;

(i) “credit arrangement” means an undertaking to lend to the Fund on the terms
and conditions ef this Decision;

(i} “participant’” means a participating member or a participating institution;

(iv) “participating institution” means an official institution ot a member that has
entered into a credit arrangement with the Fund with the consent of the member;

{v) “participating member” means a member of the Fund that has entered into a
credit arrangement with the Fund;

{vi) “amount of a credit arrangement” means the maximum amount expressed in
units of its currency that a participant undertakes to lend to the Fund under a
credit arrangement;

* Gee p. 252.
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(vii) “call” means a notice by the Fund to a participant to make a transfer under
its credit arrangement to the Fund’s account;

{vili) “borrowed currency” means currency transferred to the Fund's account under
a credit arrangement;

{ix) “drawer” means a member that purchases borrowed currency from the Fund
in an exchange transaction or in an exchange transaction under a stand-by arrange-
ment;

(x} "“indebtedness” of the Fund means the amount it is committed to repay under
a credit arrangement.

Paragraph 2. Credit Arrangements

A member or institution that adheres to this Decision undertakes to lend its currency
to the Fund on the terms and conditions of this Decision up to the amount in units of
its currency set forth in the Annex to this Decision or established in accordance with
Paragraph 3 (b).

Paragraph 3. Adherence

{a} Any member or institution specified in the Annex may adhere to this Decision in
accordance with Paragraph 3 ().

(b) Any member or institution not specified in the Annex that wishes to become a
participant may at any time, after consultation with the Fund, give notice of its
willingness to adhere to this Decision, and, if the Fund shall so agree and no partici-
pant object, the member or institution may adhere in accordance with Paragraph 3 (c).
When giving notice of its willingness to adhere under this Paragraph 3 (b} a member
or institution shall specify the amount, expressed in terms of its currency, of the
credit arrangement which it is willing to enter into, provided that the amount shall not
be less than the eguivalent at the date of adherence of one hundred million United
States dollars of the weight and fineness in effect on July 1, 1944

{c} A member or institution shall adhere to this Decision by depositing with the
Fund an instrument setting forth that it has adhered in accordance with its law and
has taken all steps necessary to enable it to carry out the terms and conditions of this
Decision. On the deposit of the instrument the member or institution shall be a
participant as of the date of the deposit or of the effective date of this Decision,
whichever shal} be later.

Paragraph 4. Entry into Force

This Decision shall become effective when it has been adhered to by at least seven
of the members or institutions included in the Annex with credit arrangements
amounting in all to not less than the equivalent of five and one-half billion United States
dollars of the weight and fineness in effect on July 1, 1944,

Paragraph 5. Changes in Amounts of Credit Arrangements

The amounts of participants’ credit arrangements may be reviewed from time to time
in the light of developing circumstances and changed with the agreement of the Fund
and all participants.

Paragraph 6. Initial Procedure

When a participating member or a member whose institution is a participant
approaches the Fund on an exchange transaction or stand-by arrangement and the
Managing Director, after consultation, considers that the exchange transaction or
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stand-by arrangement is necessary in order to forestall or cope with an impairment
of the international monetary system, and that the Fund’s resources need to be supple-
mented for this purpose, he shall initiate the procedure for making calls under
Paragraph 7.

Paragraph 7. Calls

{a) The Managing Director shall make a proposal for calls for an exchange transaction
or for future calls for exchange transactions under a stand-by arrangement only after
consultation with Executive Directors and participants. A proposal shall become effective
only if it is accepted by participants and the proposal is then approved by the Executive
Directors, Each participant shall notify the Fund of the acceptance of a proposal
involving a call under its credit arrangement.

(b} The currencies and amounts to be called under one or more of the credit arrange-
ments shall be based on the present and prospective balance of payments and reserve
positions of participating members or members whose institutions are participants and
on the Fund’s heldings of currencies,

{c) Unless otherwise provided in a proposal for future calls approved under Para-
graph 7 (a), purchases of borrowed currency under a stand-by arrangement shall
be made in the currencies of participants in proportion to the amounts in the proposal.

{d) If a participant on which calls may be made pursuant to Paragraph 7 {a) for a
drawer’s purchases under 2 stand-by arrangement gives notice to the Fund that in the
participant’s opinion, based on the present and prospective balance of payments and
reserve position, calls should no longer be made on the participant or that calls should
be for a smaller amount, the Managing Director may propose to other participants that
substitute amounts be made available under their credit arrangements, and this pro-
posal shall be subject to the procedure of Paragraph 7 (a). The proposal as originally
approved under Paragraph 7 (a) shall remain effective unless and until a proposal for
substitute amounts is approved in accordance with Paragraph 7 (a).

(e) When the Fund makes a call pursuant to this Paragraph 7, the participant shall
promptly make the transfer in accordance with the call.

Paragraph 8. Lvidence of Indebtedness

{a} The Fund shall issue to a participant, on its reguest, nonnegotiable instruments
evidencing the Fund’s indebtedness to the participant. The ferm of the instruments
shall be agreed between the Fund and the participant.

{b) Upon repayment of the amount of any instrument issued under Paragraph 8 (a)
and all accrued interest, the instrument shall be returned to the Fund for cancellation.
If less than the amount of any such instrument is repaid, the instrument shall be
returned to the Fund and a new instrument for the remainder of the amount shall be
substituted with the same maturity date as in the old instrument.

Paragraph 9. Interest and Charges

{a) The Fund shall pay a charge of one-half of one per cent on transfers made in
accordance with Paragraph 7 (e).

(b) The Fund shall pay interest on its indebtedness at the rate of one and one-half
per cent per annum. In the event that this becomes different from a basic rate
determined as follows:

the charge levied by the Fund pursuant to Article V, Section 8 (a) plus the charge

©lnternational Monetary Fund. Not for Redistribution



SELECTED DECISIONS 249

levied by the Fund pursuant to Article V, Section & {c) (i), as changed from time to
time under Article V, Section 8 (e), during the first year after a purchase of exchange
from the Fund, minus one-half of one per cent,

the interest payable by the Fund shall be changed by the same amount as from the
date when the difference in the basic rate takes effect. Interest shall be paid as soon
as possible after July 31, Oclober 31, January 31, and April 30.

{c) Interest and charges shall be paid in gold to the extent that this can be effected
in bars. Any balance not so paid shall be paid in United States dollars.

{d) Gold payable to a participant in accardance with Paragraph 9 (b} or Paragraph 11
shall be delivered at any gold depository of the Fund chosen by the participant at which
the Fund has sufficient gald for making the payment. Such delivery shall be free of
any charges or costs for the participant.

Paragraph 10. Use of Borrowed Currency

The Fund’s policies and practices on the use of its resources and stand-by arrange-
ments, including those relating to the period of use, shall apply to purchases of currency
borrowed by the Fund.

Paragraph 11. Repayment by the Fund

{a) Subject to the other provisions of this Paragraph 11, the Tund, five years after
a transfer by a participant, shall repay the participant an amount equivalent to the
transfer calculated in accordance with Paragraph 12. If the drawer for whose purchase
participants make transfers is committed to tepurchase at a fixed date earlier than five
vears after its purchase, the Fund shall repay the participants at that date. Repayment
under this Paragraph 11 {a) or under Paragraph 11 (c] shall be, as determined by the
Fund, in the participant’s currency whenever feasible, or in gold, or, after consultation
with the participant, in other currencies that are convertible in fact. Repayments to a
participant under the subsequent provisions of this Paragraph 11 shall be credited
against transfers by the participant for a drawer’s purchases in the order in which
repayment must be made under this Paragraph 11 {a}.

(b} Before the date prescribed in Paragraph 11 (a), the Fund, after consultation with
a participant, may make repayment to the participant, in part or in full, with any
increases in the Fund’s heldings of the participant’s currency that exceed the Fund’s
working requirements, and participants shall accept such repayment.

(c) Whenever a drawer repurchases, the Fund shall promptly repay an equivalent
arnount, except in any of the following cases:

(i} The repurchase is under Article V, Section 7 (b) and can be identified as being
in respect of a purchase of currency other than borrowed currency.

(ii} The repurchase is in discharge of a commitment entered into on a purchase of
currency other than borrowed currency,

(iii) The repurchase entitles the drawer to augmented rights under a stand-by
arrangement pursuant to Section IT of Decision No. 87¢-(59/15) of the Executive
Directors, provided that, to the extent that the drawer does not exercise such aug-
mented rights, the Fund shall promptly repay an equivalent amount on the expiration
of the stand-by arrangement.

(d) Whenever the Fund decides in agreement with a drawer that the problem for
which the drawer made its purchases has been avercome, the drawer shall complete
repurchase, and the Fund shall complete repayment and be entitled to use jts holdings
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of the drawer’s currency below 75 per cent of the drawer’s quota in order to complete
such repayment.

(e} Repayment under Paragraph 11 (c) and {d) shall be made in the order established
under Paragraph 11 (a) and in proportion to the Fund’s indebtedness to the participants
that made transfers in respect of which repayment is being made.

(f} Before the date prescribed in Paragraph 11 (a) a participant may give notice
representing that there is a balance of payments need for repayment of part or all of
the Fund’s indebtedness and requesting such repayment. The Fund shall give the
overwhelming benefit of any doubt to the participant’s representation. Repayment shall
be made after consultation with the participant in the currencies of other members that
are convertible in fact, or made in gold, as determined by the Fund. If the Fund’s
holdings of currencies in which repayment should be made are not wholly adequate,
individual participants shall be requested, and will be expected, to provide the necessary
balance under their credit arrangements. Tf notwithstanding the expectation that the
participants will provide the necessary balance, they fail to do sa, repayment shall be
made to the extent necessary in the currency of the drawer for whose purchases the
participant requesting repayment made transfers. For all of the purposes of this
Paragraph 11, transfers under this Paragraph 11 (f) shall be decmed to have been made
at the same time and for the same purchases as the transfers by the participant obtain-
ing repayment under this Paragraph 11 {f}.

{(g) All repayments to a participant in a currency other than its own shall be guided,
to the maximum extent practicable, by the present and prospective balance of payments
and reserve positions of the members whose currencies are to be used in repayment.

(h} The Fund shall at no time reduce its holdings of a drawer’s currency below an
amount equal to the Fund’s indebtedness to the participants resulting from transfers
for the drawer’s purchases.

(i) When any repayment is made to a participant, the amount that can be called for
under its credit arrangement in accordance with this Decision shall be restored pro
tanfo but not beyond the amount of the credit arrangement.

Paragraph 12. Rafes of Exchange

(a) The value of any transfer shall be calculated as of the date of the transfer in
terms of a stated number of fine ounces of gold or of the United States dollar of the
weight and fineness in effect on July 1, 1944, and the Fund shall be obliged to repay an
equivalent value.

(b) Yor all of the purposes of this Decision, the equivalent in currency of any
number of fine ounces of geld or of the United States dollar of the weight and fineness
in effect on July 1, 1944, or vice versa, shall be calculated at the rate of exchange at
which the Fund holds such currency at the date as of which the calculation is made;
provided however that the provisions of Decision No. 321-(54/32) of the Executive
Directors on Transactions and Computations Involving Fluctuating Currencies, as
amended by Decision No. 1245-(61/45) and Decision No. 1283-(61/56), shall determine
the rate of exchange for any currency to which that decision, as amended, has been
applied.

Paragraph 13. Transferability

A participant may not transfer all or part of its claim to repayment under a credit
arrangement except with the prior consent of the Fund and on such terms and condi-
tions as the Fund may approve,
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Paragraph 14. Notices

Notice to or by a participating member under this Decision shall be in writing or by
cable and shall be given to or by the fiscal agency of the participating member desig-
nated in accordance with Article V, Section 1 of the Articles and Rule G-1 of the Rules
and Regulations of the Fund. Notice to or by a participating institution shall be in
writing or by cable and shall be given to or by the participating institution.

Paragraph 15. Amendment

This Decision may be amended during the period prescribed in Paragraph 19 (a)
only by a decision of the Fund and with the concurrence of all participants. Such
concurrence shall not be necessary for the modification of the Decision on its renewal
pursuant to Paragraph 19 (b).

Paragraph 16. Withdrawal of Adherence

A participant may withdraw its adherence to this Decision in accordance with Para-
graph 19 (b) but may not withdraw within the peried prescribed in Paragraph 19 {a)
except with the agreement of the Fund and all participants.

Paragraph 17. Withdrawal from Membership

If a participating member or a member whose institution is a participant withdraws
from membership in the Fund, the participant’s credit arrangement shall cease at the
same time as the withdrawal takes effect. The Fund’s indebtedness under the credit
arrangement shall be treated as an amount due from the Fund for the purpose of
Article XV, Section 3, and Schedule I of the Articles.

Paragraph 18. Suspension of Exchange Transactions and Liguidation

(a}) The right of the Fund to make calls under Paragraph 7 and the obligation to
make repayments under Paragraph 11 shall be suspended during any suspension of
exchange transactions under Article XVI of the Articles.

{b) In the event of liquidation of the Fund, credit arrangements shall cease and the
Fund’s indebtedness shall constitute liabilities under Schedule E of the Articles. For
the purpose of Paragraph 1 (a) of Schedule E, the currency in which the liability of the
Fund shall be payable shall be first the participant’s currency and then the currency
of the drawer for whose purchases transfers were made by the participant.

Paragraph 19. Period and Renewnl

(a) This Decision shall continue in existence for four years from its effective date.

{b) This Decision may be renewed for such period or periods and with such modifica-
tions, subject to Paragraph 5, as the Fund may decide. The Fund shall adopt a decicion
on renewal and modification, if any, not later than twelve months before the end of the
period prescribed in Paragraph 19 (a). Any participant may advise the Fund not less
than six months before the end of the period prescribed in Paragraph 19 {a) that it will
withdraw its adherence to the Decision as renewed. In the absence of such notice, a
participant shall be deemed to continue to adhere to the Decision as renewed. With-
drawal of adherence in accordance with this Paragraph 19 (b) by a participant, whether
or not included in the Annex, shall not preclude its subsequent adherence in accordance
with Paragraph 3 (b).

{c} If this Decision is terminated or not renewed, Paragraphs 8 through 14, 17 and
18 (b) shall nevertheless continue to apply in connection with any indebtedness of the
Fund under credit arrangements in existence at the date of the termination or expiration
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of the Decision until repayment is completed. Tf a participant withdraws its adherence
to this Dedision in accordance with Paragraph 16 or Paragraph 19 (b), it shall cease to
be a participani under the Decision, but Paragraphs 8 through 14, 17 and 18 (b) of the
Decision as of the date of the withdrawal shall nevertheless continue to apply to any
indebtedness of the Fund under the former credit arrangement until repayment has
been completed.,

Paragraph 20, Interpretation

Any question of interpretation raised in connection with this Decision which does
not fall within the purview of Article XVIII of the Articles shall be settled to the mutual
satisfaction of the Fund, the participant raising the question, and all other participants.
For the purpose of this Paragraph 20 participants shall be deemed to include those
former participants ta which Paragraphs 8 through 14, 17 and 18 (b) continue to apply
pursuant to Paragraph 19 (¢} to the extent that any such former participant is affected
by a question of interpretation that is raised,

ANNEX
Participants and Amounts of Credit Arrangements

Units of

Participant’s

Currency
1. United Stales of America ... it Uss 2,000,000,000
2. Deuische Bundesbank ... ... . . oo DM 4,000,000,000
3. United Kingdom ... ... o i £ 357,142,857
. B ante .. e e e e s NF 2,713,381,428
T 7 1 Lit 343,750,000,000
B, JAPAN .o Yen §0,030,000,000
7. Canada ... e e Can$ 216,216,000
8. Netherlands .. ... . e £ 724,000,000
2. Belgium .o s B 7,300,000,000
10. Sveriges Riksbank ... ... . o SKr 517,370,000

Decision No. 1289-{62/1)*
Jaruary 5, 1962

Letter from Mr. Baumgartner, Minister of Finance, France, to Mr. Dillon, Secretary
of the Treasury, United States

December 15, 1961
Dear Mr. Secretary:

The purpose of this letter is to set {orth the understandings reached during the recent
discussions in Paris with respect to the procedure to be followed by the Participating
Countries and Institutions (hereinafter referred to as “the participants”} in connection with
borrowings by the International Monetary und of Supplementary Resources under credit
arrangements which we expect will be established pursuant to a decision of the Executive
Directors of the Fund.

This procedure, which would apply after the entry into force of that decision with respect
to the participants which adhere to it in accordance with their laws, and which would remain
in effect during the period of the decision, is as follows:

* As amended: with effect from August 1, 1962 (Decision No. 1362-(62/32) dated July 2,
1962} and with effect from October 12, 1962 {Decision Na. 1415-(62/47) dated September 19,
1962).

The General Arrangements to Barrow entered into force an October 24, 1982,
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A. A participating country which has need to draw currencies from the International
Monetary Fund or to seck a siand-by agreement with the Fund in circumstances indicating
that the Supplementary Resources might be used, shall consult with the Managing Director
of the Fund first and then with the other participants.

B. If the Managing Director makes a proposal for Supplementary Resources to be lent
to the Fund, the participanis shall consult on this proposal and inform the Managing Director
of the amounts of their currencies which they consider appropriate to lend to the Fund,
taking into account the recommendations of the Managing Director and their present and
rrospective balance of payments and reserve positions. The participants shall aim at reaching
unanimous agreement.

C. Tf it is not possible to reach unanimous agreement, the question whether the participants
are prepared to facilitate, by lending their currencies, an exchange transaction or stand-by
arrangement of the kind covered by the special borrowing arrangements and requiring the
Fund’s resources to be supplemented in the general order of magnitude propased by the
Managing Directar, will be decided by a poll of the participants.

The prospective drawer will not be entitled to vote. A favorable decision shall require the
following majorities of the participants which take part in the vote, it being understood that
abstentions may be justified only for balance of payments reasons as stated in paragraph D:

(1} a two-thirds majority of the number of participants voting; and

{2) a three-fifths majority of the weighted votes of the participants voting, weighted on the
basis of the commitmenis to the Supplementary Resources,

D. If the decision in paragraph C is favorable, there shall be further consultations among
the participants, and with the Managing Director, concerning the amounts of the currencies
of the respective participants which will be loaned to the Fund in order to atlain a total in the
peneral order of magnitnde agreed under paragraph C. If during the consultations a partici-
pant gives notice that in its opinion, based on its present and prospective balance of payments
and reserve position, calls should not be made on it, or that calls thould be for a smaller
amount that that proposed, the participants shall consult among themselves and with the
Managing Director as to the additional amounts of their currencies which they could provide
so as to reach the general order of magnitude agreed under paragraph (.

E. When agreement is reached under paragraph 1), each participant shall inform the
Managing Director of the calls which it is prepared to meet under its credit arrangement with
the Fund.

[. If a participant which has loaned its currency to the Fund under its credit arrangement
with the Fund subsequently requests a reversal of its loan which leads to further loans to the
Fund by other participants, the participant seeking such reversal shall consult with the
Managing Director and with the other participants.

For the purpose of the consultalive procedures described above, partivipants will designate
representatives who shall be empowered to act with respect to proposals for use of the
Supplementary Resources.

It is understaod that in the event of any proposals for calls under the credit arrangements
or if other matters should arise under the Fund decision requiring consuliations among the
participanls, a cansultative meeting will be held among all the participants. The representative
of France shall be responsible for calling the first meeting, and at that time the participants
will determine who shall be the Chairman. The Managing Director of the Fund or his repre-
sentative shall be invited to participate in these consullalive mectings.

It is understood that in order to further the consultations envisaged, participants should,
to the fullest extent practicable, use the facilities of the internatiunal organizations to which
they belong in keeping each other informed of the developments in their balanres of payments
that could give rise to the use of the Supplementary Resources.

These consultalive arrangements, undertaken in a spirit of international cooperation, are
designed to insure the stability of the infernational payments system.

I shall appreciate a reply confirming that the foregoing represents the understandings which
have been reached with respect to the procedure to be followed in connection with borrowings
by the International Monetary Fund under the credit arrangements to which 1 have referrcd.
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1 am sending identical letters to the other participants—that is, Belgium, Canada, Germany,
Italy, Japan, the Netherlands, Sweden, the United Kingdom. Attached is a verbatim text of
this letter in English. The French and English texts and the replies of the participants in both
languages shall be equally authentic. I shall notify all of the participants of the confirmations
received in response to this letter.

GENERAL ARRANGEMENTS TO BORrOW: ASSOCIATION OF SWITZLRLAND *

The understandings set forth in the letter which the Swiss Ambassador ta the United
States proposes to send to the Managing Director (EBD/64/73, Attachment I} are
acceptable to the Fund and the Managing Director is authorized to send the letter
attached to EBD/64/73 (Attachment I1).

Decision No. 1712-(64/29)
June 8, 1964

* Exchange of letters behween the Ambassador of Switzerland to the United States and the
Managing Director of the Fund

June 11, 1964
The Managing Director
International Monetary Fund
19th and H Streets, N.W.
Washington, D.C. 20431
Sir:

I have the henor to refer to Mr. Jacobsson’s letter of December 14, 1961 to the President
of the Swiss Confederation and to conversations between representatives of the Swiss
Confederation and the International Monetary Fund (hereinafter referred to as “the Fund”)
concerning the way in which the Swiss Confederation could be associated with the
Fund’s General Arrangements to Borrow, and thus contribute to the objectives of thase
Arrangements. The General Arrangements to Borrow (hereinafter referred to as “the General
Arrangements™) are those set forth in Decision No. 1289-(62/1) of January 5, 1962, of the
Fund’s Executive Directors, as amended by Decision No. 1362-(62/32) of July 9, 1962 and
Decision No. 1415-{62/47) adopted on September 19, 1962.

In the light of the views that have been exchanged, the Swiss Federal Council, on behalf of
the Swiss Confederation, is prepa.ed to be associated with the General Arrangements as
follows:

(1) The Swiss Confederation is prepared to make resources available to participants in the
General Arrangements in accordance with this letter and in amounts not exceeding an out-
standing total equivalent to 865,000,000 Swiss francs.

(2) The Swiss Confederation will be prepared to consider the conclusion of agreements
{hereinafter referred to as "implementing agreements”) with any of the participants in the
Ceneral Arrangements if requested by such participants. The implementing agreements will
prescribe the terms and conditions in accordance with which the Swiss Confederation will
make resources available to the participant or the Swiss Confederation and the participant will
make resources available to each other, which shall be on the basis of reciprocal terms if
required. Immediately on the conclusion of an implementing agreement, or of any amend-
ment of an implementing agreement, the Swiss Confederation will provide the Managing
Director with a copy therecf.

(3} Whenever the Managing Director of the Fund initiates the procedure and makes a
proposal for calls pursuant to Paragraphs 6 and 7 of the General Arrangements for the benefit
of a participant that has entered into or enters into an implementing agreement, he may
propose to the Swiss Confederation, after consultation with the Swiss Confederation, that it
shall make a specified amount of resources available to the participant, which amount shall be
in accordance with the implementing agreement with that participant. If the proposal for calls
becomes effective under Paragraph 7 of the General Arrangements, the Swiss Confederation
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will make the specified amount of resources available to the said participant in accordance
with this letter and with the terms and conditions of the implementing agreement. If, how-
ever, the Swiss Confederation gives notice fo the Managing Director that in its opinion, based
on its present and prospective balance of payments and reserve position, it should not make
resources available in accordance with this propesal, or should make available a smaller
amount than that proposed, the Swiss Confederation will not be obliged to make any such
resources available or more resources than it represents to the Managing Director that il
should make available.

{4} If the Swiss Confederation makes resources available to a participant otherwise than
in accordance with the procedure of paragraph (3}, the Swiss Confederation, after consultation
with the Managing Director, may deem such resources lo be or to have been made available
pursuant to this letter, provided that at the date of such deeming Switzerland has entered into
an implementing agreement with that participant, that at the date of such deeming a proposal
for calls for the benefit of that participant is in effecl under Paragraph 7 of the Ceneral
Arrangements and provided that the terms and conditions for repayment to Switzerland
accord or are made to accord with paragraph (5).

{5) The effect of the terms and conditions for the timing of repayment of resources made
available by Switzerland pursuant to this letter will correspond, to the maximum extent prac-
ticable, with the repayment provisions of Paragraph 11 of the General Arrangements.

{6) The Fund may, at the request of a party to an implementing agreement, make any
determination, or use its good offices, to facilitaie the operation of an implementing agreement,
subject, however, to paragraph (9).

{7) Whenever the Swiss Confederation makes resources available pursuant to para-
graph (3} or deems resources to be or to have been made available pursuant to paragraph (4),
the Swiss Confederation will inform the Managing Director of the amount in terms of Swiss
francs thus made available. The Swiss Confederation will inform the Managing Director of
the amount in terms of Swiss francs of the repayment of any resources made available
pursuant to paragraph {3} or (4).

{8) The Swiss Confederation and the Fund will provide each other with the general infor-
mation necessary to facilitate the operation of this letter and implementing agreements.

(9) The Fund does not accept any responsibility or liability, whether as guarantor or
otherwise, in connection with this lefter or with respect to the performance of the terms and
conditions of an implementing agreement.

