
ARTICLE IV

Exchange Arrangements

NOTIFICATION OF EXCHANGE ARRANGEMENTS UNDER
ARTICLE IV, SECTION 2

1. The procedure set forth in Section 2 of SM/78/81
[attached] for the initial notification within 30 days after the date
of the Second Amendment by each member of the exchange
arrangements it