{10} This letter will remain effective for four years fram October 24, 1962, provided that
the Swiss Confederation may rescind this letter, with immediate effect, within one month after
an amendment of the General Arrangements becomes effective pursuant to Paragraph 15 of
the General Arrangements. This letter may be amended or rescinded al any time if the Swiss
Confederation and the Fund shall so agree.

{11) Any question of interpretation or application of these understandings will be settled
to the mutual safisfaction of the Swiss Confederation and the Fund.

{12} For the purposes of this letter, references to participants shall be deemed to include
the official institution of a participant with which an implementing agreement is made, even
though such institution is not a “participating institution” under the General Arrangements.

{13} Al communications by or to the Swiss Confederation pursuant to this letter shall be
made by or to the Swiss National Bank.

I propose that, if this letter is approved by the International Monetary Fund, this letter and
yvour reply constitute an agreement between the Swiss Pederal Council and the International
Monetary Fund, which shall enter into force on the date of your reply. | hereby declare that
the Swiss Confederation has taken all steps necessary to implement the exchange of letters.

Accept, 5ir, the assurances of my highest consideration.
fsf
A. ZEHNDER
Ambassador of Switzerland
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Tune 11, 1964
Sir:
1 am pleased to acknowledge receipt of your letter of June 11, 1964,

I have been authorized to inform you that the undersiandings set forth in your letter are
accepted by the International Monetary Fund. Accordingly, your letter and this reply consti-
tute an agreement between the International Monetary Fund and the Swiss Federal Council,
which will enter into force on the date of this reply.

Accept, Sir, the assurances of my highest consideration.

Very truly vours,
faf
Prerre-Paur ScHwerrzen
Managing Director
His Excellency
Alfred Zehnder
Ambassador ol Switzerland
2000 Cathedral Avenue, N.W.
Washington, D.C. 20008

ArticLe VIII, Sectron 2 (b)
UNENFORCEABILITY OF EXCHANGE CONTRACTS

IJNENFORCEABILITY OF ExcHaNGe Contracts: Funo’s INTERFRETATION OF Awricte Vi,
Secrion 2 (b)

The following letter shall be sent to all members:

The Board of Executive Directors of the International Monetary Fund has inter-
preted, under Article XVIII of the Articles of Agreement, the first sentence of
Article VIII, Section 2 (b), which provision reads as follows:

Exchange contracts which involve the curcency of any member and which are
contrary to the exchange control regulations of that member maintained or imposed
consistently with this Agreement shall be unenforceable in the territories of any
member.

The meaning and effect of this provision are as follows:

1. Parties entering into exchange contracts involving the currency of anvy
member of the Fund and contrary to exchange control regulations of that mem-
ber which are maintained or imposed consistently with the Fund Agreement will
not receive the assistance of the judicial or administrative authorities of other
members in obtaining the performance of such contracts. That is to say, the
obligations of such contracts will not be implemented by the judicial or admin-
istrative authorities of member countries, for example by decreeing performance
of the contracts or by awarding damages for their non-performance.

2. By accepting the Fund Agreement members have undertaken to make the
principle mentioned above effectively part of their national law. This applied to
all members, whether or not they have availed themselves of the transitienal
arrangements of Article X1V, Section 2.

An obvious result of the foregoing undertaking is that if a party to an exchange
contract of the kind referred to in Article VIII, Section 2 (b) seeks to enforce such
a contract, the tribunal of the member country before which the proceedings are
brought will not, on the ground that they are contrary to the public policy (ordre
publicy of the forum, refuse recognition of the exchange control regulations of the
other member which are maintained or imposed consistently with the Fund Agree-
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ment. It also follows that such contracts will be treated as unenforceable notwith-
standing that under the private international law of the forum, the law under which
the foreign exchange control regulations are maintained or imposed is not the law
which governs the exchange contract or its performance.

The Fund will be pleased to lend its assistance in connection with any problem
which may arise in relation to the foregoing interpretation or any other aspect of
Article VIII, Section 2 (b). In addition, the Fund is prepared to advise whether par-
ticular exchange control regulations are maintained or imposed consistently with the
Fund Agreement.

Decision No. 4464
June 10, 1949

Articee VIII anp Arriere XIV
PAYMENTS RESTRICTIONS

PayMenTs RestricTiONs ror SecuriTy Rrasows: Fuxn Jurispierion

Art, VIII, Sec. 2 (a), in conformity with its language, applies to all restrictions on
current payments and transfers, irrespective of their motivation and the circumstances
in which they are imposed. Sometimes members impose such restrictions solely for the
preservation of national or international security. The Fund does not, however, provide
a suitable forum for discussion of the political and military considerations leading to
actions of this kind. In view of the fact that it is not possible to draw a predse line
between cases involving only considerations of this nature and cases involving, in whole
or in part, economic motivations and effects for which the Fund does provide the
appropriate forum for discussion, and the further fact that the Fund must exercise the
jurisdiction conferred by the Fund Agreement in order to perform its duties and protect
the legitimate intergsts of its members, the following policy decision is taken:

1. A member intending to impose restrictions on payments and transfers for
current international transactions that are not authorized by Art. VI, Sec. 3 (b) or
Art. XIV, Sec. 2 of the Fund Agreement and that, in the judgment of the member,
are solely related to the preservation of national or International security, should,
whenever possible, notify the Fund before imposing such restrictions. Any member
may obtain a decision of the Fund prior to the imposition of such restrictions by so
indicating in its notice, and the Fund will act promptly on its request. 1f any member
intending to impose such restrictions finds that circumstances preclude advance notice
to the Fund, it should notify the Fund as promptly as circumstances permitf, but
ordinarily not later thar 30 days after imposing such restrictions. Fach notice
received in accordance with this decision will be dirculated immediately to the
Executive Directors. Unless the Fund informs the member within 30 days after
receiving notice from the member that it is not satisfied that such restrictions are
proposed solely to preserve such security, the member may assume that the Fund
has no objection to the imposition of the restrictions.

2. The Fund will review the operation of this decision periodically and reserves
the right to modify or revoke, at any time, the decision or the effect of the decision
on any restrictions that may have been imposed pursuant to it

Decision No. 144-(52/51)
August 14, 1952
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BriateraLisM AND CONVERTIBILITY

1. This decision records the Fund’s views on the use of bilateral arrangements.

2. Fund policies and attitude on bilateral arrangements which involve the use of
exchange restrictions and represent limitations on a multilateral system of payments
are an integral part of its policy on restrictions. This policy aims at the elimination of
foreign exchange restrictions and the earliest possible establishment of a multilateral
system of payments in respect of current transactions between members. The Fund’s

policies and procedures on such restrictions rest on Articles I, VIII and XIV of the Fund
Agreement.

3. Certain members have already taken steps to reduce their dependence on bilateral
arrangements, but many members still use them. The Fund welcomes the reduced
reliance on these arrangements and believes that the improvement in the international
payments situation makes it less necessary for members to rely on such arrangements.
The Fund urges the full collaboration of al] its members to reduce and to eliminate as
rapidly as practicable reliance on bilateralism. In this respect the Fund recommends
close cooperation of those who plan to make their currencies convertible in the near
future. Unless this policy is energetically pursued by all countries, both convertibie and
inconvertible, there is serious risk that widespread restrictions, particularly of a dis-
criminatory character, will persist, Moreover, the persistence of bilateralism may impede
the attainment and maintenance of convertibility. This whole problem is one not only
for countries which maintain bilateral arrangements but also for other countries whose

domestic and foreign economic policies may adversely affect the balance of payments of
other members,

4. The Fund will have discussions with its members on their need to retain existing
bilateral arrangements or their ability to facilitate the reduction of bilateral arrange-
ments by other countries. During the coming ycar, the Fund will explore with all
countries which are parties to bilateral arrangements which involve the use of exchange
restrictions the need for the continuation of these arrangements, the possibilities of
their early removal, and ways and means, including the use of the Fund’s resources, by
which the Fund can assist in this process. In its examination of the justification for
reliance on such bilateral arrangements the Fund will, without excluding other con-
siderations, have particular regard to the payments position and prospects of the
members cencerned,

Decision No. 433-(55/42)
June 22, 1955

ReTention Quotas: Decision axp Letter or Trassmittal

In concluding consultations on restrictions on current pavmerts and transfers as
required under Article XIV of the Fund Agreement, the Fund postponed consideration
of retention quotas and similar practices through which some members have sought
to improve their earnings of specific currencies. The Fund has now examined these
practices more fully than was possible at the consultations referred to above, The
Fund has extended this examination to cover the terms of reference of the resolution
adopted on September 9, 1952, by the Board of Governors and has come to the
following conclusions:

1. Members should work toward and achieve as soon as feasible the removal of
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these retention quotas and similar practices, particularly where they lead to abnormal
shifts in trade which cause unnecessary damage to other countries. Members should
endeavor to replace these practices by more appropriate measures leading to currency
convertibility.

2. The Fund will enter into consultation with each of the members concerned with
a view to agreeing on a program for the implementation of 1 above, including
appropriate attention to timing of any action which may be decided upon.

3. The Fund does not object to those practices which, by their nature, can be

regarded as devices designed solely to simplify the administration of official exchange
allocations.

The Managing Director is asked to send the following letter to all members in trans-
mitting the foregoing decision on retention quotas and similar practices:

The Fund has made a detailed study concerning retention quotas and other similar
practices pursuant to the resolution passed at the Seventh Session of the Board of
Governors in Mexico in September 1952. [ am pleased to transmit herewith a
decision of the Executive Board of the Fund based on this study.

The Fund has concluded that these practices stem from widespread difficulties
presently existing in the international payments position of many countries. The
Fund’s consideration of this subject has shown that what is referred to as “retention
quotas and similar practices” covers a wide range of exchange measures. Certain
practices under this heading may be unobjectionable from the point of view of Fund
policies, Other practices in this category, however, appear to result in adverse effects
on exchange stability and to cause unnecessary damage to member countries. They
also may lead to the adoption of retaliatory measures. The interest of the Fund in
these matters clearly follows from the terms of Article VIII containing the general
obligations of members with respect to the avoidance of exchange restrictions, dis-
ctiminatory cufrency arrangements and muitiple currency practices, and Article XIV
dealing with these exchange measures during the transitional period.

In dealing with retention quotas and similar practices, the Board has not intended
to change existing Fund standards and procedures with respect to exchange restric-
tions, discriminatory currency arrangements and multiple currency practices. Specifi-
cally, there was no intention to affect the existing requirements of prior consultation
and approval with respect to measures of this character. Those requirements, so far
as they concern multiple currency practices, were communicated to members in the
Fund’s letter of December 19, 1947 {Appendix I of the Fund’s Annual Report of 1948).
Accordingly, it is expected that members intending to maintain, introduce or enlarge
those retention quotas and similar practices which constitute exchange restrictions,
multiple currency practices or discriminatory currency arrangements will act in
accordance with existing Fund requirements.

The decision recognizes that it is not practicable to deal with all of these practices
on a general basis. The Fund, therefore, wishes to deal with these arrangements on
a case-to-case basis. We shall communicate as quickly as practicable with membery
using these practices. We are confident that members will cooperate in these indi-
vidual discussions in order to enable the Fund to reach appropriate conclusions.

Decision Nao. 207-(53/29)
May 4, 1953
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Discrivivation ror Bavtance or Paymexts Rrasons

The following decision deals exclusively with discriminatary restrictions imposed for
balance of payments reasons.

In some countries, considerable progress has already been made towards the elimina-
tion of discriminatory restrictions; in others, much remains to be done. Recent inter-
national financial developments have established an environment favorable to the
elimination of discrimination for balance of payments reasons. There has been a
substantial improvement in the rescrve positions of the industrial countries in par-
ticular and widespread moves to external convertjhility have taken place.

Under these circumstances, the Fund considers that there is no longer any balance
of payments justification for discrimination by members whose current receipts are
largely in externally convertible currencies. However, the Fund recognizes that where
such discriminatory restrictions have been long maintained, a reasonable amount of
time may be needed fully to eliminate them. But this time should be short and members
will be expected to proceed with all feasible speed in eliminating discrimination against
member countries, including that arising from bilateralism.

Notwithstanding the extensive moves toward convertibility, a substantial portion of
the current receipts of some countries is still subject to limitations on convertibility,
particularly in payments relations with state-trading countries. In the case of these
countries the Fund will be prepared to consider whether balance of payments considera-
tions would justify the maintenance of some degree of discrimination, although not as
between countries having externally convertible currencies. In this connection the Tund
wishes to reaffirm its basic policy on bilateralism as stated in its decision of June 22,
1955.

Decision No. 955-(59/45)
October 23, 1959

ArticLe VIII ano Articie XTIV

There has been in recent years a substantial improvement in the balance of payments
and the reserve positions of a number of Fund members which has led to important
and widespread moves to the external convertibility of many currencies. Most interna-
tional transactions are now carried on with convertible currencies, and many countries
have progressed far with the removal of restrictions on payments. In conseguence of
these developments, it seems likely that a number of members of the Fund cither have
reached or are nearing a position in which they can consider the feasibility of formally
accepting the obligations of Article VIII, Sections 2, 3, and 4. Previous decisions taken
by the Fund, such as those on multiple currency practices, bilateral arrangements,
discriminatory restrictions maintained for balance of payments purposes, and payments
restrictions for security teasons, indicate the Fund's attitude on these matters. The
present decision has been adopted as an additional guide to members in pursuance of
the purposes of the Fund as set forth in Article T of the Articles of Agreement.

1. Article VIII provides in Sections 2 and 3 that members shall not impose or engage
in certain measures, namely restrictions on the making of payments and transfers for
current international transactions, discriminatory currency arrangements, or multiple
currency practices, without the approval of the Fund. The guiding principle in ascer-
taining whether 2 measure is a restriction on payments and transfers for current trans-
actions under Article V1II, Section 2, is whether it involves a direct governmental
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limitation on the availability or use of exchange as such. Members in doubt as to
whether any of their measures do or do not fall under Article V1III may wish to consult
the Fund thereon.

2. In accordance with Article XIV, Section 3, members may at any time notify the
Fund that they accept the vbligations of Article VIII[, Sections 2, 3, and 4, and neo
longer avail themselves of the transitional provisions of Article X1V, Before members
give notice that they are accepting the obligations of Article VIII, Sections 2, 3, and 4,
it would be desirable that, as far as possible, they eliminate measures which would
require the approval of the Fund, and that they satisfy themselves that they are not
likely to need recourse to such measures in the foresecable future. If members, for
balance of payments reasons, propose to maintain or introduce measures which require
approval under Article VI, the Fund will grant approval only where it is satisfied
that the measures are necessary and that their use will be temporary while the member
is seeking to eliminate the need for them. As regards measures requiring approval under
Article VIIT and maintained or introduced for nonbalance of payments reasons, the
Fund believes that the use of exchange svstems for nonbalance of payments reasons
should be avoided to the greatest possible extent, and is prepared to consider with
members the ways and means of achieving the elimination of such measures as soon
as possible. Members having measures needing approval under Article VI should
tind it wseful to vonsult with the Fund before accepting the obligations of Article VI,
Sections 2, 3, and 4.

3. If members at any time maintain measures which are subject to Sections 2 and 3
of Article VIII, they shall consult with the Fund with respect to the further maintenance
of such measures. Consultations with the Fund under Article VIII are not otherwise
required or mandatory. However, the Fund is able to provide technical facilities and
advice, and to this end, or as a means of exchanging views on monetary and financial
developments, there is great merit in periodic discussions between the Fund and its
members even though ne guestions arise involving action under Article VIU. Such
discussions would be planned between the Fund and the member, including agreement
on place and timing, and would ordinarily take place al intervals of about one year.

4. Fund members which are contracting parties to the GATT and which impose
import restrictions for balance of payments reasons will facilitate the work of the Fund
by continuing to send information concerning such restrictions to the Fund. This will
enable the Fund and the member to join in an examination of the balance of pavments
situation in order to assist the Fund in its collaboration with the GATT. The Fund, by
agreement with members which are not contracting parties ta the GATT and which
impose import restrictions for balance of payments reasons, will seek to obtain informa-
tion relating to such restrictions.

Decision No. 1034-{60/27)
Tvne I, 1980

MULTIPLE CURRENCY PRACTICES

STaTEMENT TO Memeers TransmirriNg Funo’s Drcasions onv Murrirte Currency
Pracrices

The letter to members concerning multiple currency practices and the accompanying,
statement of the Fund’s decisions with respect to such practices are agreed as revised
(Executive Board Document No. 235, Revision 2) and shall be sent without delay to all
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members. The texts of earlier decisions on the same subject are modified as necessary
to correspond with the agreed statement.
Decision No. 237-2
December 18, 1947

Letter to Members

December 19, 1947
To AH Members:

During the past several months the Fund has been giving special consideration to
multiple currency practices. 1 am writing to all of the members today in order to
acguaint them with the results of our considerations. Enclosed is a memerandum
containing the pertinent decisions taken by the Executive Board., These set forth the
general lines of the Fund’s policies toward multiple currency practices which the Fund
has adopted to date, together with the cbligations of the members and the jurisdiction of
the Fund upon which the development of Fund policy will necessarily be based.

We intend, as rapidly as may be possible under the circumstances, to discuss with
each member now engaging in a multiple currency practice how this general policy
will be applied to its individual problems. In the meantime, all of the members are
requested to be guided by the enclosed memorandum and to initiate with the Fund
discussions of any pressing problems which may arise.

Sincerely yours,
fs/
Gutt
Managing Director

Multiple Currency Practices

This memorandum contains the decisions the Fund has sc far taken concerning its
policies toward multiple currency practices, and clarification of its jurisdiction with
respect to such practices.

The exchange systems of the members who engage in multiple currency practices are
frequently complex. For this reason various difficulties will be involved in the modifica-
tion and removal of the practices, and the policy of the Fund in this regard must develop
progressively as its consultations with the members concerned reveal problems which
might otherwise be overlooked. The policies set forth below have been agreed as a
basis for the initiation of discussions with the members affected:

1. Policies

A. General

1. Consultation. There should be continuing consultation on multiple currency
practices between the Fund and the members concerned. Members should, as a
minimum, consult the Fund before introducing a multiple currency practice, before
making a change in any of the multiple rates of exchange, before reclassifying trans-
actions subject to different rates, and before making any other type of significant
change in their exchange systems,

2. Stability and Restrictions. In most cases multiple currency practices are both
systems of exchange rates and restrictions on payments and transfers for current
international transactions. Whenever it is inconvenient to deal with both aspects of
such multiple currency practice simultaneously, priority should be given to those
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features which affect exchange stability and orderly exchange arrangements among
members.

3. Removal. Early steps should be taken toward the removal of multiple currency
practices which are clearly not necessary for balance of payments reasons. In such
cases, ample titme should be provided for members to take the necessary steps and
to install appropriate substitutes where necessary.

The Fund will encourage members engaging in multiple currency practices for
balance of payments reasons to establish as soon as possible conditions which would
permit their removal, with the general objective of seeking removal not later than
the end of the transitional period.

Where complete removal by the end of the transitional period proves impossible,
the Fund will assist the members concerned to eliminate the most dangerous aspects
of their multiple currency practices and to exercise reasonable control over those
retained.

B. Specific Practices

1. Fixed Excharge Rates. When a multiple currency system includes fixed exchange
rates, members should consult with the Fund on any changes in their practices,
whether such changes concern the rates of exchange or the classification of trans-
actions subject to particular practices. Should the step contemplated by a member
be a part of a program made in agreement with the Fund, the member could, of
course, act without prier consultation.

When a multiple rate system is used for restrictions on current and capital
transactions, the elimination of the restriction on current transactions would be
highly commendable even though restrictions on capital transactions might have to be
retained.

2. Taxes on Exchange Drafts. The use by members of taxes on exchange drafts
resulting in an unusually large difference between buying and selling rates for a
currency is not in accord with the objectives of the Fund Agreement and the Fund
shall, in consultation with members concerned, seek the elimination of such practices
as rapidly as practicable.

3. TLluctuating Rates of Lxchange.

{2} Free Markets. When a multiple currency practice includes a free market with

a Huctuating rate, the member should agree with the Fund on the scope of the

transactions permitted to take place in that market. Any changes in the scope of

these transactions should, of course, be subject to agreement. with the Fund. The
objective should be to eliminate the fluctuations in the free market as scon as such
actien is reasonably practicable, When it is not reasonably practicable to eliminate
such fuctuations, the Fund will encourage members to exclude current transactions
from the free market to the extent that this would be reasonable in the circum-
stances of each case.
(b) The Auction System
(i} The purpose for which an auction system is to be used should be agreed
with the Fund and any change in its scope should be agreed with the Fund.
The fewer the transactions subject to the auction rate, and the less essential the
goods involved, the better.
{(ii) Depending upon the circumstances, the monetary authorities should under-
take to keep the auction rate stable, or to maintain it within certain limits, or to
make every effort to prevent brisk fluctuations.
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(iil} Wherever auction rates exist or are proposed, the circumstances should
be examined in order to determine whether a fixed rate should be substituted for
the auction rate,

(iv) If, as is usually the case where an auction system exists, a reduction of
the money supply is desirable, the proceeds of the auction market should be
directed toward this end.

1. Jurisdiction of the Fund

Multiple currency practices, besides being in most cases restrictive practices, also
constitute systems of exchange rates, Since exchange stability depends on effective rates,
the general purposes of the Fund and the members’ undertakings of Article IV, Sec-
tion 4 (a) “to collaborate with the Fund to promote exchange stability, to maintain
orderly exchange arrangements with other members, and to avoid competitive exchange
alterations” are fundamental considerations in an interpretation of the rights and obliga-
tions of members under Article XIV, Section 2 or Article VIII, Section 3, to maintain,
intreduce, or adapt multiple currency practices. Subject to these gencral principles, the
following conclusions are agreed with respect to the Fund’s jurisdiction and the obliga-
tions of members*

A. Practices Subject to Article VI, Section 3,

1. Maintenance. A member maintaining multiple currency practices at the time
the Agreement entered into force, if it does not take advantage of Article XIV, is
required by Article VIII, Section 3, to consult with the Fund for their progressive
removal or obtain the Fund’s approval for their maintenance.

2. Introduction. Members that have not been occupied by the enemy, and former
enemy-occupied members which have not taken advantage of the transitional arrange-
ments, whether or not they have existing multiple rate practices, may introduce a new
practice only under Article VIII, Section 3, which provides expressly for the necessity
of approval by the Fund.

3. Adapfation. 1f a multiple currency practice is in force by virtue of Article VIII,
Section 3, the member may change or adapt such practice only after consulting with
the Fund and obtaining its approval.

4. Reclassification, Members maintaining multiple currency practices under Article
VIII, Sectien 3, may reclassify commodities subject to the practices only after con-
sultation with the Fund and Fund approval.

B. Practices Subject to Article XIV, Section 2.

1. Restrictive Nature. Multiple currency practices, when applied to current inter-
national transactions, constitute a type of restriction on payments and transfers for
current international transactions for the purposes of Article XIV, Section 2.

2. Representations by the Fund. The following language in Article XIV, Section 4
of the Fund Agreement:

“The Fund may, if it deems such action necessary in exceptional circumstances,
make representations to any member that conditions are favorable for the with-
drawal of any particular restriction, or for the general abandonment of restrictions,
inconsistent with the provisions of any other article of this Agreement.”

* These conclusions concerning the Fund's jurisdiction and the obligation of members apply
to all members including those for whose currencies par values have not been established.
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{(a) applies at any time after the entry into force of the Fund Agreement and

(b} gives to the Fund the power to determine what is meant by “in exceptional
circumstances.”

3. Mpuintenance. Members may maintain multiple currency practices during the
transitional period under the provisions of Article XIV, Section 2, but only if the
maintenance of such practices is necessary for settling members’ balances of payments
in a manner which does not unduly encumber their access to the resources of the
Fund. Members are under a duty to withdraw such practices as soon as they are able
without them to settle their balance of payments in a manner which will not unduly
encumber their access to the resources of the Fund. Moreover, under Section 4 of
Article XIV, the Fund has certain powers to make representalions in exceptional
circumstances, of which it is the judge, that conditions are favorable fer the with-
drawal of any particular restriction. The Fund may exercise this power even if a
particular restriction is justified for balance of payments reasons, if the conditions are
favorable for the substitution of some practice which is not inconsistent with the
purposes of the Agreement.

4. Introduction. Only former enemy-occupied members, which are availing them-
selves of the transitional provisions, and then whether or not they have existing
multiple currency practices, may introduce a new multiple currency practice under
Article XIV, Section 2, provided the Fund agrees with the member that the practice
is necessary and does not find that it is inconsistent with the purposes of the Fund
Agreement or with Article IV, Section 4 (a).

5. Adaptation. A member maintaining multiple currency practices under Article
XIV may adapt the existing restrictions, provided such action is consistent with the
obligations of Article IV, Section 4 {a) and the Fund is satisfied that the adaptation
is dictated by “changing circumstances.” A duty to consult with and obtain the
approval of the Fund before changing the practice is implicit in both Artice IV,
Section 4 {a) and in Article X1V, Section 2. The Fund has the power under Article
X1V, Section 4, to represent in exceptional circumstances that circumstances are
favorable to withdrawal of a proposal te change an existing multiple currency practice.

6. Reclassification. A member maintaining multiple currency practices under

Article XIV may reclassify commodities subject to such practices, under the power
to adapt restrictions in Section 2 of Article XIV, and under the same conditions,
provided, however, that under the existing restrictions the effective rates are other
than parity.
C. Exchange Taxes. When a tax affects an obligation undertaken by the members
of the Fund, the relationship between the tax and the obligation is of direct concern to
the Fund and subject to its jurisdiction. Whenever exchange taxes arc used to modify
par values, create multiple currency practices, or introduce restrictive exchange contrals,
they are subject to the Fund's jurisdiction. The Fund has authority to deal with these
exchange matters irrespective of the official device or procedure involved.

3. Rates Differing from Parity by More than One Per Cent. An effective buying or
selling rate which, as the result of official action, e.g. the imposition of an exchange tax,
differs from parity by more than one per cent, constitutes a multiple currency practice.

Murrirne Currency Practices

I. The Executive Board has considered the staff paper on the “Review of Fund
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Policies on Multiple Currency Practices” (SM/57/2, Rev. 1, 5/3/57) and is in agree-
ment with the general approach of the paper.

II. Unification of the exchange rates in multiple rate systems is a basic objective of
the Fund, ind it is satisfying to record that several of the members which had followed
such practices have been successful in achieving this objective, and that others have
made considerable progress in this direction.

III. In reviewing the experience of the past ten years as summarized in the staff
report, the Fund draws special attention to the fact that complex multiple rate systems
damage the economies of countries maintaining them and harm other countries. These
complex systems are difficult to administer, and involve frequent changes, discrimina-
tion, export subsidization, a considerable spread between rates, and undue differentiation
between classes of imports,

IV. The Executive Board concludes that it is necessary and feasible to make more
rapid progress in simplifying complex multiple rate systems, to remove those aspects of
existing systems which adversely affect the interests of other members, and to avoid
existing systems becoming more complex, Accordingly the following decision is taken:

1. Early and substantial steps should be taken to simplify complex multiple rate
systems. The Fund will not approve such systems unless the countries maintaining
therm are making reasonable progress toward simplification and ultimate elimination
of such systems, or are taking measures or adopting programs which seem likely to
result in such progress.

2, As opportunity arises the Fund will continue to press for simplification in all
cases where there is clear evidence that the multiple currency system in question is
damaging to other members. It will in addition be reluctant to approve changes in
multiple rate systems which make them more complex.

3. To assist members to simplify and climinate complex rate systems the Fund
wishes to intensify its collaboration with them. The Fund stands rcady to meet mem-
bers’ requests for technical assistance in the preparation of economic programs and
measures directed toward exchange simplification. These may in some cases include
arrangements in other directions, especially in the fiscal and trade fields. If the Fund
considers the proposed exchange simplification and related economic programs or
measures to be adeguate and appropriate, it will give sympathetic consideration, if
requested, to the use of its resources.

Decision No. 649-(57/33)
June 26, 1957

ArTtictr IX, Sucrion 7

PRIVILEGE FOR COMMUNICATIONS

INTERPRETATION OF ArTicLE IX, Secrion 7

WHEREAS the Executive Director for the [member concerned] has raised certain
questions of interpretation of the provisions of Section 7 of Article IX of the Articles
of Agreement of the Fund as to the treatment to be accorded by a member of the Inter-
national Monetary Fund to official communications of the Fund, which questions of
interpretation are set forth below;

WHEREAS the said Executive Director has requested that the Executive Directors, in
accordance with Article XVIII of said Articles, decide such questions of interpretation;
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NOW THEREFORE, the Executive Directors hereby decide such questions of inter-
pretation as follows:

Question No. 1:

Dees Section 7 of Article IX of the Articles of Agreement of the Fund apply to
rates charged for official communications of the Fund?

Decision on Question No. 1:

Yes. Section 7 of Article IX applies to rates charged for official communications
of the Fund.

Question No. 2:

If a member exercises regulatory powers over the rates charged for communica-
tions, is it relieved of the obligation of Section 7, Article IX, by reason of the fact
that the facilities for transmitting communications are privately owned or operated
or both?

Decision on Question No. 2:

No. A member which exercises regulatory powers over the rates charged for
communications is not relieved of its obligation under Section 7 of Article IX by
reason of the fact that the facilities for transmitting such communications are
privately owned or operated or both.

Question No. 3:

Is the member’s obligation under Section 7 of Article IX satisfied if official com-
munications of the Fund may be sent only at rates which exceed the rates accorded
the official communications of other members in comparable situations? For
example, would the obligation of member “a”, under Section 7 of Article IX, be
satisfied if the rate charged the Fund for its official communications from the terri-
tory of member “a” to the territory of member “b” exceeds the rate charged
member “b” for its official communications from the territory of “a” to that of “b’’?
Decision on Question No. 3:

No. The obligation of a member under Section 7 of Article 1X is not satisfied if
official communications of the Fund may be sent only at rates which exceed the
rates accorded the official communications of other members in comparable situa-
tions. For example, the obligation of member “a”, under Section ¥ of Article 1X,
wounld not be satisfied if the rate charged the Fund for its official communications
from the territory of member “a” to the territory of member “b” exceeds the rate
charged member “b” for its official communications from the territory of “a” to
that of “b".

Decision Na. 534-3
February 20, 1950

Awricre X, Secrion 3

EXECUTIVE DIRECTORS

InTERPRETATION OF Arrwcre XII, Secrions 3 {b) {I) ano 3 {f}

The request for interpretation of the Articles of Agreement referred to the Executive
Directors by Resolution No. 7 of the Board of Governors was considered [reference
to document deleted], It was unanimously agreed that Sections 3 (b} (i) and 3 (£) of
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Article X1l should be interpreled to mecan that any member having one of the five

largest guotas at the date of the regular clection or at any date between regular elections

shall be entitled to appoint an Executive Director who will hold office until the next

regular election without prejudice to the right of a subsequently admitted member to
appoint a Ditector if it has one of the five largest quotas.

Decision No. 2-1

May 8, 1946

Executive Directors: Arvicee XII, Secrion 3 (c)

Art. XII, Sec. 3 (c}, should be understeod as providing that the two members entitled
to appoint additional directors are determined by the largest absolute amounts by
which 75% of members’ quotas exceed the average holdings by the Fund of their
currencies during the two years preceding an election of directors, provided, of course,
that they are not already entitled to appoint directors under Art. XII, Sec. 3 (b) (i).

In the calculation of average holdings under the provision, the Fund’s special accounts
for administrative purposes should not be included unless they exceed Yoo of one per
cent of the member’s quota. A member should not be entitled to the benefit of Art. XII,
Sec. 3 (c} where the average holdings of its currency by the Fund have been reduced
below 75% of its quota solely because of expenditures by the Fund for administrative
purposes or because of the exclusion of the special accounts for administrative purposes
from the calculation of average holdings.

Decision No. 574-2
May 18, 1950

AppitioNaL ArroiNTED Direcrors

The phrase “the preceding two years” as used in Art. X1, Sec. 3 (c), shall be deemed
to be the two-year period ending on the July 31 preceding the dates of regular biennial
elections of Executive Directors. However, this decision shall be reconsidered if such
regular elections are held in other months than September.

Decision No. 597-4
Tuly 28, 1950

ADJUSTMENT oF QuoTta anp Vorine Power

A change in the quota of a member between regular biennial elections will change
by the same amount the voting power of the elected Executive Director who casts the
votes of the member.

Decision No. 180-5
June 25, 1947

Articie XIV, Secrion 1
USE OF FUND'S RESQURCES: PURPOSE

Use or Fuxp’'s Resources By Countries UnprRGOING REICONSTRUCTION

The prohibition in the Fund Agreement, Article X[V, Section 1, was not meant
to prevent countries which were undergoing reconstruction from using the Fund’s
resources.

Decision No. 196-2
July 31, 1947
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Arnices XTIV, Section 4
RESTRICTIONS ON PAYMENTS AND TRANSFERS: WITHDRAWAL

Meaning or “Excerrionar Crrcumstances™ v Articte XIV, Srerion 4
The following language in Article XIV, Section 4 of the Fund Agreement:

“The Fund may, if it deems such action necessary in exceptional circumstances,
make representations to any member that conditions are favorable for the withdrawal
of any particular restriction, or for the general abandonment of restrictions, incon-
sistent with the provisions of any other article of this Agreement.”

{a) applies at any time after the entry into force of the Fund Agreement and
(b) gives to the Fund the power to determine what is meant by “in exceptional
circurnstances.”
Decision No. 117-1
Tanuary 6, 1947

ArTicte XV, Secrion 2

INTERPRETATION

In response to the request of the Government of [a member], and after having
considered the arguments put forward by that Government, the Executive Directors,
acting pursuant to Article XVIII {a) of the Fund Agreement, interpret Article XV,
Section 2 as follows:

Action may be taken by the Fund to require a member to withdraw when the
following conditions have been met:

1. The member has been declared ineligible to use the resources of the Fund
pursuant to Article XV, Section 2 {a);

2. A reasonable time has passed since the member was declared incligible to use
the resources of the Fund pursuant to Article XV, Section 2 (a), whether or not a
fixed period of time had been prescribed in connection with such action, and the
member persists in failing to fulfill its obligations;

3. The member has beent informed in reasonable tirme of the complaint against
it and given adequate opportunity to state, both orally and in writing, any fact or
legal argument relevant to the issue before the Fund.

Decision No. 343-(54/47}
Angust 11, 1954
The Beard of Governors conlirmed the foregoing decision on September 28, 1954,

Articie XIX
MONETARY RESERVES AND QOFFICIAL HOLDINGS

Ner Orriciar Howomngs: PriNCieues oF [NTERPRETATION

In order to ensure the uniform application of the relevant Articles of Agreement as
they apply to determinations of members’ net official heldings of gold and U.S. dollars
for the purposes of Article IlI, Section 3 {b) (i), the Fund adopts or reafirms the
following principles of interpretation for the indicated provisions of the Fund Agreement:
{a} [Pertains to Article III, Section 3 (b); see p. 220.]

©lnternational Monetary Fund. Not for Redistribution



270 BASIC DOCUMENTS

(b} [Pertains to Article HI, Section 3 (d}; see p. 221 ]

{c) Article XIX (b): "The official holdings of a member means central holdings (that
is, the holdings of its Treasury, central bank, stabilization fund, or similar fiscal
agency).”

{1) “Central holdings” are confined to holdings owned by the institutions set
forth in Article XIX (b).

(2} The term “similar fiscal agency” means an institution which performs an
important function or functions similar to those normally performed by a
Treasury, or central bank, or stabilization fund.

(3) No distinction is made among the departments of a central bank or other
central institution as specified in Article XIX (b). No distinction is made on
the basis of the use to which gold or dollars may be put by any of the
institutions covered by Article XIX (b). That is to say, all gold or dollars
owned by such institutions are central holdings.

{d) Article XIX {¢}: “The holdings of other official institutions or other banks within its
territories may, in any particular case, be deemed by the Fund, after consultation
with the member, to be officia} holdings to the extent that they are substantially in
excess of working balances; provided that for the purpose of determining whether,
in a particular case, holdings are in excess of working balances, there shall be
deducted from such holdings amounts of currency due to official institutions and
banks in the territories of members or nonmembers specified under (d) below.”
{I) “Other official institutions” and “other banks” are official institutions and

banks not embraced by Article XIX (b). “Other official institutions” are those
representing a member anywhere. “Other banks” are banks within its
territories.

(2) “Working balances” must be determined in the light of all the facts of the
individual case, and no rigid rule can be formulated for their measurement.
The general idea is that a working balance is one which is necessary to meet
the requirements of its owner, taking into account normal receipts and
payments, for a period not unreasonably protracted.

{3) No deduction may be made from central holdings on the ground that they
are said to represent, in whole or in part, “working balances,” for example,
because there are no commercial banks or because the holdings of commercial
banks are alleged by the member to be inadeguate for working purposes.

(4} Gold or dollars owned by “other official institutions” and “other banks™ may
be included in a2 member's official holdings, after consultation with the member,
to the extent that they are substantially in excess of “working balances.”

(5} The proviso in Article XIX {¢) declares that in determining whether the hold-
ings of other official institutions and ather banks are substantially in excess
of working balances, certain deduclions shall be made. These deductions are
in respect of liabilities arising from the holdings of the currency of the member
whose official holdings are being calculated. Such liabilities must be owed by
that member’s oficial institutions and banks to the official institutions of and
banks in the territories of countries which were members of the Fund on
September 12, 1946.

(e} Article XIX (h): “For the purpose of caleulating gold subscriptions under Article T,
Section 3, a member’s net official holdings of gold and United States dollars shall
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consist of its official holdings of gold and United States currency after deducting

central holdings of its currency by other official institutions and other banks if these

holdings carry specified rights of conversion into geld or United States currency.”

(1) Article XIX (h) establishes the only deduction from gross official holdings. That
is to say, gross official heldings are the total of gold and dollars which a
member owns; nef official holdings are those holdings minus the one deduction
which Article XIX (h) establishes.

(2) A deduction cannot be made under Article XIX (h} in the calculation of a
member’s net official holdings unless the following conditions are satisfied:

{a) There is a holding of the member’s currency.

(b) There is a right of conversion of the cucrrency into gold or U.5. dollars
exercisable by virtue only of the holdings of the currency and not, for
example, by reason of forward exchange contracts.

(c) The right of conversion is exercisable at the option of the holder of the
currency and not at the option of the member whose currency is held.

(d) The option is exercisable by the central or other official institutions or
other banks in the territories of other countries, and not by the member’s
own official institutions or by banks in the territories in respect of which
it has accepted the Agreement in accordance with Article XX, Section
2 {g). “Other countries” embraces all countries, and not simply member
countries or nonmember countries which have been specified under
Article XIX (d).

{e) The right of conversion was in existence on September 12, 1946 (or any
later date substituted under Article TII, Section 3 (d)). However, the right
of conversion need not have been exercisable on that date, but may be
exercisable at any time thercafter.

{3) Liabilities payable in gold or dollars were the conditions of Article XIX (h) as
set forth in 2 above are not otherwise mel, ¢.g., where the creditor’s right to
gold or dolars is not attached to a holding of the currency of the member
whose net official holdings are being calculated, are not deductible under
Article XIX (h).

Decision No. 298-3
April 14, 1948

Currency Liastumies: Arrticie XIX {g)

1. [Expired.]

2. [Perlains to Schedule B; see p. 272.]

3. (A member has contended] that where, under a payment agreement, the other
contracting party held [its currency and the member] held the currency of the other
party, the full amount of the holdings of [the member’s currency] should not be
deducted but the two amounts should be offset for the purpo-es of calculating deduct-
ible currency liabilities under Article XI1X (e} [ibid.]. It is determined that the meaning
of the term “currency liabilities’” under Article XIX (¢} cannot be restricted in this way.
It must be applied in the gross sense to include all of the holdings of a member’s
currency by another party under a payment agreement.

Decision No. 186-2
October 7, 1049
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Currency Lrasiuimies: Arricte XIX (e)

The Executive Board has considered questions relating to the concept of currency
liabilities in Article X1X (¢}, as set forth in Executive Board Special No. 107 (10/18/49),
and agrees that the following principles apply:

1. The currency liabilities of a member are the liabilities represented by the
holdings of its currency by the Treasuries, central banks, stabilization funds, similar
fiscal agencies, other official institutions or other banks of other members, or of such
nonmembers as have been specified by the Fund.

2. Currency liabilities are not confined to convertible currencies.

3. The deductibility of currency liabilities does not depend on whether the
holder’s currency is convertible.

4. “Currency” in the concept “currency liabilities” means “without limitation
coins, paper money, bank balances, bank acceptances, and government obligations
issued with a maturity not exceeding twelve manths.”

5. A blocked balance is not a currency liability.
Decision No. 493-3
November 4, 1949

ArTicte XX, Secriox 4 {1)

USE OF FUNIYS RESOURCES: POSTPONEMENT UNDER
ARTICLE XX, SECTION 4 (1)

The Fund has, in the case of a member which has had no previous exchange transac-
tion with the Fund, the power to postpone exchange transactions with it if its circum-
stances are such that, in the opinion of the Fund, they would lead to the use of the
resources of the Fund in a2 manner contrary to the purposes of the Agreement or
prejudicial to the Fund or its members. This power did not lapse as of the date the
Fund began exchange transactions.

Decision No. 284-2
March 10, 1948

Scueotie B

CALCULATION OF REPURCHASE OBLICATIONS

CarcrvLation or MoneTary Resirves

1. [Expired.]

2. {A member has contended] that, in calculating its monetary reserves as of
April 30, 1948, a sum greater than [the amount calculated by the staff] should have
been deducted as the proceeds of a long-term or medium-term loan contracted during
the financial year ending on that date . . . . It is determined that the deduction . . .

calculated by the staff was correctly made, based on the following principles which are
adopted:

{a) Before any exclusion of the proceeds of long-term or medium-term loans can be
made under Schedule B, paragraph 3, of the Fund Agreement, it is necessary to
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identify that part of a member’s holdings which can be regarded as representing the
proceeds of such leans,

(b) Where the loan can be spent only for a specific project or purpose, the proceeds
can be regarded as unspent only to the extent that the special project or purpose
has not been completed and paid for. The formality of payment of the proceeds into
a special or general account would not as a rule be considered a significant factor.
{c) Where the loan is not contracted for a special project or purpose, the proceeds
of that loan which may be deducted should, as a rule of thumb, and in the absence of
other evidence of identification, be determined as follows: (1) the member’s lowest
holdings of the currency in guestion between the date of receipt of the proceeds of
the loan and the end of the financial yvear shall be determined, (2) the part of such
lowest holdings which shall be excluded will be the propertion which the proceeds
of the loan bear to the sum of the member’s holdings of the currency as of the date
of receipt of the proceeds of the loan plus other receipts in the same currency
between that date and the day of the lowest holdings.

3. [Pertains to Article XIX (e); sec p. 271.]
4. [Expired.]
Decision Neo. 486-2
QOctober 7, 1949

Catcuration ofr Memsers” Revurcnase Osuicarions: Scurouire B, IPARAGRAPH 3

In applying the provisions of Schedule B, paragraph 3 to the calculation of members’
repurchase obligations, the following principles shall govern (Staff Memorandum
No. 413, 12/8/49 and Supplement 1, 12/13/49):

1. Where exclusions have been made at the end of one vear for holdings which
are the proceeds of long-term or medium-term loans contracted during the year or
for holdings which have been transferred or set aside for the repavment of a loan
during the subsequent year, the exclusion continues to be made in the monetary
reserve figures for the beginning of the succeeding year.

2. Where an exclusion has been made in respect of currency which became con-
vertible during the year, this currency is included in the monetary reserve figures for
the beginning of the subsequent year.

3. If the member indicates that certain holdings are the proceeds of loans or
currency set aside, the reasonable implication is that the member wishes paragraph 3
to apply to such holdings. If the member does not provide such data, the implica-
tion is that it is not taking advantage of the provision.

Decisian No. 5310-2
December 16, 1949

Avocation or OsLicartions: Scueourr B, Paracrarn 1 ()

If part of a member’s gross repurchase obligation for any firancial vear is allocated
to a currency which the Fund cannot accept because of Article V, Section 7 (¢ {iii),
that part of the gross obligation is abated for that year under Schedule B, Para-
graph 1 {¢), and is not required to be discharged in gold or some other currency.

Decision No. 521-3
Tannary 16, 7950
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(GENERAL

FUND ASSISTANCE IN GOLD TRANSACTIONS

Memsers” Gowp TRANSACTIONS

The Executive Board approves the Managing Director’s continuing to assist members
by bringing governmental buyers and sellers of gold into contact. [f there is a demand,
the function may be performed as a regular service on the basis outlined in SM/52/6
(2/7/52). 1t is understood that initially the service charge will be }82 per cent for each
partner in a completed transaction, and that the charge will be reviewed later on the
basis of experience.

Decision No. 103-(52/12)
February 21, 1952

Funo Assistance 1IN Gorp TransacTiOns *

The Executive Board approves the extension of the Fund’s service in bringing buyers
and sellers of gold into contact on the basis outlined in SM/52/6(2/7/52), to cases_in
which one of the parties to the gold transaction is a member and the other is cne z?;h}e
following nonmembers or international organizations:

Switzerland

Bank for International Settlements

International Bank for Reconstruction
and Development

In accordance with the foregoing, therefore, gold transactions under the service would
always involve a member as buyer or seller, and all parties would be either govern-
mental or international organizations.

Decision No. 316-(54/27)
May 27, 1954

Funp Assistance IN GoOLb TRANSACTIONS

1. The Executive Board approves the following extensions of the Fund's service in
bringing buyers and sellers of gold into contact, on the basis outlined in SM/52/6
(2/7/52):

{a) the International Finance Cerporation is added to the list of parties in the
decision adopted at EBM/54/27(5/27/54);

(b} the service shall apply to gold transactions between an international organiza-
tion covered by the service and any other party covered by the service.

Decision No. 572-(56/535)
November 21, 1856

* The decision lists certain countries which formerly were not members but are presently
members.
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Funp Assistance N Goip TRANSACTIONS

The Inter-American Development Bank is added to the list of parties in the decisions
adopted at Executive Board Meetings 54/27(5/27/54) and 56/55(11/21/56).

Decision No. 1033-(60/28)

May 20, 1960

Fune Assistance N Golp TRANSACTIONS

The International Development Association is added to the list of parties in the
decisions adopted at Executive Board Meetings 54/27(5/27/54), 56/55(11/21/56}, and
60/26(5/25/60).

Decision No. 1116-(60/51)
December 8, 1960

INVESTMENT OF FUND'S ASSETS

InveESTMENT OF FUND's AssiTs

The Executive Board, observing that the Fund has had and may continue to have an
excess of expenditure over income and that the greater part of the Fund’s administrative
expenditures has been and will continue to be in United States dollars, considers that
in the interest of good administration and conservation of the Fund’s resources it would
be appropriate to raise income towards meeting the deficit by the investment of a
portion of the Fund's gold in a manner which will enable the Fund to reacquire gold
at any time and will maintain the gold value of the investment.

In view of the foregoing and noting the willingness of the United States to consent
to investment by the Fund in United States Treasury bills, the Executive Board takes the
following decistons:

I. The Executive Board, acting pursuant to Article XVII {a} of the Articles of
Agreement, interprets the Articles of Agreement lo permit the investment described
in the present decisions, namely, sale of a portion of the Fund’s gold to the United
States for the purpose of investment of the proceeds in United States Treasury bills
having not more than ninety-three days to run, subject to the following conditions:

{1) The amount of gold to be sold for investment:

(a) will not be such as to limit the ability of the Fund to make its resources
available to members in accordance with the Articles of Agreement; and

(b} will be such as to produce an amount of income reasonably related to the
deficit of the Fund;

(2} Whenever the Fund decides to reacquire gold after the sale or maturity of any
United States Treasury bills invested in, it will be able to reacquire the same
amount of gold as was sold for investment in such bills; and the United States,
at the request of the Fund, will sell the said amount of gold to the Fund for U5,
dollars at the United States selling price at the time of the sale to the Fund;

{3) In any computations for the purpose of applying the provisions of the
Articles of Agreement the Fund will treat the following assets as representing gold
and not as holdings of United States curtency:

{2) the dollar proceeds of the sale of gold before investment in United States

Treasury bills; and
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{(b) the United States Treasury bills invested in; and

{c) the dollar proceeds resulting from the sale or maturity of any such bills
before the purchase of gold therewith,

1. (1) The Executive Board, acting pursuant to Article XVIII (a} of the Articles
of Agreement, interprets Article 1V, Section 8 (a) to require the United States to
maintain the gold value of the assets set forth in paragraph I (3) (a), (b} and () above,
notwithstanding changes in the par or foreign exchange value of the currency of the
United States. This obligation of the United States shall be fully discharged by its
maintaining the gold value of the dollar proceeds resulting [rom the sale of the gold
or from the sale or maturity of the U.5. Treasury bills purchased therewith.

{2} For the purposes of paragraphs T and Il of these decisions the dollar proceeds
resulting from the sale or maturity of the U.S. Treasury bills invested in shall not
include the income of the investment.

1IL Subject to the receipt of an assurance from the United States in accordance
with paragraph I(2) above satisfactory to the Fund, the Executive Board decides
that an amount of the Fund’s gold sufficient to realize approximately but not more
than twe hundred million United States dollars shall be sold to the United States and
the proceeds invested and reinvested in United States Treasury bills having not more
than ninety-three days to run. The Executive Board will review the amount and
operation of the investment at quarterly inftervals and at such other times as may
be appropriate.
Decision No. 488-(56/5)
January 25, 1956

Fuwp’s InvestMeENT ProGram

The Executive Board, observing that the Fund has had and in the future may again
have an excess of expenditure over income and that the greater part of the Fund's
administrative expenditure has been and will continue to be in United States dollars,
considers that in the interest of good administration and conservation of the Fund’s
resources it would be appropriate to rajse income and provide a reserve towards meeting
possible future deficits by continuing the investment of a portion of the Fund’s gold
in a manner which will enable the Fund to reacquire gold at any time and will maintain
the gold value of the investment.

In view of the foregoing and noting the willingness of the United States to consent
to continued investment by the Fund in United States Treasury bills, the Executive
Board takes the following decisions:

A. Paragraphs [, Il and I of Executive Board Decision Mo. 488-(56/5) shall
remain in effect except that the following shall be substituted for paragraph
1(1} (b): “will be such as to produce an amount of income reasonably related to the
purpose of the investment.”

B. The income of the investment earned after Qctober 31, 1957 shall be placed
to a Special Reserve, and any administrative deficit for any fiscal year of the Fund
shall be written off first against this reserve.

Decision No. 708-(57/57)
November 27, 1957
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Funp's INVESTMENT ProOGRaM

The Executive Directors (1) decide that for the purposes of Executive Board Decisions
No. 488-(56/5) and No. 708-(57/57) on the investment of the proceeds of the sale of
gold, the amount of $500,000,000 shall be substituted for $200,000,000 in Paragraph II1
of Executive Board Decision No. 488-(56/5), and (2) pursuant to Article XVIII-(a),
interpret the Articles of Agreement to permit such investment in U.S. securities having
a term to maturity not exceeding twelve months.

Decision No. 905-(59/32)
July 24, 1959

Funp’s Investmint Procram

The amount of $200 million in paragraph I of Executive Board Decision
No. 488-(56/5), which was subsequently increased to $500 million by Executive Board
Decision No. 905-(59/32), shall be increased to $800 million for all of the purposes of
those decisions and Executive Board Decision No. 708-(37/57).

Decision No. 1107-(a0/30)
November 30, 1960

Tunp's InvesTMENT PrOGRAM

The authorization under {2) of Executive Board Decision No. 905-(59/32) is extended
to permit an investment of the amount of $61,900,000 in 15-month U5, Treasury
securities maturing February 15, 1963.

Decision No. 1272-(61/53)
November 3, 1961
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By-Laws and Rules and Regulations

The By-Laws and the Rules and Regulations of the Fund are reproduced below
they stood at December 31, 1965,

By-Laws of the International Monetary Fund
(As at December 31, 1965)
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These By-Laws are adopted under the authority of, and are intended to be com-

plementary to, the Articles of Agreement of the International Monetary Fund; and they

sh

all be construed accordingly. In the event of a conflict between anything in these

By-Laws and any provision or requirement of the Articles of Agreement, the Articles of
Agreement shall prevail.

Sec, 1. Piaces or Busivess

The principal office of the Fund shall be located within the metropolitan area of

Washington, D, C., United States of America,

278
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The Executive Directors may establish and maintain agencies or branch offices at
any place in the territories of other members, whenever it is necessary to do so in order
to facilitate the efficient conduct of the business of the Fund.

Adopted March 16, 1946

Sec. 2. Bank REPRESENTED

The Executive Directors are authorized to invite the International Bank for Recon-
struction and Development to send a representative of the Bank to meetings of the
Board of Governors and Executive Directors who may participate in such meetings, but
shall have no vote.

The Executive Directors are authorized to accept invitations from the Bank to send
a representative of the Fund to participate in meetings of the Board of Governors or
Executive Directors of the Bank.

Adopted March 16, 1946

Sec. 3. Meerings or THE Boarp or (GOVERNORS
(a}) The annual meeting of the Board of Governors shall be held at such time and
place as the Board of Governors shall determine; provided, however, that, if the
Executive Directors shall, because of special circumstances, deem it necessary to do so,
the Executive Directors may change the time and place of such annual meeting.

(b} Special meetings of the Board of Governors may be called at any time by the
Board of Governors or the Executive Directors and shall be called upon the request
of five members of the Fund or of members of the Fund having in the aggregate one-
fourth of the total voting power. Whenever any member of the Fund shall request the
Executive Directors to call a special meeting of the Board of Governors, the Managing
Director shall notify all members of the Fund of such request and of the reasons which
shall have been given therefor.

{c) A guorum for any meeting of the Board of Governors shall be a majority of the
Governors, exercising not less than two-thirds of the total voting power.
Adopted March 16, 1946, amended October 2, 1946

Sec. 4. Norice o Mrermvgs oF ToE Boarn or GovERNORS

The Managing Director shall cause notice of the time and place of each meeting of
the Board of Governors to be given to each member of the Fund by telegram or cable
which shall be dispatched not less than 42 days prior to the date set for such meeting,
except that in urgent cases such notice shall be sufficient if dispatched by telegram or
cable not less than ten days prior to the date set for such meeting.

Adopted March 16, 1946, amended October 2, 1946

Sec. 5. ATTENDANCE Of EXECUTIVE DIRECTORS AND
Osservers a1 MerTinGs oF THE BoArD or COVERNORS

(a) The Executive Directors and their Alternates may attend all meetings of the
Board of Governors and may participate in such meetings, but an Executive Director
or his Alternate shall not be entitled to vote at any such meeting unless he shall be
entitled to vote as a Governor or an Alternate or temporary Alternate of a Governor.

(b) The Chairman of the Board of Governors in consultation with the Executive
Directors, may invite observers to attend any meeting of the Board of Governors.
Adopted March 16, 1946, amended October 2, 1946
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Skc, 6, AcINDa oF MreTinGs o tHE Boarp or GOVERNORS

(a) Under the direction of the Executive Drectors, the Managing Director shall
prepare a brief agenda for each meeting of the Board of Governors and shall cause such
agenda to be transmitted to each member of the Fund with the notice of such meeting.

{b) Additional subjects may be placed on the agenda for any meeting of the Board
of Governors by any Governor provided that he shall give notice thereof to the
Managing Director not less than seven days prior to the date set for such meeting.
In special circumstances the Managing Director, by direction of the Executive Directors,
may at any time place additional subjects on the agenda for any meeting of the Board
of Governors. The Managing Director shall cause notice of the addition of any subjects
to the agenda for any meeting of the Board of Governors te be given as promptly as
possible to each member of the Fund.

(¢} The Board of Governors may at any time authorize any subject to be placed on
the agenda for any meeting of such Beard even though the notice required by this
section shall not have been given.

(d) Except as otherwise specifically directed by the Board of Governors, the Chairman
of the Board of Governors jointly with the Managing Director, shall have charge of ail
arrangements for the holding of meetings of the Board of Governors.

Adopted March 18, 1946, amended Qclober 2, 1946

Sec. 7. Eizcrion oF CHAIRMAN AND VICE-CHAIRMEN

At each annual meeting the Board of Governors shall select a Governor to act as

Chairman and at least two other Governors to act as Vice-Chairmen until the next
annual meeting.

In the absence of the Chairman, the Vice-Chairman designated by the Chairman shall
act in his place.

Adopted March 16, 1946

Sec. 8. SECRETARY

The Secretary of the Fund shall serve as Secretary of the Board of Governors.
Adopted March 16, 1946

Sec. 9. MimnuTes

The Board shall keep a summary record of its proceedings which shall be available
to all members and which shall be filed with the Executive Directors for their guidance.
Adopted March 16, 1946

Sec. 10. RerorTt or Executive DIRecTORS

The Executive Directors shall have prepared for presentation at the annual meeting
of the Board of Governors an annual report in which shall be discussed the operations
and policies of the Fund and which shall make recommendations to the Board of
Governors on the problems confronting the Fund,

Adopted March 16, 1946

Sec. 11. Vorineg

Except as otherwise specifically provided in the Articles of Agreement, all decisions
of the Board shall be made by a majority of the votes cast. At any meeting the Chair-
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man may ascertain the sense of the meeting in lieu of a formal vote but he shall
require 2 formal vote upon the request of any Governor. Whenever a formal vote is
required the written text of the motion shall be distributed ta the voting members.
Adopted March 16, 1946

Sec. 12, Proxms

No Gavernor or Alternate may vote at any meeting by proxy or by any other method
than in person, but a member may make provision for the designation of a temporary
Alternate to vote for the Governor at any Board session at which the regularly desig-
nated Alternate is unable to be present.

Adopted March 16, 1946

Sec. 13. Voriwe Witnoutr Merning

Whenever, in the judgment of the Executive Directors, any action by the Fund must
be taken by the Board of Governors which should not be postponed until the next
regular meeting of the Board and does not warrant the calling of a special meeting of
the Board, the Executive Directors shall present to vach member by any rapid means
of communication a motion embodying the proposed action with a request for a vote
by its Governor. Votes shall be cast during such period as the Executive Direciors may
prescribe, provided that ro Governor shall vote on any such motion until 7 days after
dispatch of the motion, unless he is notified that the Executive Directors have waived
this requirement, At the expiration of the period prescribed for voting, the Executive
Directors shall record the results and the Managing Director shall notify all members.
If the replies received do not include a majority of the Governors exercising two-thirds
of the total voting power, which is usually required for 2 quorum of the Board of
Governors, the motion shall be considered lost.

Adopted March 16, 1946

Sec. 14. TERMS OF SERVICE

(a) Governors and Alternates shall receive their actual transport expenses to and
from the place of meeting in attending meetings, and 575 for each night which attend-
ance at such meetings requires them to spend away from their normal place of residence,
this amount being reduced to $15 for each night when accommodation is included in
the price of transportation.

(b) Pending the necessary action being taken by members to exempt from national
taxation zalaries and allowances paid out of the budget of the Fund, the Covernors
and the Executive Directars, and their Alternates, the Managing Director and the
staff members shall be reimbursed by the Fund for the taxes which they are required
to pay on such salaries and allowances.

In computing the amount of tax adjustment ta be made with respect to any indi-
vidual, it shall be presumed for the purpases of the computation that the income
received from the Fund js his total income. All salary scales and expense allowances
prescribed by this section are stated as net on the above basis,

{c) The salary of the Managing Director shall be $40,000 per annum. The Fund shall
also pay any reasonable expenses incurred by the Managing Direclor in the interest of
the Fund (including travel and transportation expenses for himself, and expenses for
his family, and his personal effects in moving once to the seat of the Fund during or
immediately before his term of office and in moving once from the seat during or

©lnternational Monetary Fund. Not for Redistribution



282 BASIC DOCUMENTS

immediately after his term of office). The contract of the Managing Director shall be
for a term of five years and may be renewed for the same term or for a shorter term
at the discretion of the Executive Directors, provided that no person shall be initially
appointed to the post of Managing Director after he had reached his sixty-fifth birthday
and that no Managing Director shall hold such post beyond his seventieth birthday.

(d) It shall be the duty of an Executive Director and his Alternate to devote all the
time and attention to the business of the Fund that its interests reguire, and, between
them, to be continuously available at the principal office of the Fund; however, in the
event that both an Executive Director and his Alternate are unable to be available at
the principal office of the Fund for reasons of health, absence while on business of the
Fund, or similar reasons, the Executive Director may designate a temporary Alternate
to act for him for periods of time which shall not in the aggregate exceed fifteen business
days in the course of any financial year. A temporary Alternate shall receive no salary
or expense allowance.

{e) The maximum salary and expense allowance including housing, entertainment
and all other expenses [except those specified in subsection (f)] shall be $28,000 per
year for Executive Directors and $22,000 per year for Alternates. It will be the duty
of each Executive Director and each Aliernate to state how much of these amounts he
intends to draw whether as salary or as expense allowance, except that no Executive
Director shall draw more than $25,000 and no Alternate shall draw more than $20,000
as salary.

(F) The Executive Directors and their Alternates are to be reimbursed, in addition,
for all reasonable expenses incurred during absence from the seat of the Fund while on
the designated service of the Fund. Executive Directors and their Alternates shall be
reimbursed for authorized representation expenses actually incurred while they are
absent from the seat of the Fund on a special mission at the request of the Fund. They
shall also be reimbursed for travel and transportation expenses for themselves, their
families, and their personal effects in moving once to the seat of the Fund during or
immediately before their periods of service and in moving once from the seat during or
immediately after their periods of service.

In addition, any Executive Director or Alternate shall in the third year of continuous
full-time service in either capacity and in every second year of such service thereafter
be entitled to reimbursement for the cost of transportation expenses for his family in
traveling once to and from the country of which he or his wife is a national, provided
that in cases where the wife is a national of another country the reimbursement for
transportation expenses to and from her country does not exceed that to and from the
country of which he is a national. For home leave travel more frequent than every third
year, reimbursement shall be made on the basis of cabin- or economy-class
accommodations.

{g} Where not specified, it is assumed that the Director and Alternate will be a full-
time Director and Alternate. Where it is intended that he shall net devote his full time,
it shall be so indicated, Where an Executive Director or Alternate indicates that he
intends to devote only part of his time to the Fund, his remuneration shall be pro-rated
on the basis of a representation by him of the proportion of his time he has devoted
to the interests of the Fund. He may make such representation each month.

(h} Where an individual is serving both Fund and Bank, the aggregate of salary
received from both shall not exceed the full annual single salary indicated above.
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In all cases of salaries or expenses involving dual offices in the Fund or Bank, or both,
the individual affected is entitled to take his choice as to which salary or expense he
elects, but he shall not be entitled to both.

(i) An individual putting forward a claim for reimbursement for any expenses
incurred by him shall include therewith a representation that he has not received and
will not claim reimbursement in respect to those expenses from any other source.

(j) Secretarial, staff services, office space, and other services incidental to the per-

formance of the duties of the Executive Directors and Alternates shall be provided by
the Fund.

Adopted March 16, 1946; paragraph (a) amended March 18, 1946 and June 6, 1966;
paragraph (c} amended July 27, 1951 and December 14, 1960, effective December 1,
1960; paragraph (d) amended September 17, 1947; paragraph (¢) amended January 5,
1951, effective January 1, 1951; December 2, 1957, effective November 1, 1957;
December 28, 1959, effective November 1, 1959; November 7, 1962, effective Sep-
tember 1, 1962; and August 8, 1966, effective November 1, 1965; paragraph (f)
amended September 17, 1947, September 30, 1948, August 18, 1961, and Septem-
ber 10, 1964.

Sec. 15. DinecaTioN of AUTHORITY

The Executive Directors are authorized by the Board of Governors to exercise all the
powers of the Fund except those reserved to the Board by Article XII, Section 2 (b)
and other provisions of the Articles of Agreement. The Executive Directors shall not
take any action pursuant to powers delegated by the Beard of Governors which is
inconsistent with any action taken by the Beard.

Adopted March 15, 1946

Sec. 16. Ruies anp RecuraTtions

The Executive Directors are authorized by the Board of Governors to adopt such
Rules and Regulations, including financial regulations, as may be necessary or appro-
priate to conduct the business of the Fund. Any Rules and Regulations so adopted,
and any amendments thereof, shall be subject to review by the Board of Governors
at their next annual meeting.

Adopted March 16, 1946

Sec. 17. Vacant DirectorsHirs

Whenever a new Director must be elected because of a vacancy requiring an election,
the Managing Director shall notify the members who elected the former Director of the
existence of the vacancy. He may cenvene a meeting of the Governors of such countries
exclusively for the purpose of electing a new Director; or he may request nominations
by mail or telegraph and conduct ballots by mail or telegraph. Successive ballots shall
be cas: until one candidate has a majority; and after each ballot, the candidate with the
smallest number of votes shall be dropped from the next ballot.

When a new elective Director is named, the office of Alternate shall be deemed to be
vacant and an Alternate shall be named by the newly-elected Director.

Adopted March 156, 1946

Sec. 18. Avprtionart Direcrors

At least one month before the second and subsequent regular elections of Directors,
the Managing Director shall notify all members of the two members whose currencies
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held by the Fund have been, on the average over the preceding two years, reduced
below their quotas by the largest absolute amounts. He shall state whether either or
both are entitled to appoint a Director in accordance with Article XII, Section 3 (<) of
the Articles of Agreement,

When a member becomes entitled to appoint a Director in accordance with Article X1,
Section 3 (b} (i} and 3 (¢) of the Articles of Agreement, it shall not participate in the
election of any Director.

Adopted March 16, 1946

Sec. 19, RepPrReSENTATION OF Membrrs NoT Entirien 1o
ArroInT A Dirtcror

{a) Each member not entitled to appoint a Director may, in accordance with the
regulations provided in this section, send a representative to attend any meeting of the
Executive Directors when a request made by, or a matter particularly affecting, that
member is under consideration. A member, so electing, may waive its rights under this
provision. The Executive Directors shall determine whether a matter under considera-
tion particularly affects a member not entitled to appoint a Director, which detecmina-
tion shall be final,

(b} Whenever a member not entitled to appoint a Director desires to present its
views at the meeting of the Executive Directors at which a request the member has
made is to be considered, it shall so notify the Fund when it makes the request and shall
designate a representative for this purpose who shall be available at the seat of the
Fund. Failure to give such notice or to designate an available representative shall
constitute a waiver of the member’s right to present its views at the meeting.

(c) Whenever the Executive Directors are to consider a matter which has been deter-
mined particularly to affect a member not entitled to appoint a Director, the member
shall be promptly informed by rapid means of communication of the date set for its
consideration. No final action shall be taken by the Executive Directors with respect
to such matter, nor any question particularly affecting such member submitted to the
Board of Governors, until the member has either waived its rights under paragraph (a)
of this section or has been given an opportunity to present its views through an appro-
priately authorized representative at a meeting of the Executive Directors, of which
the member has had reasonable notice.

Adopted March 16, 1946, amended September 17, 1947

Sec. 20. Buvger anp Auors

{2} The Executive Directors shall instruct the Managing Director to prepare an
annual administrative budget to be presented to them for approval. The budget so
approved shall be incorporated in the annual report to be presented to the Board of
Governors at their annual meeting,

{b) An external audit of the financial records and transactions of the Fund shall be
made annually and such audit shall relate to the period representing the fiscal vear of
the Fund. The Executive Directors shall submit the Fund’s audited balance sheet and
audited statement of income and expense to the Board of Governors to be considered
by them at their annual meeting.

The annual audit shall be made by an audit committee consisting of either three or
five persons each of whom shall be nominated by a different member of the Fund
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and confirmed by the Executive Directors. At least one person serving on each audit
cornmittee shall be nominated by one of the six members of the Fund having the largest
guotas, The Executive Directors shall determine, in the case of each audit, whether the
audit committee shall consist of three or five persons and which members of the Fund
shall be requested to nominate persons to serve on the committee. The service of the
members of each audit committee shall terminate upon completion of the annual
audit and submission of the report on audit.

Each audit committee shall elect one of its members as chairman, shall determine its
own procedure, and shall otherwise be independent of the Management of the Fund in
conducting the annual audit according to generally accepted auditing standards.

The annual audit shall be comprehensive with respect to examination of the financial
records of the Fund; shall extend, insofar as practicable, to the ascertainment that
financial transactions consummated during the period under review are supported by
the necessary authority; and shall determine that there is adequate and faithful
accounting for the assets of the Fund. It shall thereby establish an appropriate basis
for conclusion concerning the financial position of the Fund at the close of the fiscal
year and the results of its financial operations during that year. For this purpose, the
audit committee shall have access to the accounting records of the Fund and other
supporting evidence of its financial transactions and shall be furnished by the Manage-
ment of the Fund with such information and representations as may be required in
connection with the audit. The members of the audit committee shall respect the

confidential nature of their service and the information made available for purposes of
the audit.

All accounts shall be summarized in United States dollars; and for this purpose gold
shall be valued in terms of United States dollars at the par value of the United States
dollar, and all members’ currencies shall be converted at their par values or in accord-
ance with a decision of the Fund pursuant to Article IV, Section 8 {b) (ii) of the Articles
of Agreement.

The Executive Directors shall decide all questions of policy raised by requests of the
audit committee for particular information or the inspection of particular records or
documents, The refusal of any such requests for reasons of policy shall be explained
in the comments of the Executive Directors forwarded to the Board of Governors with
the report on audit.

Any question the audit committee may have concerning interpretation of the Articles
of Agreement, the By-Laws, or the Rules and Regulations shall be discussed with the
Managing Director, or officials designated by him, and if the reply is not completely
satisfactory to the audit committee, shall be referred to the Executive Directors through
the Managing Director.

The audit committee shall submit its report on audit to the Board of Governors for
consideration by them at their annual meeting. Such submission shall be made through
the Managing Director and the Executive Directors who shall forward with the report
on audit their comments thereon. The audit committee shall afford the Managing
Director an opportunity for explanation to them before deciding that any matter seerns
to require criticism in the report on audit.

The audit committee may formally furnish the Managing Director and Executive
Directors their views and suggestions concerning the system of accounting, internal
financial control, and documentary or other procedure which may technically strengthen
or improve the administration of the Fund’s financial affairs. Such matters need not be
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dealt with in the report on audit unless the audit committee believes they are of such
moment as to warrant inclusion.

The Managing Director shall determine what expenses are necessary and reasonable
in connection with each annual audit and the Fund shall bear such expenses.

Adopted March 16, 1946, amended September 17, 1947

Sec. 21. ArrLICATIONS rox MEMBERSHIP

Subject to any special provisions that may be made for countries listed in Schedule A
of the Articles of Agreement, any country may apply for membership in the Fund by
filing with the Fund an application setting forth all relevant facts.

When submitting an application to the Board of Governors, the Executive Directors
after consultation with the applicant country shall recommend to the Board the amount
of the quota, the form of payment, the parity of the currency, conditions regarding
exchange restrictions, and such other conditions as, in the opinion of the Executive
Directors, the Board of Governors may wish to prescribe.

Adopted March 16, 1946

Sec. 22, Comrutsory WITHDRAWAL

Before any member is required fo withdraw from membership in the Fund, the matter
shall be considered by the Executive Directors who shall inform the member in reason-
able time of the complaint against it and allow the member an adequate opportunity for
stating its case both orally and in writing. The Executive Directors shall recommend
to the Board of Governors the action they deem appropriate. The member shall be
informed of the recommendation and the date on which its case will be considered by
the Board and shall be given a reasonable time within which to present its case to the
Board both orally and in writing. Any member so electing may waive this provision.
Adopted March 16, 1946

SEC. 23, SETTLEMENT OF DISAGREEMENTS

The President of the International Court of Justice is prescribed as the authority
to appeint an umpire whenever there arises a disagreement of the type referred to in
Article XVIII (c) of the Articles of Agreement.

Adopted Muarch 16, 1946

Sec. 24, AmeNDMENT or By-Laws

These By-Laws may be amended by the Board of Governors at any meeting thereof
or by vote without a2 meeting as provided in Section 13,
Adopted QOctober 2, 1946
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Rules and Regulations of the International Monetary Fund
(As at December 31, 1965)
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A—Score or Rures anp Recurations

A-1. These Rules and Regulations supplement the Fund Agreement and the By-Laws
adopted by the Board of Governors. They are not intended to replace any provision
of either the Agreement or the By-Laws. The Rules and Regulations attempt to provide
such operating rules, procedures, regulations, wnd interpretation as are necessary and
desirable to carry out the purposes and powers contained in the Agreement, as sup-
plemented by the By-Laws, If any provision in the Rules and Regulations is found to
be in conflict with any provision in the Agreement or in the By-Laws, the Agreement
and By-Laws shall prevail and an appropriate amendment should be made to these
Rules and Regulations.

Adopted September 25, 1946

A-2. Additions to, and changes of, the Rules and Regulations will be made as experi-
ence brings to light new problems or suggests modifications in procedures already
adopted.

Adopted September 25, 1946
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B—Terms, DerviTions, anNp Symeors Emrioven
IN THIS DOCUMENT

B-1. Executive Director, except where otherwise specified, shall include the Alternate
ar the temporary Alternate, as the case may be.

Adopted September 25, 1946, amended August 14, 7947, effective September 17, 1947

B-2. Executive Board refers to the Executive Directors presided over by the
Chairman.

Adopted September 25, 1946

B-3. Chairman, except where otherwise specified, shall refer to the Chairman or
Acting Chairman of the Executive Board.

Adopted September 25, 1946

B-4. Agenda ordinarily refers to both the list of items to be considered at a
meeting and the supplementary documents pertinent thereto.
Adapted September 25, 1946

B-5. Fund Agreement refers to the Articles of Agreement of the International
Moretary Fund and, where the context is clear, Agreement shall also refer to the
Articles of Agreement.

Adopted September 25, 1946

B-6. FA refers to the Fund Agreement.

BL refers to the By-Laws of the International Monetary Fund as adopted by the Board
of Governors.

RR refers to these Rules and Regulations.
Adopted September 25, 1946

B-7. Executive Session refers to a Meeting of the Executive Directors in which no
person Is present except the Executive Directors, Managing Director, and, with the
approval of the Board granted separately for each Executive Session, the Secretary
of the Board.

Adopted September 25, 1946

B-8. Business day ! refers to the normal working hours of the Fund, 2:00 am. to
5:30 p.m. at the official time for the District of Celumbia, on Monday through Friday
of each week with the following exceptions {which will include the preceding Friday
whenever one of the dates below falls on a Saturday and the following Monday
whenever one falls on a Sunday):

January 1 First Monday in September
February 22 November 11

May 30 Fourth Thursday in November
July 4 December 25

Adopted May 28, 1947, amended March 8, 1948 and October 27, 1961

1 'The definition of “business day’” does not affect in any way the arrangements which have
been made far the receipt of messages at all times and for prompt action upon them as
required by circumstances and the Fund Agreement, By-Laws and Rules and Regulations.
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C—MEeeTINGS 0f THE Executive Boarnp

Meetings

C-1. Meetings of the Executive Directors shall be called by the Chairman as the
business of the Fund may require. Except in special circumstances the Chairman shall
notify all Executive Directors of meetings at least two business days in advance.

Adopted September 25, 1946, amended May 28, 1947

C-2. The Chairman shall call a meeting at the request of any Executive Director.
Adopied September 25, 1946

C-3. Meetings of the Executive Board shall be open to attendance by the Secretary
and such members of the stalf as the Chairman indicates. At the request of the Chair-
man or any Executive Director meetings may be held in Executive Session, or the
Executive Board may determine which particular members of the staff may attend
any session,

Adopted September 25, 1946, amended January 15, 1948

C-4. The Executive Directors shall meet at the principal office of the Fund unless
it is decided that a particular meeting shall be held elsewhere.

Adopted September 25, 1946

C-5. In the absence of the Managing Director, the Deputy Managing Director shall
act as Chairman and shall have a deciding vote in case of an equal division. In the
absence of both the Managing Director and the Deputy Managing Director, the Execu-
tive Director selected by the Executive Board shall act as Chairman. An Executive
Director shall retain his right to vote when serving as Acting Chairman,

Adoptad September 25, 1946, amended November 12, 1948

Agenda

C-6. The agenda for each meeting shall be prepared by the Chairman. The agenda
shall include any jtem requested by an Executive Director.

Adopted September 25, 1946

C-7. Except in special circumstances the Chairman shall notify Executive Directors
of new items on the agenda at least two full business days before their consideration
in meetings. Additional advance notice shall be given at the discretion of the Chairman
before the consideration of new items of especial importance which may require
consultation with members or the return to the seat of the Fund of Executive Directors
who are absent,

Adopted September 25, 1946, amended May 28, 1947

C-8. Matters not on the agenda for a meeting may be considered at that meeting
only by unanimous consent of the Executive Directors present.

Adopted September 25, 1946

C-9. Any item of the agenda for a meeting, consideration of which has not been
completed at that meeting, shall, unless the Executive Directors decide otherwise, be
automatically included in the agenda of the next meeting.

Adopted September 25, 1946
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Voting

C-10. The Chairman will ordinarily ascertain the sense of the meeting in lieu of 2
formal vote. Any Executive Director may require a formal vote to be taken with votes
cast as prescribed in Article XII, Section 3 (i).

Adopted September 25, 1946

C-11. There shall be no formal voting in committees and subcommittees. The Chair-
man of the committee or subcommittee shall determine the sense of the meeting (includ-
ing alternative points of view) which shall be reported.

Adopted September 25, 1946

C-12. No Executive Director may vote at any meeting by proxy or by any other
method than in person.
Adopted September 25, 1946
Language

C-13. The working language of the Fund will be English. The discussion, docu-
ments, and reports of meetings will ordinarily be in English. Speeches or papers pre-
sented in other languages shall be translated into English.

Adopted September 25, 1946
Minutes

C-14. Under the direction of the Managing Director, the Secretary shall be respon-
sible for the preparation of a summary record of the proceedings of the Executive
Board.

Adopted September 25, 1946

C-15. Verbatim records will be taken only if the Chairman, the Executive Board
or an Executive Director so requests. In such case, the Secretariat shall be given advance
notice of the desire for verbatim recording.

Adopted September 25, 1946

C-16. Draft minutes will be circulated to all Executive Directors as quickly as pos-
sible after meetings. They will normally be submitted for approval at the next meeting
of the Executive Board following the day they are circulated, and in any case will be
submitted for approval not later than the third succeeding meeting.

Adopted September 25, 1946, amended May 28, 1947 and August 14, 1947

D-—APPLICATION FOR MeMBERSHIF AND QUOTAS

D-1. When a country applies for membership in the Fund, and the application is
placed before the Executive Board, the Chairman shall announce a reasonable time to
be allowed for discussion and preliminary investigation by the Executive Board before
a decision is reached to proceed with the formal investigation. If this decision is in the
affirmative the Fund may proceed to obtain all relevant information and discuss with
the applicant any matters relating to its application. Any Executive Director may
request such information to be added to the list requested of the applicant as in his
opinion is relevant to the decision to be made. The Executive Board shall then decide
whether to submit an application for membership with its views to the Board of
Governors for a telegraphic vote or hold the application until the next meeting of the
Board of Governots.

FA [I-2; BL-21, Adopted September 25, 1946
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D-2. When a member requests an adjustment of its quota, the Executive Board,
after consulfing the member, shall submit a written report on the request to the Board
of Governors at its next meeting. If the Board of Governors approves an increase in
the gquota of a2 member, and on the date the member consents to the increase its
monetary reserves are less than its new quota, the Executive Board may reduce the
proportion of the increase to be paid in gold. The member shall, if it desires such a
reduction, transmit to the Fund by rapid means of communication within ten days after
its consent, the data necessary to determine its monetary reserves as at the date of the
consent. The decision of the Executive Board shall be made within ten days after receipt
of such data.

FA NlI-2 and 4. Adopted September 25, 1946, amended May 28, 1947

D-3. At least one year prior to the time when a review of quotas must be undertaken
by the Fund, the Executive Board shall appoint a committee to study the problem and
to prepare a written report.

FA III-2. Adopted September 25, 1946

E—SusscrirTions

E-1. Gold depositories of the Fund shall be established in the United States, United
Kingdom, France, and India. The gold of the Fund shall be held with the depositories
designated by the members in whose territories they are located at places agreed with
the Fund. A member may pay its gold subscription to the Fund at one ar more of the
specified gold depusitories within the terms of Article X1, Section 2.

FA Xill-2. Adopted September 25, 1946, amended November 29, 1956

E-2. A member shall pay its currency subscription to the Fund at the designated
depository. Each member is authorized to substitute in accordance with Article III,
Section 5, non-negotiable, non-interest bearing notes payable to the Fund on demand far
that part of the currency holdings of the Fund which exceed 1 per cent of the member's
quota, and the depository shall hold such notes for the account of the Fund. Such notes
shall not be accepted until the Fund is satisfied that they are in proper form and that
their issue has been authorized. The balances held in the administrative accounts of
the Fund shall not be considered as part of the curtency holdings of the Fund for the
application of this Rule,

FA I1I-5. Adopted September 25, 1946, amended February 20, 1950

E-3. The Executive Board may agree to alter the 1 per cent requirement in the case

of any member should circumstances in the opinion of the Executive Board warrant a
different percentage,

Adopted September 25, 1946, amended February 20, 1950

E-4. The member is allowed 24 hours in which to deposit the currency necessary
to maintain the amount required under E-2 and E-3.
Adopted September 25, 1946

E-5. For purposes of Article HI, Section 3, initial gold payments in excess of the
minimum shall be accepted on the same basis as the minimum payment.
Adopted September 25, 1946

F—Par VaLuts
F-1. The Fund shall arrange through the fiscal agencies of members that frequent
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and regular infermation as to the market rates of members” currencies bought and sold
in their territories is made available to the Fund.

Adopted September 25, 1946

F-2. Members shall notify the Fund whether for the settlement of international
transactions they, in fact, freely buy and sell gold within the prescribed limits of price
and shall notify the Fund of any changes in such policy.

FA IV-4(b). Adopted September 25, 1946

F-3. A member desiring to change the par value of its currency shall give the Fund
as much notice as the circumstances allow, and shall submit a full and reasoned state-
ment why, In its opinion, such a change is necessary to correct a fundamental
disequilibrium.

FA IV-5. Adopted September 25, 1946

F-4. For transactions in gold by a member the margin above and below par value
shall be, at the option of the member, either:

1. One guarter of one per cent plus the following charges:

{a) The actual or computed cost of converting the gold transferred into good
delivery bars at the normal center for dealing in gold of either the buying
member or the member whose currency is exchanged for the gold;

(b) The actual or computed cost of transparting the gold transferred to the normal
center for dealing in gold of either the buying member or the member whose
currency is exchanged for the gold;

{(¢) Any charges made by the custodian of the gold transferred for effecting the
transfer; or

2. One per cent, which one per cent shall be taken to include all of the charges
set forth in 1 above.

Adopted June 10, 1947, amended Qctober 15, 1954 and extended November 5, 7954

G—Funp TraNsACTIONS

Ceneral

(G-1. Each member shall designate a fiscal agency for its transactions with the Fund,
in accordance with Article V, Section 1, before its subscription becomes due, and may
change the agency after notifying the Fund.

FA V-1. Adopted September 25, 1946

Foreign Exchange

(G-2. Each request from a member to purchase currency from the Fund shall be
made by the fiscal agency designated in accordance with Article V, Section 1, such
request to be authenticated in the manner agreed upon by the Fund and the agency.
In its operations on behalf of the Fund a depository will act enly on instructions
authenticated in such manner as may be agreed upon by the Fund and the depository.

Adopted September 25, 1946, amended February 20, 1947

G-3. When a duly authenticated request for the purchase of foreign exchange in
accordance with Article V, Section 3, is received, the Fund shall, en the third business
day following the day of receipt of the request, instruct the appropriate depository to
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make the transfer, except in cases which the Executive Board may indicate. The first
business day after receipt of the request shall be regarded as the first of the three days.

Adopted September 25, 1946, amended February 7, 1947

-4, When a member expects to purchase from the Fund, in a single transaction
or a series of transactions, an unusually large sum of any other member’s currency
{unusually large relative to the quota of that other member), the member shall give the
Fund as much notice of the proposed transaction or transactions as can reasonably

be effected.
Adopted September 25, 1946

5-5. When the request of 2 member, if consummated, would increase to more than
5 per cent of its quota the aggregate purchases by the member pursuant to Article V,
Section 3, during the thirty-day period preceding the date of action specified in G-3,
the Managing Director shall notify each Executive Director {or his Alternate if the
Executive Director is not available) on the first business day after receipt of the
request. 1f neither the Executive Director nor the Alternate is in Washington or its
environs, the notification will be assumed to have been duly delivered if appropriate
notice is delivered to his office.

At the request of any Executive Director or on the initiative of the Managing
Directer, a special meeting shall be called by the Managing Director to discuss the
request as soon as feasible, but not later than the morning of the second business day.
Adopted February 7, 1947

Gold

G-6. Gold due to the Fund may be delivered at any gold depository of the Fund.
Whenever the Fund accepts gold situated elsewhere than at a gold depository of the
Fund, the member delivering such gold may be required to assume the actual or esti-
mated costs, as the case may be, of moving the gold to the Fund’s nearest gold deposi-
tory. Where the member is required to reimburse the Fund for such actual or estimated
costs, the Fund shall advise the member in what form reimbursement shall be made.

Adopted July 30, 1948

G-7. When any member sells gold to the Fund pursuant to Article V, Section 6 {a),
the member may be required to assume the estimated costs that would be incurred by
the Fund if it used the gold so acquired to purchase the currency it has sold. The Fund
shall advise the member in what form such payment shall be made.

Adopted July 30, 1948

H—Excruance Contrors, CURRENCY PRACTICES,
AND AGREEMENTS

H-1. The Fund shall keep all exchange controls under review and shall consult with
members with a view to the progressive removal of exchange restrictions in accordance
with the Fund Agreement.
FA XIV-2. Adopted September 25, 1946

H-2. If a member complains to the Executive Board that another member is not
complying with its obligations concerning exchange controls, discriminatory currency

arrangements, or multiple currency practices, the complaint shall give all facts pertinent
to an examination,.

FA VII-2 and 3. Adopted September 25, 1946
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H-3. Upon receipt of 2 complaint from 2 member, the Executive Board shall make
arrangements promptly for consultation with the members directly involved.

Adopted September 25, 1946

H-4. All requests by a member under Article VIII, Sections 2 and 3, that the Fund
approve the imposition of restrictions on the making of payments and transfers for
current international transactions, or the use of discriminatory currency arrangements
or multiple currency practices, shall be submitted to the Executive Board in writing,
with a statement of the reasons for making the request.

FA VIII-2 and 3. Adopted September 25, 1946

H-5. The Executive Board shall decide each request for approval expeditiously.
Adopted September 25, 1946

I—Rerurcuases anDp CHARGES

I-1. The first time that a member has to make a gold payment to the Fund it shall
deliver geld of designated weight and fineness at least sufficient in value to meet the
payment. Any surplus balance of gold shall be held by the Fund under earmark
at the disposal of the member and may be used to meet other payments incurred in
the future.

Adopted September 25, 1946

I-2. The service charge payable by a member buying the currency of another mem-
ber in exchange for its own currency shall be paid at the time the transaction is
consummated. The service charge payable for such transactions taking place from
December 1, 1951 through April 30, 1966, shall be %2 of 1 per cent.

FA V-8 (a). Adopted September 25, 1946, amended November 19, 1951, November 14,
1952, June 26, 1953, October 14, 1953, December 23, 1953, December 15, 1954,
December 27, 1955, May 23, 1956, December 21, 1956, December 9, 1957, Decem-
ber 12, 1958, March 20, 1959, April 20, 1959, April 19, 1960, April 17, 1961, April 25,
1962, April 24, 1963, April 13, 1964, and April 28, 1965

[-3. Rule [-3, adopted September 25, 1946, was eliminated on July 30, 1948, and
the substance of the Rule was incorporated into Rule G-6 on that date.

I-4. (a) As soon as possible after July 31, Qctober 31, January 31 and April 30,
the Fund shall notify each member by cable of the charges it owes to the
Fund pursuant to Article V, Section 8 (c) or (d), for the three calendar
months ending on each such date. These charges shall be payable within
thirty days after the sending of such notice.
Adopted September 25, 1946, amended July 30, 1948 and February 24,
1954

(b) Such charges payable by each member shall be computed on the basis of
the “average of the holdings” which, as used in this section, means the
average daily balances of its currency held by the Fund in excess of its
quota calculated as follows:

(i) At the end of each calendar month there shall be averaged for each
member the daily amounts by which the Fund’s holdings of its
currency on the Fund’s books at the close,of each day during that
month have exceeded its quota en each such day;
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(ii) The Fund’s holdings of each member’s currency shall consist of all of
its currency except amounts, not in excess of 1/100 of 1% of the
member’s gquota, in a special account to meet administrative expenses.

Adopted July 30, 1948

{c) The period of time during which the Fund’s holdings of a member’s cur-
rency have been at a particular level shall be the continuous period of time
during which the average of the heldings has not fallen below that level,
and, in determining periods of time for the application of the charges,
changes in the average of the holdings shall affect the calculation of time
periods in the following way:

(i) Each increase in the average of the holdings shall create a new seg-
ment of the holdings which will be equal to the amount of the
increase and the period of time during which each segment is held
shall be measured from the beginning of the month in which the
increase in the average of the holdings occurs.

(ii) Each decrease in the average of the holdings shall terminate the period
of time during which the heldings have been in excess of the new
average and the period of time shall terminate 2t the end of the
month preceding that in which the decrease in the average of the
Foldings occurs.

Adopted July 30, 1948

[Rule I-4 {d) and (e) have been omitted because the charges provided thereunder are
no longer applicable to any segment of the Fund’s holdings.]

() {1) With respect to each segment of the holdings of a member’s currency
to the extent that it represents the acquisition of that currency by the
Fund from January 1, 1954 through April 30, 1963:

(i)

(iii)

The charge to be levied on each segment to the extent that it is
within the first bracket of 50 per cent in excess of the guota shall
be nil for the first three months, 2 per cent per annum for the
next fifteen months, and an additional %= per cent per annum for
each subsequent six months.

The charge to be levied on each segment to the extent that it is
within the second bracket of mare than 50 per cent and not more
than 75 per cent in excess of the quota shall be nil for the first
three months, 2 per cent per annum for the next nine months, and
an additional ¥z per cent per annum for each subsequent six
months.

The charge to be levied on each segment to the extent that it is
within the third bracket of mere than 75 per cent and not more
than 100 per cent in excess of the quota shall be nil for the first
three months, 2 per cent per annum for the next three months,
and an additional % per cent per annum for each subsequent six
months.

Adopted as [-4(f) December 23, 1953, amended December 15, 1954,
December 27, 1955, May 23, 1956, December 21, 1956, December 9, 1957,
December 12, 1958, March 20, 1959, April 20, 1959, April 19, 1960,
April 17, 1961, April 25, 1962, and April 24, 1963
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2) With respect to each segment of the holdings of a member’s currency
to the extent that it represents the acquisition of that currency by the Fund
from May 1, 1963 through April 30, 1966:

{i) The charge to be levied on each segment to the extent that it is
within the first bracket of 50 per cent in excess of the quota shall
be nil for the first three months, 2 per cent per annum for the next
fifteen months, and an additional ¥2 per cent per annum for each
subsequent six months.

(ii) The charge to be levied on cach segment to the extent that it is
within the second bracket of more than 50 per cent and not more
than 100 per cent in excess of the guota shall be nil for the first
three months, 2 per cent per annum for the next nine months,
and an additional ¥z per cent per annum for each subsequent six
months.

(iii) The charge to be levied on each segment to the extent that it is
within the third bracket of more than 100 per cent in excess of
the quota shall be nil for the first three months, 2 per cent per
annum for the next three months, and an additional %> per cent
per annum for each subsequent six months.

Adopted April 24, 1963, amended April 13, 1964 and April 28, 1965

(g} The Fund and the member shall consider means by which the Fund’s hold-
ings of the currency can be reduced whenever the Fund's holdings of a
member’s currency are such that the charge under (f) above applicable
to any segment for any period has reached the rate of 4 per cent per
annum. Thereafter, the charges shall rise in accordance with (F) above,
provided that the rate shall not increase bevond 5 per cent per annum
when agreement is reached under this Rule for repurchase within three
to five years after a drawing in accordance with Executive Board Decision
No. 102-(52/11). In the case of agreements on means to reduce the 'und’s
holdings beyond five years, the Fund may adopt higher maximum rates.
In the absence of agreement on means to reduce the Fund's holdings, the
Fund may impose such charges as it deems appropriate after the rate of
5 per cent is reached. When an agreement for repurchase within three to
five years after a drawing is not reached or observed, the charges to be
imposed shall rise in accordance with (f) above, provided that when the
charges payable on any segment have reached 6 per cent the Fund will
review the charges to be imposed thereafter. In the case of non-observance,
if 5 per cent is payable on any segment at the date of non-observance, it
shall continue to be payable only for that part of a period of six manths
for which it has not yet been payable; and when the repurchases to which
the non-observance relates are made or a new agreement for repurchase
not later than five years after the drawing is made all charges in excess of
5 per cent shall be reduced to 5 per cent.

Adopted as I-4 (f} November 19, 1951, amended December 23, 1953,
April 27, 1959, February 25, 1963, and April 24, 1963

FA V-8(c) and (d).
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If, in accordance with Article V, Section 8 (f}, a member wishes to pay in
its own currency part of any charge due to the Fund pursuant to I-4, the
proportion to be paid in such currency shall be calculated on the basis of
its monetary reserves at the end of the quarter of the financial year of the
Fund to which such charges apply.

Adopted September 25, 1946, amended May 28, 1947 and July 30, 1948

If, in accerdance with Article V, Section 8 (f), a member wishes to pay in
its own currency part of any charge due to the Fund pursuant to I-2 or I-8,
the proportion to be paid in such currency shal! be calculated on the basis
of its monetary reserves on the day before the day on which the charge
is due; provided, however, that if the member would encounter undue
difficulties in providing for that day the data required by the Fund in the
moenetary reserve report forms sent to members, the proportion to be paid
in the member’s currency shall be calculated on the basis of its monetary
reserves at the end of the quarter of the financial year of the Fund in
which the charge becomes due. The member, when making a provisional
payment in accordance with {c) below, shall advise the Fund whether
the member will provide monetary reserve data for the day before the day
on which the charge becomes due or for the end of the quarter in which
the charge becomes due.

Adopted July 30, 1948, amended March 24, 1950

Whenever a charge is due under 1-2, [-4, or -8, and the member wishes
to pay part thereof in its own currency, the member shall make a pro-
visional payment in gold and currency on the basis of its own estimate of
its monetary reserves for the appropriate day or end of quarter of the
financial year of the Fund as specified in (a) or (b) above. The member
shall provide the Fund with the data, for such appropriate day or end of
quarter, required by the Fund in the monetary reserve report forms sent ta
members, and such data shall be provided to the Fund mnot later than
six months from the aforesaid appropriate day or end of quarter. On the
basis of such data, the Fund shall make a final determination of the pro-
portions of the charge to be paid in gold and ir currency, and final adjust-
ment of the provisional payment shall be made on the date specified by
the Fund. If the member fails to provide its monetary reserve data within
the period prescribed herein, the whole of the charge shall be finally pay-
able in gold.

Adopted July 30, 1948

I-6. {a) Within six months after the end of each financial year of the Fund, each

(b)

member shall furnish the data necessary for the calculation of its monetary
reserves and its repurchase obligation, if any. Such data shall be supplied

to the Fund in the monetary reserve report forms sent to members by the
Fund.

Each member’s monetary reserves and repurchase obligation, if any, shall
be computed on the basis of the aforesaid data.
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(¢) When a repurchase obligation has thus been computed for a member, the
Managing Director, after consultation with the Executive Director
appointed or elected by the member, shall notify the member by [etter
containing all the necessary details of the computation, including the
distribution of the amount payable among the types of reserves.

(d) If the member is in agreement with the aforesaid computation, the member
shall so advise the Fund within thirty days from the day on which the
member receives notice thereof. The Managing Director shall then send
to the member a formal request for payment, and shall at the same time
notify the Board of such reguest. The member shall discharge the repur-
chase obligation within thirty days from the day on which the member
receives the formal request for payment.

(e} If the member disagrees with the computation notified to it under (¢)
above, it shall so advise the Fund within thirty days from the day on which
the member receives notice thereof, and shall at the same time or within
the said thirty days inform the Fund of its reasoned objections. If agree-
ment with the member is not reached within a period regarded by the
Managing Director as reasenable in the circumstances of the case, the
Managing Director, after consultation with the Executive Director
appointed or elected by the member, shall refer the matter to the Executive
Board.

(f) After agreement with the member if reached under (e) above, or after a
decision by the Executive Board determining the member’s repurchase
obligation, the Managing Director shall send to the member a formal
reguest for payment, and shall at the same time notify the Board of such
request. The member shall discharge the repurchase obligation within
thirty days from the day on which the member receives the formal reguest
for payment or within such other pericd as may be decided by the Execu-
tive Board.

(g) The Managing Director shall report to the Executive Board any case in
which it appears the above procedure has not been followed.

FA V-7 and Schedule B. Adopted September 25, 1946, amended July 28, 1950

[-7. For the purposes of Article V, Section 7, the term “financial year” shall be
defined as beginning on May 1 and ending on the succeeding April 30; provided, how-
ever, that the first financial year shall begin on March 1, 1947 and end on April 30, 1948.

For purposes of the Fund’s accounts and reports, its fiscal year shall begin on May 1
and end on the succeeding April 30; provided, however, that the fiscal year 1946/47
shall begin on July 1, 1946 and end on June 30, 1947, and the fiscal year 1947/48 shall
begin on July 1, 1947 and end on April 30, 1948.

Adopted February 7, 1947, amended May 28, 1947, effective September 17, 1947

I-8. When any member sells gold to the Fund pursuant to Article V, Section & (a),
or buys gold from the Fund, the Fund may levy a handling charge which shall be paid
in accordance with Article V, Section 8 (f).

Adopted February 7, 1947, amended July 30, 1948
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J—-Accounts AND Rerorrs

J-1. The accounts of the Fund shall be kept in terms of the currencies held by the
Fund and United States dollars on the basis of the established parities.
FA 1V-1; BL-20. Adopted September 25, 1946

J-2. The accounts of the Fund shall be kept in a manner that will show clearly the
nature of each transaction, the position of the Fund, and results of its operations.
Adopted September 25, 1945

J-3. A summary statement of the Fund’s transactions and its holdings of gold and
currencies of members shall be issued at intervals of three months or less, and a
monthly statement of balances shall be sent to all members.

FA XI-7. Adopted September 25, 1946

J-4. The Managing Director shall prepare an annual administrative budget for
presentation to the Executive Board for approval not later than April 1 of each year.
BL-20. Adopted September 25, 1946, amended February 20, 1948

J-5. Not later than June 30 of each year, the Managing Director shall present to
the Executive Board a summary of the matters which in his opinion should be included
in the annual report to the Board of Governors. At least one month before the annual
meeting of the Board of Governors, the Managing Director shall submit to the Execu-
tive Board for its consideration, a draft of the annual report.

BL-10. Adopted September 25, 1946

J-6. At least one month befare the annual meeting of the Board of Gavernors, the
audited accounts of the Fund shall be submitted to the Executive HBoard for its
consideration.

BL-20. Adopted September 25, 1946

K—LrTATION AND [NELIGIBILITY

K-1. The Managing Director shall report to the Executive Board any case in which
it appears to him that a member is not fulfilling its obligations under the Fund
Agreement.

Adopted September 25, 1946

K-2. Whenever the Executive Board would be authorized to declare a member
ineligible to use the resources of the Fund it may refrain from making the declaration
and indicate the circumstances under which, and/or the extent to which, the member
may make use of the resources.

FA V-5, VI-1, and XV-2(a). Adopted September 25, 1946

K-3. When a member has changed the par value of its currency despite the objection
of the Fund, in cases where the Fund is entitled to object, the Executive Board may
determine the circumstances under which, and the extent to which, a member may use
the resources of the Fund.

Adopted September 25, 1946

K-4. Before any member is declared, pursuant to Article XV, Section 2 {a}, ineligible
to use the resources of the Fund, the matter shall be considered by the Executive Board,
whe shall inform the member in reasonable time of the complaint against it and allow
the member an adequate opportunity for stating its case both orally and in writing.
FA XV-2(a); BL-22. Adopted September 23, 1946
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K-5. When any member that is ineligible to use the resources of the Fund, or whose
use of the resources has been limited, according to K-2 or K-3 above, requests the
Executive Board to permit the resumption of exchange transactions with or without
special limitations and the Executive Board decides not to permit such resumption, a
written report shall be made to the member stating what further action is required
before such resumption will be permitted.

Adopted September 25, 1946, carrecled October 18, 1950

L—CapiTaL TRANSFERS

L-1. If there is taking place a large or sustained outflow of capital from a member
country:

(a} that member or any other member may notify the Fund, presenting such
information as it deems necessary; and may request the Fund’s views with
tespect to such capital movement; and

(b} the Fund may present to the member or members concerned a report setting
forth its views, and may request the member or members to report on the
situation within a suitable time.

Adopted September 25, 1946

L-2. Whenever the Fund has requested a member to exercise controls to prevent use
of the resources of the Fund to meet a large or sustained ontflow of capital, the Fund
shall request the member to notify it promptly and in detail of the measures taken.

LA VI-1(a). Adopted September 25, 1946

L-3. Each member shall inform the Fund in detail of the measures it is taking to
regulate international capital movements and of changes made in such measures.

Adopted September 25, 1946

L-4. If the Fund is of the opinion that the controls exercised by a member to
regulate international capital movements are restrictive of payments for current trans-
actions, or unduly delay transfers of funds in settlement of commitments, the Fund
shall, subject to the provisions of Article VII, Section 3 (b) and Article XIV, Section 2,
consult with the member on the manner in which the controls are exercised. If, after
consultation, the Fund is not satisfied that the controals are exercised in a manner
consistent with the Fund Agreement, it shall so inform the member in a written report
and request it to modify the controls.

FA VI-3. Adopted September 25, 1946

M—RrraTions with Non-MEMBERS

M-1. The Fund may request the cooperation of any member with a view to the
application of appropriate measures to prevent fransactions with non-members or
with persons in their territories, contrary to the provisions of the Agreement or the
purposes of the Fund.

FA XI-1(iii). Adopted September 25, 1946
M-2. When the Fund finds that a member or any of its fiscal agencies referred to in
Article V, Section 1, engages in any transaction with or cooperates in practices with

a non-member or with persons in a non-member’s territory, contrary to the provisions
of the Agreement or the purposes of the Fund, it shall present to the member a report
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setting forth its views and may request the cessation or modification of the transactions
or practices.,

EA XI-1(i) and (ii). Adopted September 25, 1946

M-3. A member shall inform the Fund promptly and in detail of any restrictions
which it imposes on exchange transactions with non-members or with persons in their
territories.

FA VIII-5 (a) (xi). Adopted September 25, 1946

M-4. Any member may netify the Fund of restrictions imposed by a member on
exchange transactions with non-members or with persons in their territories which are
deemed to prejudice the interests of members and to be contrary to the purposes of the
Fund.

FA XI-2. Adopted September 25, 1946

M-5. When the Fund finds that the restrictions imposed by a member on exchange
transactions with non-members or with persons in their territories are prejudicial to the
interests of members and contrary to the purposes of the Fund, it shall present to the
member a report setting forth its views and may request the abolition or modification
of the restrictions.

FA Xi-2. Adopted September 25, 1946

M-6. The Fund deems that it would be prejudicial to the interests of members and
contrary to the purposes of the Fund for a member tc impose restrictions on exchange
transactions with those non-members having entered into special exchange agreements
under the General Agreement on Tariffs and Trade, or with persons in their territories,
which the member would not in similar circumstances be authorized to impose on
exchange transactions with other members or persons in their territories. Therefore,
pursuant to Article XI, Section 2, members should not institute restrictions on
exchange transactions with such non-members, or persons in their territeries, unless
the restrictions (a) if instituted on transactions with other members, or persons in their
territories, would be authorized under the Fund Agreement, or (b) have been approved
in advance by the Fund. Requests for prior approval shall be submitted in writing with
a statement of reasons.

TA XI-2. Adoptled June 7, 1950

N—S5tarr REcuraTions

Personnel

N-1. The employment, classification, promotion, and assignment of personnel in
the Fund shall be made without discriminating against any person because of sex, race
or creed.

Adopted September 25, 1946

N-2. Persons on the staff of the Fund shall be nationals of members of the Fund
unless the Executive Board authorizes exceptions in particular cases.
Adopted September 25, 1946

N-3. In the discharge of their functions, the persans on the staff shall owe their
duty entirely to the Fund and to no other authority.
Adopted September 25, 1946
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N-4. All persons on the staff must avoid any action, and in particular ary kind
of pronouncement, which may reflect unfavorably upon their position as employees
of an international organization, either in their own country or elsewhere. They should
always bear in mind the reserve and tact incumbent upon them by reasen of their
international functions, and they are required to exercise the utmost discretion in regard
to matters of official business. At no time should they in any way use to private
advantage information known to them by reason of their official position.

Adopted September 25, 1946

N-5. Except in the course of his official duties or by express authorization of the
Managing Director, no person on the staf may, during the term of his appointment
of service, publish, cause to be published, or assist in the publication of any book,
pamphlet, article, letter, or other document relative to the policies or activities of the
Fund or to any national political questions; deliver any speech, lecture, or radic broad-
cast, or grant any press interview on such policies, activities, or questions; or communi-
cate to any person any unpublished information known to him by reason of his official
position. After termination of his period of service with the Fund, 2 person formerly
on the staff may not, without the express authorization of the Managing Director,
disclose any confidential information he has received during his service with the Fund
by reason of his official position,

Adopted September 25, 1946

N-6. No person on the staff shall hold other public or private employment or
engage in any occupation or profession which in the Fund’s opinion is incompatible
with the proper performance of his official duties.

Adopted September 25, 1946

N-7. A person on the staff may retain re-employment rights or pension rights
acquired 1n the service of a public or private organization,

Adopted September 25, 1946

N-8. Any persen on the staf who accepts a public office of a political character
shall immediately resign from the Fund.

Adopted September 25, 1946

N-9. No person on the staff may accept any honor, decoration, favor, gift, or bonus
from any government, or from any other authority or person external to the Tund, for
services rendered during the period of his appointment or service with the Fund.
Adopted September 25, 1946

N-10. Upon appointment, cach person on the staff will subscribe in writing to
the following affirmation:

I solemnly affirm:

That, to the best of my ability, T will carry out my responsibilitics in a manner
that will further the purposes of the International Monetary Fund;

That [ will refrain from communicating confidential information to persons outside
the Fund;

That T will not use to private advantage information known to me by reason of
my official position; and
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That T will accept no instruction in regard to the performance of my duties from
any government or authority external to the Fund.

Adopted September 25, 1946

N-11. Al persons appointed to permanent positions on the staff shall be classified
by grades or positions according to the nature of their duties and responsibilities.
Salary increases within each grade will be progressively available upon the successful
completion of successive periods of work or upon the recommendation of supervisors.
Adopted September 25, 1946

N-12. The salary scale for permanent employees of the Fund shall, so far as prac-
ticable, conform to the salary scale of the United Nations.

Adopted September 25, 1946

N-13. The Managing Director shall inform the Executive Board at least two weeks
in advance of any action to appoint or initiate the dismissal of any person at or above
the rank of division chief within a depariment or office or receiving a salary equal to
or more than that of a division chicf within a department. All other appointments to
the staff shall be made by the Managing Director or his designated representative.

Adopted September 25, 1940, amended July 1, 1959

N-14, The Managing Director is authorized to issue General Orders, with the
approval of the Executive Board, concerning the general personnel policies which
shall apply to the operating staff of the Fund.

Adopted September 25, 1946

Travel

N-15. (a) Official travel will be undertaken by staff members only with the
approval of the Managing Director or officials designated by him. In
the case of travel outside the continental United States, however, the
specific approval of the Managing Director is required.

Adopted September 25, 1946, amended February 11, 1948

(b) The Managing Director will inform the Executive Board of ali such
travel at least once a month.
Adopted Februury 11, 1948

{c}) Staff participation in activities of naiional agencies and staff travel to a
member's territory require consultation in advance with the Executive
Director appointed or elected by the member.

Adopted February 11, 1948

(d) Staff participation in deliberations or activities of international agencies

or conferences as well as staff travel to a member’s territory, undertaken

in response to a formal invitation, require the advance approval of the
Exccutive Board.

Adopted February 11, 7948
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Use of the Fund's Resources

The date set for the commencement of Fund operations was March 1, 1947.
Discussion in the Board of a number of relevant questions led to the issue, on
June 7, 1947, of the following circular letter from the Managing Director to all
members, enclosing a memorandum, also reproduced below, explaining the
Board’s policy in connection with the use of the Fund's resources.

Circular Letter to All Members
(June 7, 1947)

Gentlemen:

For some time the Executive Board has been discussing the policies to be followed
in transactions between the Fund and its members. It is the purpose of this letter and
its enclosure to acquaint you with the results of these discussions.

The enclosed memorandum contains a statement of policy concerning use of the
Fund’s resources. It is, of course, a general statement and does not attempt to cover
all of the problems which may confront the Fund and the members in connection with
use of the Fund’s resources. It should, however, make clear the responsibilities of the
Fund and the manner in which the members can make possible the execution of this
responsibility with a minimum of inconvenience to themselves and to the Fund.

In the course of the discussions which led to the preparation of the enclosed
memorandum, particular  attention was given to the meaning of Article V,
Section 3 (a) (i), which reads as follows:

“The member desiring to purchase the currency represents that it is presently needed
for making in that currency payments which are consistent with the provisions of
this Agreement.”

This section, you will recall, is one of the conditions which must be met in order that
“a member shall be entitled to buy the currency of another member from the Fund in
exchange for its own currency.”

At a meeting of the Executive Board on May 6 and May 29, 1947, the decision was
as follows:

“The word ‘represents’ in Article V, Section 3 (a) (i) means ‘declares.” The member
is presumed to have fulfilled the condition mentioned in Article V, Section 3 {a) (i)
if it declares that the currency is presently needed for making payments in that
currency which are consistent with the provisions of the Agreement. But the Fund
may, for good reason, challenge the correctness of this declaration, on the grounds
that the currency is not ‘presently needed’ or because the currency is not needed for
payments ‘in that currency’, or because the payments will not be ‘consistent with
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the pravisions of this Agreement’. If the Fund concludes that a particular declaration
is not correct, the Fund may postpone or reject the request, or accept it subject to
conditions.

“The phrase "presently needed’ cannot be defined in terms of a formula uniformly
applicable to all cases, but where there is good reason to doubt that the currency is
presently needed’, the Fund will have to apply the phrase in each case in the light
of all the circumstances.”

The circumstances would of course clearly have to be unusual before the Tund Ffelt
that any representation by members might be open to question; but vou wilt appreciate
that the Fund must consider carefully all requests for currency in the light of circum-
stances existing at the time. This policy will ensure the Fund’s resources against
misapplication, without interfering with the ability of members to use the resouraes
promptly when they do so in accordance with the purposes of the Fund Agreement.

It is our hope that this letter and its enclosure will be of assistance to you by clarify-
ing the manner in which the resources will be administered.

Yours sincerely,
/st Gurr

Meraging Divector

Memorandum

(June 7, 1947)

The Fund Agrcement sets up certain limitations on the use of its resources. These
include the quantitative limitations. Equally important are the limitations as to the
purpuses for which use of the resources may be made.

1. They must be presently needed for payments in the currency requested. In short,
the Fund cannot be used to increase a member’s reserves.

2. They must be used to meet temporary needs—they cannot, for example, be used
for large and sustained capital movements, for relief, reconstruction, or to meet
indebtedness arising out of the war, or to support overvalued currencies when
adequate measures are not being taken to correct the disequilibrium,

These are the principal matters covered by the representation members are required
to make when they wish to purchase currencies from the Fund. With its large resources,
the Fund must be concerned to see that they are used in accordance with its purposes.
It must be in a position to know that the representations made by members are entirely
cotrrect and reflect a proper urderstanding of the Fund Agrecment. In effect, this can
best be dane by keeping the officials of the Tund fully informed at all times of
developments in each member country. This is the only way the Fund can judge for
itself that aid it extends is not being used for financing a capital flight, that it will
be repaid {and is not relief), and that it will be for a limited period fand is not fur
reconstruction).

In order that members may have the greatest possible assurance of access to the
Fund when needed, the Fund ought to know these matters befove rather than affer a
member applies for the purchase of exchange. A member should krow that until it
has been informed to the contrary, moderate purchases of exchange will be carried
through promptly by the Fund. In that way a member can get the benefit of access
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to the Fund’s resources as a second line of reserves. It would be undesirable to require
a member to submit an extensive application to be considered at length in connection
with each purchase of exchange.

From time to time, there will be cases where use of the Fund’s resources would not
be in accordance with the purposes of the Fund. Where a member is clearly not going
to be in a position to repay the Fund, the Fund is duty bound not to engage in trans-
actions with that member. Similarly, where a member has a fundamental disequilibrium,
repayment to the Fund would require a correction of that disequilibrium, either through
an adjustment of the exchange rate or through other measures. Aid to meet continuing
balance of payments deficits, without prospect of a return to eguilibrium, would be
contrary to the Fund’s purposes.

In every possible case, the Fund should know, from the information it receives and
from discussion with the country’s officials, the present and prospective position of
the member and the use the member may be expected to make of the Fund. The Fund
should know in advance of a request what its attitude will be toward use of its
resources by a member.

As a general principle, the Fund should give as early notice as possible to a member
that, in the view of the Fund, it ought to have only limited access ot no access to the
Fund’s resources. In every instance, this should be done on an informal basis. The
sanctien of declaring a member ineligible should be used only in extreme cases where
no other means of securing cooperation is forthcoming. There is no reason to believe
that prior discussion with a member, in such cases where a limitation on use of the
Fund’s resources seems necessary, would fail to bring about the desired result. Consul-
tation between the Fund and members should be a continuous process. Liaison should
in time be so closc that the Fund’s advice may result in never reaching a stage that
would warrant a sanction.

It would appear, therefore, that if the Fund can be kept fully informed as to the
position and prospects of each member, any necessary measure of limitation can be
taken informally before an application is made to the Fund for the purchase of
exchange. In all other cases, the Fund would meet promptly each request in proper
form for the purchase of exchange in moderate amount with a minimum of delay. The
member could count on such aid from the Fund. However, in the case of unusually
large requests in relatively short periods the Fund may have to take special account
of the position of the member and consider ever a longer period than a few days an
application for the purchase of exchange. Such procedure gives to a member the
greatest assurance of knowing that it will have access to the Fund’s resources while
enabling the Fund to make sure that the resources of the Fund are used in accordance
with its purposes.

{For the definitive statement of the Fund's policy on the use of its resources, as lafer
reached, sce Executive Board Decision No. 102-(52/11) on pages 228-30 above.]
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Transactions in Gold at Premium Prices

In May 1947 the Board set up a Committee on External Sales of Gold, charged
with examining the legal and economic questions raised by member countries
seeking to sell gold abroad at prices above parity. Following the committee’s
report, the Board communicated the following statement to all members on
June 18, 1947.

Statement Communicated to All Members
(June 18, 1947)

The International Monetary Fund has given consideration to the international gold
transactions at prices substantially above monetary parity which have been taking place
in various areas of the world. Because of the importance of this matter the Fund has
prepared this statement of its views.

A primary purpose of the Fund is world exchange stability and it is the considered
opinion of the Fund that exchange stability may be undermined by continued and
increasing external purchases and sales of gold at prices which directly or indirectly
produce exchange transactions at depreciated rates. From information at its disposal,
the Fund believes that unless discouraged this practice is likely to become extensive,
which would fundamentally disturb the exchange relationships among the members of
the Fund. Moreover, these tranmsactions invelve a loss to monetary reserves, since
much of the gold goes into private hoards rather than into central holdings. For these
reasons, the Fund strongly deprecates international transactions in gold at premium
prices and recommends that all of its members take effective action to prevent such
transactions in gold with other countries or with the nationals of other countries.

It is realized that some of these transactions are being conducted by or through non-
member countries or their nationals. The Fund recommends that members make any
representations which, in their judgment, are warranted by the circumstances to the
governments of non-member countries to join with them in eliminating this source of
exchange instability.

The Fund has not overlooked the problems arising in connection with domestic
transactions in gold at prices above parity. The conclusion was reached that the
Fund would net object at this time to such transactions unless they have the effect of
establishing new rates of exchange or undermining existing rates of other members,
or unless they result in a significant weakening of the international financial positien
of a2 member which might affect its utilization of the Fund’s resources.

The Fund has requested its members to take action as promptly as possible to put
into effect the recommendations contained in this statement.

[For the final decision of the Executive Board on the subject of premium gold transac-
tions, see Decision No. 75-(705) on page 225 above.|
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Adequacy of MNVonetary Reserves

On July 10, 1952, ECOSOC passed a resolution following an examination of
a report entitled Measures for International Economic Stability. This resolution,
inter alia, asked the Fund to keep under continuous revicw the adeguacy of
monetary reserves, and to furnish an analysis on the subject for the mecting of

ECO50C in 1953.

As a result, the staff prepared, in April 1953, a druft report on “The Adeguacy
of Monetary Reserves.” This was discussed in the Board in May and after
revision was sent to ECOSOC in June 1933, being described as u technical
analysis and not a statement of Fund policy. The report as further revised and
published in Staff Papers, October 1953, is reproduced below,

The Adequacy of Monetary Reserves
(October 1953)

On June 30, 1952, the Economic and Social Council of the United Nations (hereinafter
referred to as ECOSOC) began consideration of a report, Measures for International
Fconomic Stability, prepared by a group of experts! appointed by the Secretary-
General pursuant to a resolution adopted by ECOS0C on August 15, 1950. Chapter IV
of the report, entitled “International Monetary Reserves”, states “Our examination of
existing reserves has convinced us that they are not in general adequate.” The chapter
gives reasons for this conclusion and discusses means of increasing reserve adequacy—
including increasing the size of the resources of the International Monetary Fund and
making its resources more readily available to members. While the chapter considers
the adequacy of monetary reserves generally, its primary emphasis (in accordance with
the experts’ terms of reference) is on their adequacy to protect countries from deflation-
ary shocks of external origin and to check the international spread of depression.

After consideration of the report, ECOSOC adopted a resolution on July 10, 1952, the
operative paragraphs of which referring to the International Monetary Fund are as
follows:

5. Urges the International Monetary Fund, in supperting the efforts of its mem-
bers to meet balance of payments difficulties arising from recession:

U The group included fames W. Angell, Professor of Economics and Uxecutive Officer,
Department of Economics, Columbia University; G. D A. MacDougall, Fellow of Nuffield
College and Reader in International Fconomics, Oxford University; Javier Marquez, Alternate
Exccutive Director, International Monetary Fund, formerly Professor of Economics, National
School of Economics, Mexice; Hla Myint, Lecturer in Colonial Fconomics, Oxford University,
formerly Professor of Economics, Rangoon University; and Trevor W. Swan, Professor of
Feonomics, Australian National University.
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(a) To apply its rules flexibly and, in this connexion, to give careful consideration
to the suggestions contained in chapter IV of the report entitled Measures for Inter-
national Economic Stability; and

{(b) To be prepared to use its resources as promptly and as fully as is consistent
with its Articles of Agreement;

6. Requests the International Monetary Fund:

{a) To keep under continuing review the adequacy of monetary reserves for the
purpose of helping countries to meet temporary disequilibria in their balances of
international payments, having in mind the desirability of:

(i) Avoiding, to the extent practicable, recourse to restrictions on trade and
payments imposed for balance of payments reasons, and of promoting general
convertibility of currencies and liberalization of trade;

(i) Creating conditions favourable to a steady expansion of international trade,
and to high levels of production and consumption, employment and real income; and

{b) To furnish an analysis of this question to the Council in 1953.”

Two aspects of reserve adequacy are stressed in the resolution. Paragraph 6 (a) (i)
stresses adeguacy of reserves to permit removal of trade and exchange restrictions
imposed for balance of payments purposes and the attainment of general convertibility
of currencies. Paragraph & (a) (ii) stresses adequacy of reserves to expand world trade
and to maintain high levels of employment and real income-—and so, inferentially, to
check the spread of depression. This paper will be concerned with both aspects, which
may be characterized as the multilateral trade and high level employment aspects,
respectively.

The paper as a whole has been prepared on a technical level.? It is an analysis of
the factors affecting reserve adequacy. It is not to be construed as a statement of
Fund policy, and its general conclusions are not to be taken as indicating Fund attitude
en specific country situations or day-to-day operating problems.

NATURE OF MONETARY RESERVES AND
THE CONCEPT OF ADEQUACY

The concept of “adequacy” is a difficult one, and any standard of adequacy must
be based upon a consideration of the purposes which monetary reserves are meant
to serve and the obstacles which are expected to be encountered in fulfilling these
purposes. While the concept of adequacy presents the greatest complexity, the concept
of “monetary reserves” itself bristles with difficulties. It may be helpful, therefore, to
start by considering first the nature of monetary reserves and then the meaning of the
term adequacy.

Nature of monetary reserves

Monetary reserves may be defined narrowly or broadly. The most useful type of
definition depends upon the purpose intended to be served. If the purpose is statistical

2 This paper has been prepared under the supervision of Mr. Henry Murphy, Chief of the
Financial Problems and Policies Division, Research Department. [t was discussed in July 1953
at the sixteenth session of ECOSOC, held in Geneva. In the paper submitted to ECOSOC, the
tables recorded figures for 1928, 1938, and 1951. In the present paper, the 1938 and 1951 figures
have been revised, figures for 1952 have been added, and 2z number of consequential amend-
ments to the text have been made.
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or legal, the definition must, before all else, be precise. When the broader implications

of reserves are taken into account, however, a precise definition is not possible without
a loss of realism.

Some items are included in the term “reserves” by universal agreement. Beyond
these, potential items shade away imperceptibly from those whose reserve character
is almost as clear as those conventionally included in reserves to those which are
scarcely reserves at all. A similar hierarchy exists for jtems which might be considered
as deductions from reserves. Because of the essentially arbitrary character of all cutoff
points, narrow definitions of reserves fail to give a true picture of the relative interna-
tional liquidity of different countries, Precise reserve computations are also subject to
discontinuous changes in time, as portions of a country’s assets move into or out of
the categories formally characterized as “reserves”, or as portions of a country’s
liabilities are formailly allowed, or cease to be formally allowed, as deductions. Conse-
quently, when the purpose is to consider the over-all “deficit-financing power” of
different countries or regions, as is true for this paper, it is desirable, in principle, to
treat the concept of reserves broadly, even though only narrow and particular concepts
can be measured and compared.

Viewed in this manner, the monetary reserves of a country ¥ may be defined as the
assets which its authorities have available to meet payments to other countries. The
nature and ownership of these funds may be quite varied. The two tests of the
reserve, Or near-reserve, character of any item which may be in doubt are, first, its
availability to the monetary authorities of the country in case of need and, second, its
acceptability by potential creditors.

Gold and currencies readily convertible into gold held by monetary authorities
meet both of these tests perfectly and so form the core of the monetary reserves of
most countries. Very short-term securities of countries with convertible currencies
or private securities or bankers’ acceptances of unquestioned credit and short maturity
payable in such currencies and held by the monetary authorities of other countries
meet both tests about equally well. The same is true of gold and convertible currencies
or of any of the above-mentioned assets held by commercial banks or other financial
institutions in countries where such institutions are considered to be part of the “official
family” and are closely accountable to the monetary authorities.

Other items that meet only one of the two tests may, depending on the country and
the time, be equivalent to reserves as defined above, and for some purposes could be
included in reserves. In any event, their availability in financing a deficit is an important
factor in any consideration of the adequacy of reserves. For example, gold and con-
vertible currencies and shori-term securities held by others than the monetary authori-
ties and their “official families” may in some countries and at seme times function in
much the same way as reserves, The holders may themselves use such assets to meet
payments abroad, or they may sell such assets to the monetary authorities when
required to do so by law or when induced to do so by financial considerations.

Apart from such assets, whose reserve character is diminished only by the fact
that they are not held by the monetary authorities and their “official families”, there
are assets held by the monetary authorities which can perform the deficit-financing
function, although not so widely or so readily as gold and convertible currencies,

3 The reserve problems of the nonmetropolitan territories of a Fund member have special
features which are not expanded in this paper.
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including short-term securities. These assets include inconvertible currencies, credit
balances in bilateral or multilateral payments agreements (as EPU)}, and debt-type
securities (other than those already mentioned) payable in foreign currencies, whether
convertible or inconvertible, and having an international market.

While access to foreign exchange under predetermined conditions cannot be regarded
as reserves, such rights do perform some of the functions of reserves and affect the
standard of adequacy of reserves. Stand-by agreements and the provisions for drawing
needed currencies from the International Monetary Fund, the right to incur debit
balances with the EPU or under bilateral payments agreements, and established lines of
credit against which a foreign currency may be drawn all provide means of meeting
balance of payments deficits,

Some countries include stocks of silver and precious stones in their monetary
reserves under the provisions of their naticnal laws. These assets are not reserves in
the meaning of the term used here, because they are not readily salable at an approxi-
mately predetermined price. They may, nevertheless, be salable abroad and could be
used to secure additional foreign exchange when necessary, This may alsc be true of
other commodities readily salable in international markets and of equity securities
similarly salable. The possession of such assets by the monetary authorities or.by
others may affect the level of what may be regarded as adequate reserves, even if they
are not included in a definition of reserves.

Monetary reserves, however they may be calculated, may be stated at their full
gross amount or they may be stated “net’” after subtraction of liabilities on account of
which near-term payments may have to be made to foreigners—as, for example,
short-term debts of the government, the monetary authorities, or the banking and
business communities, debit balances in clearing accounts, or foreign holdings of
national currency.

As already noted, when it is necessary to give precision to the concept of monetary
reserves, particular items (positive and sometimes negative] must be selected from the
broad variety of reserve and near-reserve items just enumerated. Thus, a calculation of
a member’s monetary reserves pursuant to specified standards is necessary to determine
its obligation, if any, to repurchase its currency from the Fund. Such calculations
are based on the definitions of terms in Article XIX of the Fund Agreement. Reserve
comparisons in which the need for precision is primarily statistical, rather than legal,
present similar problems. Thus, data on movements of monetary reserves are presented
in the Fund’s annual Balance of Payments Yearbook, and data on their amount in its
monthly publication, International Financial Statistics. Similarly, statistical comparisons
of monetary reserves on several alternative bases are presented later in this paper.
Each presentation or comparison helps in the understanding of over-all reserve adequacy.
But any single basis of comparison can, at best, give only an approximation of the
“real” amounts of the reserves actually available to the monetary authorities of each
country in case of need.

The concept of adequacy

Adequacy of reserves depends on the prospective problems that confront a country
and, therefore, will differ from country te country and from problem to problem. No
amount of reserves can be adequate to finance a chronic or continuing imbalance in a
country’s payments. Therefore, the problem of reserve adequacy can be discussed
meaningfully enly for those countries prepared to take appropriate measures to balance
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their external accounts over an entire cycle—but which may, nevertheless, encounter
substantial payments deficits in some years, or even occasionally for several years
together,

It is obvious that this fundamental assumption of a strong and balanced payments
position over the course of a cycle, which is essential for determining the adequacy of
reserves for the only purpose for which reserves can ever be adequate, that is, to meet
temporary needs, is not generally or even widely met by the situation currently prevail-
ing. Some countries have failed to establish their exchange rates at appropriate levels,
and other countries have been so concerned over assuring full employment or rapid
economic development that their monetary policies have been too expansionist to enable
them to bring their international payments into balance without severe exchange and
import restrictions, Unless such countries are prepared to moderate their monetary
policies, and, if necessary, readjust their exchange rates, they will be under steady
pressure in their international payments, and they will necessarily find that their
reserves are inadequate to establish and maintain multilateral trade without widespread
and continuing restrictions and discriminations,

While satisfactory fiscal and monetary policies are indispensable to establishing a
strong payments position, it does not follow that a country with noninflationary fiscal
and monetary policies and an appropriate exchange rate will inevitably have a strong
payments position. The international payments position of a country is affected not
only by its own policies, but also by those of the countries with which it trades. An
inflationary fiscal or monetary policy or an unsatisfactory exchange rate in another
country may cut off the flow of imports from customary sources and force the country
to seek other sources of supply. And a restrictive import or exchange policy in another
country with inflationary fiscal or monetary policies or an unsatisfactory exchange rate
may make it difficult for a country with sound policies to maintain its exports and to
earn the gold, dollars, or foreign exchange which it could secure under better canditions.
No doubt, with severely rigorous policies and a far-reaching shift in the pattern of
production, a country mav offset the effects of bad policies of its trading partners. But
that is a costly step which countries will seek to avoid as long as there is hepe of secur-
ing better policies elsewhere.

It must be pointed out, furthermore, that the magnitude of the task of establishing a
strong payments position which confronts countries with a tendency toward deficit in
their international accounts will be importantly affected by the policies of countries
with a tendency toward surplus. This applies most clearly to the commercial policies of
the surplus countries. The deficit countries want to buy-—and, in some cases, desper-
ately need-—the exports of the surplus countries; but, as the deficit countries have no
monetary reserves to spare, they can pay for the exports of the surplus countries only
with their own goods. If the surplus countries place or maintain onerous trade barriers
on the receipt of these goods, the effect must be a general lowering of the level of world
trade to the mutual impoverishment of both groups of countries.

Particular attention should be called to restrictions of the “escape clause” or “peril
point” type—which, in effect, serve notice on countries endeavoring te increase their
sales in the markets of the surplus countries using them, or endeavoring to break into
such markets with new types of goods, that success in such efforts may result merely in
an increase in trade barriers sufficient to restore the earlier (low) trade volume. Where
such attempts involve substantizl investment in specialized plant or equipment or
specialized inventories or invelve substantial advertising,. the value of which would be
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lost if the attempts should fail, the existence of “escape clause” or “peril point”
provisions may often be a sufficient obstacle to prevent serious attempts at materially
increasing sales from being made at all.

In addition to policies with respect to trade barriers, the surplus countries’ policies
with respect to stockpiling may make an important difference in the situations of
countries with serious balance of payments problems. Changes in stockpiling policies,
which may mean relatively little to the surplus countries pursuing them, may make
a vital difference in the economies, and even in the social and political orientation, of
hard-pressed raw material producing countries.

The investment policies of the surplus countries can alse do much to ease the pay-
ments problems of underdeveloped countries. A flow of capital on a commercial basis
from regions where it is relatively abundant to those where it is relatively scarce-
and, consequently, of high productivity—-is justified by investment considerations alone
and is in the mutual interest of both the lending and the borrowing countrics.

But most important of all are the policies of the surplus countries with respect to
their domestic levels of activity. Experience has shown that, in the United States in
particular, the level of industrial activity is a far more important determinant of import
volume than is commercial policy. Even a moderate slump in the United States would
place a substantial strain on the economies and balance of payments positions of other
countries, particularly producers of raw materials. Some fluctuation in U.S. business
volume is inevitable, and countries exporting to the United States must allow for it in
their calculations of what they can “afford” to import over a normal cycle. But they
cannot and should not be expected to make similar provision for a period of severe
depression and mass unemployment in the United States. just as no amount of reserves
can be adequate to sustain a chronic deficit due to their own inappropriate policies, so
no practicable amount of reserves can be adequate to maintain convertibility without
discriminatory exchange restrictions in the event of a major depression in the United
States. Provision against this contingency can be made enly by the United States itself
through domestic and international policies aimed at preventing the occurrence or
continuance of the depression.

Let us consider a country which has established a balanced payments position. That
is, through a period covering prosperity and depression—but not a deep or prolonged
depression—its receipts are adequate to meet its payments. The exchange rate is
correct, the monetary policy is correct, and restrictions and discriminations continuing
throughout the cycle are not needed to shore up the payments position. For such a
country, what is an adeguate level of reserves? Four standards, each more rigorous than
the preceding, can be suggested:

1. Enough to enable a country in bad years, by resort to restrictions, to maintain
its external debt payments and to purchase the goods and services necessary to avoid
hardship to its population or dislocation to its economy and the possible emergence
of an exchange crisis, i.e., to permit a reasonable distribution over time of the pay-
ments which it can afford to make over the entire cycle;

2. Enough to maintain currency convertibility, barring a severe depression, but
with occasional necessity to resort to trade and exchange restrictions for balance of
payments purposes;

3. Enough to maintain currency convertibility, barring a severe depression, but
without the necessity For occasional resort to frade and exchange restrictions;
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4. Encugh to maintain currency convertibility, even through severe depressions
{but not through prolonged periods of international deflation such as occurred in the
thirties), without either the necessity for occasional resort to trade and exchange
restrictions or the necessity for resorting to domestic deflationary policies for the
purpuse of restraining imports, even if this involves a substantial drain on reserves.

It may be helpful to list some of the principal factors which must be taken into
account in defermining the “adequacy’” category in which a given amount of reserves
{expressed as a proportion of its trade) may place a country pursuing appropriate
exchange rate and domestic financial policies. Without attempting to arrange them
in order of importance (which would, in any event, vary greatly from country to
country and from time to time), these factors may be listed as follows:

1. The normal seasonal variation in the country’s imports and exports and in the
service items in its balance of payments;

2. The extent to which the volume of its imports and exports is subject ta extra-
ordinary variation because of natural or other factors, e.g., crop failutes, political or
economic changes elsewhere, etc.;

3. The variability in the prices of its imports and in the prices of and demand for
its exports;

4. The extent to which the country is dependent on imported raw materials,
equipment, and essential foodstuffs to aveid dislocation of its economy or undue
hardships to its population;

5. The size of its inventories of export goods and their components, and of import
goods and their products, and the extent to which these inventories could be com-
pressed without hardship in the event of pressure on the country’s reserve position;

6. The extent, if any, to which the country may expect adverse changes in its
reserve position to be offset by “equilibrating” movements of short-term credit;

7. The prospect that the supply of reserves can be supplemented by grants-in-aid
or long-term loans frem other countries;

8. The extent to which the use, for international purposes, of actual holdings of
reserve-type assets may be prevented by legal or other restrictions.

The first three factors (each dealing with variations in the amount and value of a
country’s imports and exports) and the fourth (dealing with its need for imports) are
the most fundamental in the list, and can be altered by the country itself only by basic
changes in the structure of its economy.

The fifth factor deals with inventories. It has already been suggested that stocks of
goods readily salable on international markets might be considered to have an impor-
tant bearing on the adequacy of a country’s holdings of the more conventional type of
reserves. When used in this sense, the concept of inventories may be enlarged to
include both stocks of materials entering into the production of export goods and
import goods and their derivative products. All such inventories permit either exports
to be expanded for a while or imports to be contracted for a while, in case of necessity,
thereby easing strains on reserves. The reciprocal relationship between inventories and
reserves appears most clearly during periods when reserves are being run down to
build vp inventories or during periods when reserves are being increased or main-
tained only at the expense of inventory run-downs. In such cases the combined changes
in holdings of reserves plus inventories may give a better clue to a country’s real
external position than either of these quantities taken separately.
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The sixth factor enumerated above is short-term credit movements. At one time
short-termm credit movements were extremely important as means of supplementing
the reserves of individual countries, and so as means for making smaller amounts of
reserves go further. In the environment which has prevailed during most of the period
since the beginning of the depression of the thirties, however, short-term credit move-
ments have been, on the whole, of a disequilibrating rather than of an equilibrating
character for most countries——although they still operate to the advantage of countries
with substantial amounts of mobile capital, in the event of temporary siringencies in
their payments positions. It should be noted in this connection that there has been a
great shrinkage during the past generation in the amount of one of the most important
types of short-term international credit; bankers’ acceptances created for the purposc
of financing international trade, the outstanding amount of which ranged between the
equivalent of $2 billion and $3 billion in the late twenties, have now very largely
disappeared.

The seventh of the enumerated factors is the prospect that the balance of payments
receipts of a country from other sources will be supplemented by long-term loans or
grants-in-aid from other countries. Long-term loans are an important factor affecting
reserve positions. Throughout most of the nineteenth century and well into the
twentieth century, the United Kingdom and some other Furopean countries were fairly
consistent exporters of capital. When these countries were confronted with reserve
stringencies they could often adjust their positions merely by cutting down on the
outflow of long-term capital or by ceasing to export capital altogether. The capital
exported by Europe was an important factor in the economic development of the newer
countries. Long-term capital flows were not necessarily happy as far as their effects
on the vear-to-year reserve vositions of the newer countries were concerned, however,
as these countries often adjusted their levels of impaorts, exports, and reserves to an
expected inflow of long-term capital and then suffered reserve crises whenever such
inflows were suspended. But those newer countries with strong credit positions were
often able to replenish their reserves in time of need by floating long-term loans for
that purpose. The long-term capital mavements brought about by such loans were
decidedly equilibrating in character for the newer countries. Unfortunately, the
possibility of floating such loans is much less today than it was even a few years aga,
and the necessity of maintaining reserves is correspondingly greater.

The possibility of a deficit country receiving a grant-in-aid is principally a post-
World War II development. Most grants-in-aid during the postwar period have been
for the purpose of meeting balance of payments deficits arising from the physical
devastation and disruption of trade and financial relationships caused by the war.
Countries still in need of such grants are clearly in too weak a payments position to
fall within the orbit of any of the categories of reserve adequacy used in this paper.
Their problems are payments problems, not reserve problems. More recently, however,
most grants have been for defense purposes. Such grants may be considered as part
of the mechanism for financing the cost of a mutual defense system in which each
country contributes resources, human and material, in proportion to its ability and
situation. It seems proper, therefore, that the prospect of receiving such grants should
be taken inte consideration, along with other types of prospective balance of payments
receipts, in determining the adequacy of the reserves of the recipient countries.

The eighth, and last, factor enumerated above is the extent to which the use for
international purposes of the reserve-type assets actually held by the monetary authori-
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ties is restricted by law or custom. The laws of many countries require that the
authorities hold reserve-type assets equal to a stipulated proportion of the outstanding
currency or some other objectively determined criterion. The effect of such laws is to
reduce the adequacy for international purposes of any given amount of total holdings
of reserve-type assets. The same cffect may be produced in the absence of law if the
climate of public opinion in a country is such that the holding of some minimum
amount of gold or of other reserve-type assets is considered a practical necessity by
the monetary authorities.

Reserves and confidence

The discussion thus far has proceeded on the implicit assumption that reserves are
meant to be used and that, except as gualified in the immediately preceding paragraph,
all reserves are, in fact, available for use. Neither of these assumptions is strictly true
in a world in which uncertainty is, and will continue to be, a major factor in all
economic calculations. In practice, if they are to fulfill their functions efficiently,
reserves must be considerably larger than would be indicated by any reasonable evalua-
tion of the probabilities of their actual use.

Assume, for example, that $500 million is the most pessimistic estimate of the
amount of reserves which a country might reasonably need to meet an existing current
account deficit before the deficit would either halt of its own accord or could be halted
by the adoption of appropriate policies. (It is assumed, for convenience, that capital
transfers are controlled and that this control is tolerably well enforced.) Assume, also,
that the country’s reserves are of just the amount necessary to meet the maximum
expected deficit~—namely, $500 million. This amount, despite its superficial appearance
of adequacy, will prove inadequate if the pessimistic possibilities are actually realized.
This follows from the fact that, in spite of prior estimates, no one will know how far
the adverse balance of payments will actually Tun; consequently, if reserves run low,
traders will lose confidence in their adequacy and will take steps to protect their
positions. These steps—such as stockpiling bevond ordinary requirements, expediting
payments for imports, and delaying the receipt of payments for exports-.-will involve
additional reserve drains which would not have occurred at all if reserves had been
truly adequate. As a consequence, a reserve run-down which would have amounted to
only $500 million if reserves had been, say, $1 billion, may result in a sericus exchange
crisis if reserves are actually only $500 million.

It follows that, in order to avoid the intermittent imposition of trade and exchange
restrictions, reserves must be larger than any allowable current account deficit in order
to maintain confidence and so hold down cutpayments to the actual amount of the
deficit. To secure the reguired confidence, it is necessary that there always be available,
even at the very bottom of the ¢ycle, a substantial volume of additional reserves which
are uncommitted and available for immediate use.

Confidence, however, is a two-way street. Just as larger reserves promote confidence
in a country’s situation and so may make their use unnecessary, so confidence in a
country’s situation—and in its willingness to pursue appropriate policies . reduces the
amount of reserves necessary to sustain this confidence. In the long run, the effect of
“underlying” confidence upon the amount of necessary reserves is probably more
important than the effect of adequate reserves upon confidence. The classic example,
of course, is the United Kingdom before World War [, when London was the undisputed
financial center of the world and operated on a minimal reserve base. At that time,
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other countries were able to hold a large portion of their reserves in sterling with full
confidence in the universal acceptability of sterling which made it the practical equiva-
lent of gold.

Over-all evaluations of reserve adequacy

The factors that determine the adequacy of reserves are nat, in practice, precisely
measurable. Basically, therefore, the adequacy of reserves is a matter of judgment..-
depending on the country, on the time, and on the purpose for which the reserves are
intended. Furthermore, the prevalent opinion of the international business community
contcerning the adequacy of each country’s reserves is itself a factor in determining
their “real” adequacy--so that, in one sense, the reserves of a country are not adequate
until the public thinks that they are adequate. Such opinions, it should be noted, are
likely to be based as much on the trend in a country’s reserve position as on its absolute
amount; a moderate reserve position, well maintained, is likely to give an impression of
greater adequacy than a large reserve position which has been rapidly declining, with
no end clearly in sight,

That the adequacy of reserves cannot be precisely measured gives rise to the corollary
that significant decisions depending in part upon reserve adequacy—e.g., decisions to
impose or to relax exchange restrictions, to tighten or to relax monetary and fiscal
policies, or to alter exchange rates—are based on the opinions of the relevant authaori-
ties, national and international, ccncerning this adequacy. The opinions of these
authorities are seen most clearly by their actions in the field of international financial
policy. For example, the decision of the Canadian authorities in late 1951 to eliminate
all exchange controls expressed more clearly than words their opinion that their
payments position had become strong and could be maintained strong, with their level
of reserves, by appropriate monetary policies and a fluctuating rate af exchange—an
opinion amply justified by the developments of the succeeding period.

It is much more difficult to draw conclusions from the actions of the authorities in
the fields of monetary and fiscal policy. This is because actions in these fields are often
determined with greater reference to their domestic than to their international effects.
For example, the restrictive actions of the U.S. monetary authorities in 1951 and 1952
{which commenced during a period of heavy gold outflow) were undertaken for purely
domestic reasons and not because of anxiety concerning the adequacy of the inter.
national reserves of the United States. Such inferences may be drawn more reasonably,
however, with respect to actions in countries where international trade comprises a
larger proportion of total activity. For example, it i1s probably not inaccurate to say
that the relaxation in the rigor of monetary policy in the Pederal Republic of Germany,
Belgium, and the Netherlands during 1952 reflected in large part a lower degree of
concern by the authorities in these countries with respect to the adequacy of their
monetary reserves.

Reserves and totul resources

An adequate reserve position permits both the monetary authorities and the private
traders of a country fo look ahead and to plan their alfairs with confidence. When
reserves are inadequate, a country’s foreign trade may be subject to sudden starts and
stops, as restrictions are imposed or relaxed, or its exchange rate may fluctuate sharply.
In whatever way imports are suddenly restricted below the level suited to the economy
under a strong payments position, the result may be a serious dislocation of the
economy.
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It must not be overlooked that reserves are real resources from the point of view of
the countries holding them, and the holding of reserves is only one of the possible
uses competing for the limited amount of resources at the disposal of each country.
In a rich country, or in a country in which there is little prospect of economic develop-
ment, the maintenance of an adequate reserve position may necessitate no practical
sacrifice. In a poor country, however, or in one in which the tempo of economic
development is greater than can be accommodated by available resources, the mainte-
nance of an adequate reserve position may be at the expense of urgently needed
industrial or agricultural equipment, or may even entail some hardship due to shortages
of food or of other consumers’ goods which might have been imported by using a
portion of its reserves. It is inevitable, therefore, that poor and dynamic countries are
tempted to sacrifice their reserve positions in favor of other uses of their real resources
which they consider more urgent. This may often be sound policy. Indeed, such a
transfer of resources would occur as a result of the operation of natural economic
forces in the absence of state intervention, as it is of the essence of economics so to
economize on scarce resources that the last unit employed in each use has an equal
utility. If a country can improve its over-all position by transferring a portion of even
an inadequate supply of reserves to some vet more urgent use, it is Fully justified in
doing so. On the other hand, countries may underestimate the real losses incurred
because of inadequate reserves and so may tend to hold less reserves than they should,
in their own interest.

In this respect, the reserves of countries have been compared with those of indi-
viduals. The monetary reserves of individuals (principally cash balances) serve much
the same purposes as those of countries. They protect the individual’s consumption
from fuctuations in the amount and timing of his income, permit him to minimize
his total outpayments by taking advantage of cash discounts, and allow him to prevent
unfavorable developments in his situation from being magnified in their consequences
because of the lack of adequate finances for dealing with them promptly. But, for
individuals as well as for nations, monetary reserves are only une of a number of
possible uses of resources competing for priority. Consequently, wealthy persons or
persons with relatively few undertakings (although their incomes may fluctuate but
little) are more likely than poorer or more active persons (although their incomes may
Auctuate widely) to provide fully for reserves.

Therefore, it is normal to find, both for wealthy or more settled persons and for
wealthy or more settled nations, that reserves are much larger in proportion to the
apparent need for them than are the reserves of poorer or more dynamic individuals or
of poorer or more dynamic nations. This tendency, at least an the international level,
is often described as a “maldistribution of reserves”. However, a high degree of
maldistribution is normal and would reassert itself even if the reserves were redis-
tributed—for, the poorer or more dynamic countries would apply part of their newly
acquired reserves to higher priority uses, and the reserves disposed of in this way would
return to the more wealthy or more settled countries. Of course, it does not follow
that any given degree of maldistribution of reserves is compatible with a stable structure
of world payments. An extremely high degree of maldistribution can, however, be
corrected by appropriate changes in monetary and fiscal policies in low-reserve coun-
tries. The adjustment can be made gradual, although protracted, if the newly mined
gold is added to the reserves of the countries with the greatest reserve deficiency.
But the period of adjustment can be shortened and its unaveidable cast in terms of
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deflationary pressure on the economy can be lightened by liberalization of commercial
and external investment policies on the part of high-reserve countries.

Interaction of reserves and policy

As already noted, reserves and policy interact on one another, the strength of the
interaction varying with the importance of foreign trade in a country’s total economy.
Restrictive policies result in the accumulation of reserves, while adequate reserves tend
to medify and soften policies. When world-wide inflationary and deflationary pressures
are in balance, this interaction between reserves and policy tends to work out well and
promotes a well-balanced distribution of the available reserves among the trading
countries of the world in the light of their preference for reserves and other types of
investment,

If no fundamental change in the basis of monetary standards is assumed, the world
supply of reserves may be increased (1) by additions to the volume or value of the
world monetary gold stock, or (2) by the creation of new international assets and
contra-liabilities of such a character that the creditors will consider their asset holdings
as part of their reserves, but the debtors will make no corresponding deduction of their
liabilities in the calculation of their own reserve positions, Aside from changes in the
world supply of reserves, all reserves gained by one country must be at the expense of
another. Some year-by-year increase in the total stock of reserves is necessary in
order to maintain an expanding volume of world trade and stable prices. An expansion
of this magnitude in the world stock of reserves tends to promote sound policies, and
countries pursuing sound policies tend to secure an appropriate share of the total
available reserves. Indeed, a country can be said to have a strong payments position
only when it is acquiring such an appropriate share of newly created reserves. On
the other hand, a toc rapid increase in the world stock of monetary reserves tends to
promote inflationary policies generally and in individual countries, while an increase
of less than the optimum amount (or a decrease) tends to promote deflationary policies.

These observations are, of course, true only when a number of years are taken into
consideration. In a single vear, or even for several vyears, characterized by general
expansionary psychology, a stationary stock of reserves (or even a declining one) may
be compatible with expanding trade and price stability., On the other hand, in a vear,
or series of years, characterized by general deflationary psychology, an extraordinarily
large expansion in reserves may be necessary to support price stability and a continuing
expansion in world trade.

Finally, it should be noted that the response of a country to an increase in its
reserves or to an improvement in its balance of payments position is not likely to
consist wholly in a relaxation or elimination of trade and exchange restrictions. Tt may
consist wholly—and will probably consist partially—-in a relaxation of its domestic
fiscal and monetary policies. A general improvement in reserve positions during a time
of world-wide inflationary pressures is likely, therefore, to reinforce those pressures.

Reserves and the growth of world frade

The necessary increment to reserves, if inadequacy of reserves Is not to hamper
the growth of multilateral trade, will depend primarily on the rate at which trade can
grow. This in turn depends in large part on the growth of production throughout the
world. Support of an appropriate rate of growth in world trade depends on the annual
increment to the world’s monetary gold stock and on other types of reserve assets
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created by national monetary systems and through the instrumentality of international
agencies,

Newly mined gold is the principal source from which increments to gold reserves
must be made. Unless this gold is in large part accumulated by the monetary authori-
ties, it will not be effective in enabling countries to meet their needs for reserves. The
increment to monetary gold stocks has been low in most postwar years. Monetary and
exchange policies that leave doubt as to the future value of national currencies tend
to divert newly mined gold into private hoards rather than into central holdings.
Furthermore, little will be accomplished in securing adequate reserves for most coun-
tries for the future if all newly mined gold is regarded as an easy means of meeting
continuing balance of payments deficits. Under such conditions, the newly mined gold
will simply be concentrated in the reserves of a very few creditor countries, while the
reserves of the rest of the world will be inadequate. A basic condition for adequate
reserves in the leng run is the majntenance of monetary and exchange policies that will
enable countries not only to balance their international payments, but also to add part
of the newly mined gold to their monetary reserves.

Adequacy of particular types of reserves

As already noted, assets are useful for reserve purposes only to the extent that they
are acceptable for the external payments which the reserve helding country must meet.
Before the depression of the thirties~—when most currencies were convertible either
through the medium of buying and selling prices for gold or foreign exchange main-
tained by the monetary authorities of the issuing countries, or by the purchase and
sale of exchange in the market place—most currencies could be held for reserve pur-
poses, subject to the gualification that holdings of currencies with fluctuating exchange
rates involved greater risk than holdings of currencies with fixed exchange rates. Since
the cnset of the depression, and particularly since the end of World War TI, a large
number of currencies have become inconvertible and can no longer be legally exchanged
(either officially or through the market place] by the monetary authorities of the
countries holding them for such other currencies as they may need to meet their external
payments. As a consequence, the reserve problem—which once could be viewed as a
whole—has tended to break into fragments, and a country may now be short of
reserves in some currencies but have a surplus of them in others.

Reserves and the spread of depression

A function of reserves upon which considerable emphasis was placed in the planning
for the postwar period is that of preventing the spread of depression from one country
to another. A depression in any country will tend to reduce its imports, as these are
related more or less closely to its national income. Hence, a depression in an important
country will tend to reduce substantially the exports of other countries. ¥ these coun-
tries maintain their imports, they will deplete their monetary reserves; if they do not,
the exports of other countries will be reduced further and so the depression will tend
to spread in an ever widening circle. One of the principal purposes of the International
Monetary Fund is to combat this mechanism for the international spread of depressions.

The amount of reserves necessary to prevent the spread of a depression depends
upon the duration and intensity of the depression in the country of primary origin and
the importance of that country in world trade. Even a minor depression in an important
trading country, such as the Unijted States, may have serious consequences in some
other countries. If the depression is deep and protracted at its point of origin, the
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amount of monetary reserves necessary to prevent its spread may become indefinitely
large. If such reserves should be supplied enticely by the Fund and be subject to
reasonably firm undertakings with respect to their repayment in the foreseeable future,
they might not be able—however large ihe amount available.. to check the spread of a
severe depression, because many countries would probably contract their imports {and
so other countries” exports) substantially, rather than pile up large debts which they
saw no prospects of repaying. The problem presented by such conditions is referred to
later in this paper (pp. 342 43).

STATISTICS OF MONELTARY RESERVLES

A summary of monetary reserve statistics and a discussion of the methodology of
their preparation arc included in the June 1953 issue of Internaticnnl Financial Statistics,
the monthly statistical publication of the International Monetary Fund. A reprint of
part of that article 15 attached as an Appendix to lhis paper.

Monetary reserves are classified in that article as “gold”, “foreign exchange”, and
“total”, ie., gold plus foreign exchange. It would be desirable if the “foreign exchange”
item could be further subdivided inte convertible and inconvertible currencies. Unfor-
tunately, no comprrhensive statistics are available on this basis. As will be seen by
reference to the Appendix, the bulk of the monetary reserves of the world consists of
holdings of gold, dollars, and sterling.

The official gold reserves and the total official reserves of gold and foreign exchange
combined for a large number of countries, for the principal international monetary
agencies, and for the world as a whole for the years 1928, 1938, 1951, and 1952 are
given in Table 1. This lable does not include data on reserve holdings for countries
which are members of the Soviet bloc or for the dependent territories of the United
Kingdom and of the continental EPU countries. The countries in the Soviet bloc are
omitted because of inadequate data; the dependent territories are treated, for the
purposes of this paper, as parts of the economies of their respective metropolitan coun-
tries. The reserves Usted in the table include thowe held by moretary authorities only,
Therefore, special caution should be used in interpreting comparisons between the data
for 1951 and 1952 and those for carlicr years for countries in which central banks have
been established since 1928 or in which monetary reserves have been concentrated in
the hands of the monetary authorities since that time. In such countries -Canada and
Australia are especially in point—official reserve holdings In earlier years were, of
course, supplemented by additional holdings of reserve-type assets in the hands of
cammercial banks.

In one sense it may be said that gold holdings constitute a “rore within a core” of
monetary reserves, as there are no contra-liabilities against them and they alone are
“incompressible” and so must continue to exist in the same physical amount irrespec-
tive of any changes in their awnership. But the proportion of the total physical stock
of gold held by the monectary authorities, and so counted as reserves, may vary; and
the monetary value of this stock may also vary as a result of changes in the official
price of gold. By far the most important price of gold is that in U.5. dollars, and it is
in this unit that the gold reserves of all countries are stated throughout this paper.

The principal reason for the dramatic rise in the value of offical gold stocks between
1928 and 1938 is, of course, the increase in the price of gold in U5, dollars. This rise
in the value of gold stocks is a ““real” one, however, as the purchasing power of each
U.5. dollar (in which the gold is measured) rose between 1928 and 1938, Conversely,
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although the price of gold in dollars remained unchanged between 1938 and 1952, the
purchasing power of the dollar fell,

The years used for comparison in the table were selected primarily on the basis of
statistical convenience. The year 1928 was a good year in the twenties; the vear 1938
was a fairly representative year in the thirties. It is true that 1938 was a low year for
imports inte the United States; however, it was not a particularly low vear for U5,
exports or for imports into most other countries. It is, consequently, a satisfactory
year for considering the reserve adequacy of most countries—and the adequacy of the
reserves of the United States is not in question. The years 1957 and 1952 are the most
recent ones for which comprchensive data are available. Particular years, of course,
may not be representative for individual countries. Apart from the broad economic,
industrial, and agricultural forces always operating to causc year-to-year variations, it
should be noted that import levels are substantially affected by the reserve positions,
the trade and exchange restrictions, the monetary and fiscal policies, and the exchange
rates of individual importing countries, and by the convertibility of their own and
other currencies.

Substantial changes have, of course, occurred in the reserve positions of individual
countries and areas since the end of 1952, but they do not significantly change the
long-term perspective to which this paper is directed. Data for the early months of
1953, as far as they are available, have been published in International Financial
Statistics.

The foreign exchange reserves included in the figures for gold plus foreign exchange
shown in Table 1 include holdings of “blocked” currencies. Consequently, for some
countries (e.g., India) these total figures overstate the amount of reserves immediately
available for settling adverse payments balances. For obvious reasons, special caution
should be used in interpreting the world and regional totals for gold and foreign
exchange combined. While gold is an asset in itself, with no corresponding contra-
liability, foreign exchange other than gold is, in the nature of the case, both an asset
to the holder and a liability to the issuver. The totals used in this table are, in every
case, on a gross basis, i.e., the asset items are included but the liability items are
ignored. This is the customary method of stating reserve statistics, and is, on the
whole, more meaningful than an attempt to state them on a “net” basis, in which case
foreign exchange would disappear completely as a reserve item for the world as a
whole. The “double counting” involved in this procedure presents certain difficulties,
however.

This “double counting” is important only for the United States and the United
Kingdom, as dollars and sterling are the only currencies that other countries hold in
substantial amounts as monetary reserves, The double counting results in overstating
the reserve position of the United States, as the $10.5 billion of short-term liabilities to
foreigners (including international institutions) outstanding on December 31, 1952
constituted, in an important sense, a first claim on the U.S. gold reserve of $23.3 billion
on that same date.* A good part of these foreign claims are required as working bal-
ances, however, and, in any event, the reserve and payments positions of the United
States are so strong that there is no practical difficulty in treating its reserve position
on a gross basis. The case of the United Kingdom is rather different. The external

* The corresponding figures for December 31, 1951 are $22.2 billion tor the gold reserve and
$9.3 billien for total short-term liabilities to foreigners including international institutions.
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sterling liabilities of the United Kingdom, counted as reserves by others, substantially
exceed Its own reserves. Its real reserve position, therefore, is not nearly so strong as
enight be inferred from the gross figures given in this table. Turthermore, no meaningful
figure can be obtained by adding the total reserves of the United Kingdom and those
of other sterling countries to obtain a “sterling area total”, since the major portion of
the reserves of the other sterling countries are comprised of liabilities of the United
Kingdom. The amount of double counting in the table as a whole is, of course, sub-
stantially reduced by the amission of reserve statistics for the dependent territories of
the United Kingdom and of the continental EU countries.

Table 2 shows total imports on a ¢.i.f. basis for the countries for which reserve data
are shown in Table 1. As in Table I, members of the Soviet bloc and dependent
territories of the United Kingdom and of the continental EPU countries are omitted.
Table 3 shows the relationship which the official gold reserves and the total official
reserves, respectively, of each country bore to its total c.if. imports in each of the
reference years.

The relationship of reserves to imports serves as a common denominator on the
pasis of which reserves can be compared. It is the most comprehensive basis found
practical to use in the general statistical comparisons in this paper. Strictly speaking,
the most general basis for such comparisons would be total current account expendi-
tures, but data on such expenditures are not available for many of the countries for
many of the years. The necessary omission of invisible items has been repaired in part,
however, by placing imports on a c.if. basis. The imperts of each country are those
from all other countries, including those from the country’s own overseas dependencles.
Tt is true that imports into metropolitan countries from their own overseas dependencies
may often be financed in ways that do not place a strain on metropolitan reserves,
The metropolitan country usually has a corresponding oblipation, however, to assist in
financing imports into the dependent terrifories from the outside world. These imports
{like all other imports of the dependent territories) are omitted from the statistics, and
may be considered as at least a partial offset to the inclusion af iinports into the metro-
politan countries from their dependent territories.

In any cvent, it should be emphasized thal, whatever might be the character of the
denvminators by which the reserves of different countries were divided to place them on
a comparable basis, they would not provide ready-made comparisons of reserve ade-
guacy. The reserve figures themselves make no allowance for penumbral reserve items;
and, were such allowances made, they would merely provide the starting point for the
application of the various criteria of adequacy discussed eaclier in this paper. This is
brought out dramatically by the incongruity between the import-reserve percentages for
a number of the countries in the tables and the generally accepted evaluations of the
over-all reserve positions of these countries based upon the size of their reserves and
all of the factors affecting reserve adequacy.

Table 1 does naot distinguish between the convertible and inconvertible currency
holdings of the International Monetary Fund. It is helpful, therefore, to say that the
Fund’s total holdings of gold and U.S. and Canadian dollars amounted to $3.1 billion
at the end of 1951 and were equal to about 5 per cent of 1951 c.if. imports of all the
countries included in the table, exclusive of the United States. By the end of 1952,
the Fund’s holdings of gold and U.5. and Canadian dollars had risen to $3.2 billion
(6 per cent of 1952 c.i.f. imports).
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Table 2. Merchandise Imports, C.I.F., by Countries!
ftn mifiions of U.5. daffars}

United States 4,427 2,465 11,946 11,633
Canada 1,364 763 4,195 4,458
Latin American Republics 2,453 1,535 7.619 7,074
Dollar countries 862 568 3,272 3,280
Balivia 23 25 g1 74
Colombia 161 89 416 402
Cuba 234 119 691 667
Dominican Republic 30 13 64 83
Ecuador 16 12 64 65
El Salvador 18 9 62 68
Guatemala 31 21 81 76
Mexico 185 114 823 738
Venezuela g1 107 719 809
Qther? 83 59 261 317
Non-delar countries 1,591 967 4,347 3,794
Argentina 807 440 1,400 860~
Srazil 441 295 2,011 2,010
Chile 163 163 329 371
Paraguay 13 9 30 LUt
Peru 70 b8 261 288
Uruguay a7 62 318 237
United Kingdom 5,795 4,600 10,942 9,747
Other Sterling Countries 2,670 2,299 8,054 7,554
Australia 669+ 5717 2,423 1,979
Burma 76 797 137 192
Cevlon 139 86 327 358
leeland 7 1 57 56
India gayns S75h.R 1,816 1,672
Irag 34 46 143 173
freland 288 203 573 482
New Zealand 218 225 596 739
Pakistan . - 534 609
Union of South Africa 383 503 1,448 1,294
Contingntal EPU Countries 11,163 7.804 22,168 21,910
Austria 456 Lt 857 654
Belgium-Luxembourg 889 765 2535 2424
Denmark 441 354 1,013 962
France 2,087 1,324 4,551 4,431
Germany!l 3,335 2,430 3,494 3818
Greece 163 131 435 346
Italy 1,173 593 2,167 2313
Netherlands 1,078 803 2,567 2.251
Norway 269 292 87y ar3
Portugal 120 102 330 350
Sweden 458 520 1,776 1,730
Switzerland 512 366 1,364 1,202
Turkey 114 119 402 556
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Table 2, cont. Merchandise Imports, C.ILF., by Countries!
e miflions of U.5. datlars)

18928 1938 1951 1952

Other 2,813 1,935 6,204 6550
Egvpt 249 185 667 608
Finland 202 182 676 792
Indonesia 403 275 805 a72
Iran 612 7otz 248 165
Israell® 33 56 343 LWt
Japan 990 759 1,995 2,028
Lebancon+ Ce .. 136 143
Philippines 149 153 539 477
Spain 580 Lt 384 518
Syria 51 37 139 143
Thailand 80 57 272¢ o1
Total, including United States 30,625 21,401 71,128 68.926

Total, excluding United States 26,198 18,936 59,182 57,293

I Countries of the Soviet bloc and dependent territories of the United Kingdom and of
continental EPU countries are excluded; see text,
2 Partly estimatled.
1 Covers Costa Rica, Haitl, Honduras, Nicaragua, and Panama.
i Estimate included in totals and subtotals.
*Year ending June.
Y Year beginning April.
Y Year ending Seplember.
* Undivided India.
% Included with India.
19 Included with Germany.
t1 Undivided Germany, 1828 and 1938; Federal Republic of Germany, 1851 and 1852,
12 Year beginning June 21,
1% Data for 1928 and 1938 refer to Palestine.
4 inciuded with Syria in 1328 and 1938,
Sources: For 1928, League of Nations, Network of World Trade (1942); for 1938, 1951, and
1952, Intermational Monetary Fund, International Financial Statistics, July 1953,

As stated previously, no comprehensive data are available separating foreign
exchange reserves into those held in convertible and in inconvertible currencies. It is
of interest, however, to present such data as are available with respect to reserve
holdings of the major convertible currency—the [J.S. dollar. These data are available
from reports made to the U.S, Treasury by U.S. banks. They show that, for the world
as a whole, holdings of U.G. dollars by official monetary authorities {excluding inter-
national agencies) amounted to $4.1 billion at the end of 1951 and to $5.1 billion at
the end of 19525 Data for official holdings only are not available for individual
countries. In order to preserve the confidential character of the balances of individual
foreign institutions, these data are published by the U.S. Treasury on a country basis
only as a total of official and bank heldings of dollars. The total amount of such
holdings {excluding international agencies) amounted to $6.0 billion at the end of 1951

5In each case reported official holdings of .S, dollars by Japan are added to the total
1eported by the US. Treasury. See Appendix, p. 346.
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Table 3. Ratios of Official Reserves to Total Merchandise Imports,

C.LF., by Countries!

ftne per cent)

Ratio of Gold Reserves
o Imparis

Ratio of Gold pius
Foreign Exchange
Reserves to Imports

1928 1938 1951 1952

United States 85 582 191 202 85 582 191 202
Canada 7 24 20 20 7 29 43 42
Latin American Republies 40 45 26 26 47 51 40 43
Doltar countries 8 23 32 28 15 29 47 49
Bolivia 39 12 25 31 39 20 35 38
Colombia 15 27 i2 — ag 33 30 38
Cuba — 1 45 32 - 2 72 69
Dominican Republic — — 19 15 e 31 47 51
Ecuador 6 25 34 35 50 33 48 68

E| Salvador 28 78 42 43 28 289 68 65
Guatemala 4] 33 33 36 16 43 49 57
Mexico 3 25 25 19 5 37 kKx 37
Venezuela 26 — 52 46 26 — h2 54
Other — 2 3 3 —— 8 38 35
Non-dollar countries 58 58 21 23 65 85 34 ar
Argentina 75 — 18 —_ 75 — —_— —
Brazil 34 11 16 16 40 20 26 26
Chile 40 29 14 11 74 43 18 19
Paraguay — —_ — — — — 63 —
Peru 3 34 18 16 67 36 23 19
Uruguay 74 116 70 87 86 — — 91
United Kingdom 13 63 20 15 13 63 22 20
Other Sterling Countries 14 23 8 8 28 51 63 58
Australia 16 1 5 6 30 44 50 49
Burma — —_— _— — — — 116 —
Ceylon —_ —_ — — — —_ 67 46
lcetand [+] 9 2 2 — g 16 16
India 24 48 14 15 53 84 104 103
Irag - — — — — 48 80 75
Ireland —_— 5 3 4 — 29 38 45
New Zealand 16 10 5 4 16 19 38 25
Pakistan — —_ 5 6 - — 120 —
Union of South Africa 10 44 13 13 20 51 27 30
Continental EPU Countries 25 78 18 20 46 a3 32 36
Austria 5 — — —_— 28 — — —
Belgium-Luxembourg 14 102 25 29 g 102 42 44
Denmark 10 15 3 3 17 22 12 15
France B0 208 12 13 121 211 18 15
Germany 19 _— 1 4 23 — 14 24
Greece 4 21 1 3 a4 —_— — —
Italy 23 33 15— 50 34 48 39
Metherlands 16 124 12 24 24 129 22 42
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Table 3, cont. Ratios of Otticial Reserves to Total Merchandise Impaorts,
C.LF., by Countrigst
{in per cenl}

Ratig of Gold plus
Ratio of Gold Reserves Foreign Exchange

to imports Reserves to Imporis
1928 1938 1951 1952 1828 1938 1951 1852

Continental EPU Countries, conf.

Norway 14 29 6 6 19 48 17 7

Portugat 8 84 80 82 21 — — —

Sweden 14 62 a 11 26 100 27 26

Switzerland 20 192 106 118 30 209 117 137

Turkey 18 24 38 28 18 29 54 34
Other 38 49 15 14 50 73 59 40

Egypt 7 30 26 29 71 85 143 124

Finland 4 14 4 3 13 41 32 21

Indanesia e 29 35 24 —— — 63 32

{ran — 33 56 a4 — 48 77107

israel — — — —_ — 57 6 —_

Japan 55 30 — —_— 80 a8 — —_

i_ebanon o — 15 22 — —_ 29 30

Philippines —— - 1 2 34 — 46 48

Spain 85 — 13 10 BS — — ——

Syria — — 8 10 - — 24 27

Thailand — — 42 as 54 98 132 116
Total, including gold and reserves

of international agencies, and

gold and reserves and imports

of the United States 32 721 48 52 43 129 75 78
Tetal, excluding gold and reserves

of international agencies, and

gold and reserves and imports

of the United States 23 60 18 17 35 fate} 38 40

! Based on data in Tables 1 and 2, Dashes indicate less than one halt of 1 per cent or
nonavailability of data,
= Covers Costa Rica, Haiti. Honduras, Nicaraqua, and Panama.

and to $6.6 billion at the end of 1952, and so exceeded by a considerable margin
holdings of monetary authorities only,

For the various countries, the available data for holdings of gold and U.S. dollars by
foreign monetary authorities and banks in 1951 and 1952, and the ratios of these data
to the figures shown in Table 2 for the ¢.i.f imports of each country, are given in
Table 4. The comparisons here differ, of course, from those made earlier in this chapler
in that they exclude holdings of all types of reserves other than gold and U5, dollars
and include holdings by banks as well as by monetary authorities.

COMIARISONS OF RESERVE ADEQUACY

To the preceding discussion of the factors affecting the need for reserves at any
time and the statistics of actual reserve holdings in 1928, 1938, 1951, and 1952, it may
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Table 4. Official and Bank Holdings of Gold and U.8. Dollars and Their Ratio to
Total Merchandise Imports, C.1I.F., by Countries, Excluding the United States

Canada
Latin American Republics
Dollar countries
Bolivia
Colombia
Cuba
Dominican Republic
Ecuador
El Salvador
Guatemala
Mexico
Venezruela
Othert

Nen-dollar countries

Argentina
Brazil
Chiie
Paraguay
Peruy
Uruguay

United Kingdom
Other Sterling Countries

Australia

Ceylon

lceland

India

lrag

Ireland

New Zealand
Pakistan

Unien of South Africa

Continentai EPY Countries

Austria
Belgium-Luxembourg
Denmark
France
Germany
Greece

Italy
Netherlands
Norway
Portugal
Sweden
Switzerland
Turkey

1951
1,953

2,838
1,585

40
132
518
42
33
44
40
294
399
433

1,253

482
K
71
53
70
248

2,530
798

151
184
5,'1‘.
305
13+
343
ar
403
194

5,817

1022
7154
69

765
43
43
589
443
126
295
218
1.851
160

1952

2,047
2,755
1,631

ar
160
455
42
473
44
43
283
465
553

1,124

3702
352
a2

51
70
235

2,027
810

157
143
53

308
143
342
368
524

190

6,753

1422

7719
92
855
668
45

6202
726
138
329
268
1,929
147

Cfficial and Bank Holdings of
Gold and U.S. Doliars!
{mitiion dolfars)

Ratio to Imports
{per cent
1951 1952
47 45
37 39
48 50
44 50
K 4Q
75 68
66 67
52 72
71 65
49 57
36 38
L1 57
18 17
29 30
34 43
19 18
22 25
17 18
27 24
78 99
23 21
10 11
6 8
8 4
9 9
17 18
9 8
6 7
6 5
7 9
12 15
28 31
16 22
28 32
7 10
17 19
12 18
10 14
28 27
17 3z
14 16
89 94
12 15
136 160
40 26
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Table 4, cont. Official and Bank Holdings of Geld and U.S. Dollars and Their Ratio to
Total Merchandise Imports, C.LF., by Countries, Excluding the United States

Official and Bank Holdings of

Gold and U.S. Doltars! Ratio to Imports
{miliion dolars) {per cent)

1951 1952 1951 1852

Other 2,285 2,393 37 37
Egypt 281 230 42 38
Finland 52 52 8 7
Indonesia 420 285 582 30
Iran 157 160 63 9N
Israel 24 16 7 4
Japan 710% 920 36 45
Lebanon 41 502 30 35
Philippines 318 304 58 64
Spain 60 61 16 12
Syria 16 2571 12 17
Thailand 207 290 76 96

Internationat Agencies

IMF 2,854 2,880 — _—
EPL 68 226 — —_
BIS 283% 4426 — —
Total, incl. international agencies 19,427 20,433 33 36
Total, excl. international agencies 16,222 16,785 27 29

1 Data as of end of year.

2 Partly cstimated.

# Includes other than official and bank holdings.

1 Covers Costa Rica, Haiti, Honduras, Nicaragua, and Panama.

» Belgian official and bank holdings; Luxembourg includes ather than official and bank
holdings.

f Ingludes currancies other than dollars.

Sources: Holdings of L.S. doltars are from U.S. Treasury Department, Treasury Bufletin,
April 1952, May 1852, April 1953, and May 1953, For other sources used, see Tables 1
and 2.

be helpful to add a bricf consideration of some changes in the need for reserves during
the past few decades.

Reserve adequacy in 1928

Reserves in 1928 were adequate to support multilateral trade in the prosperous con-
ditions prevailing at the time. Tt is futile to consider whether they would have continued
to be adequate to support the newly established gold standard indefinitely through mild
ups and downs in business conditions in the absence of deep depression. The fact is
that the depression of the early thirties, spreading chiefly from the United States, but
also from other leading industrial countries, placed the reserves of many countries,
especially raw material countries, under great strain. At lhe same time, the loss of
confidence in the exchange rates of the currencies of the reserve h(ﬂding countries,
especially the United Kingdom (due in part to inadequacies in their reserves), caused
runs on these countries which induced them to contract theic own credits, and so
reduced the total amount of reserves available to other countries. A shortage of
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reserves was certainly not the principal cause of the depression of the thirties, but it
did contribute to the scope, intensity, and duration of the depression because of the
severe restrictions on trade and even because of the general deflationary policies that
were instituted to protect reserves.

Effect of the low level of world trade on reserve adequacy in 1938

The situation in 1938 was quite different. The amount of reserves then available
was doubtless adequate in the sense that a shortage of reserves was not the bottleneck
restraining an expansion of trade, and probably would not have become one even if
trade had expanded considerably. {Many countries.-e.g., Germany, Japan, and some
countries in castern Furope, as well as some raw material producing countries—
doubtless had inadequate reserves, but these countries were pursuing policies with
respect to the disposition of their real rescurces which would have quickly dissipated
some of their reserves even if somehow they had been made adequate.) It is probable
that reserves in 1938 would have been adequate even if the total amount of world trade
at that time had been at a volume corresponding to high level employment in, and the
pursuit of liberal trade policies by, all or most trading countries. The important point
is that the adequacy of 1938 reserves should be judged, not relative {o actual 1938
trade but relative to the total amount of trade which would have been carried on under
liberal trade policies and at a high level of employment. [t follows that the shrinkage in
the apparent adequacy of reserves relative to trade between 1928 and 1951 1s not nearly
so great as appears from the foregoing tables. This is true because the basis of com-
parison in one case is a volume of trade greatly shrunken by depression, and in the
other case it is a volume which, despite illiberal trade policies, was at a high level

Chunges in the volatility of world trade

As pointed out previously, one of the principal factors affecting the need for
reserves 15 the prospect of swings in the volume and prices of a country's imports
and exports. The possibility of a downward swing in the demand for a country’s
exports increases its need for reserves and makes any given reserve holding less
adequate.

There is some reason to believe that world trade is more volatile and the exports of
most countries more vulnerable to sharp downward swings now than was the case in
1938, Before the war, economic conditions in the United States were generally subject
to greater variation than those in most industrial countries. [f this tendency should
reappear in the postwar 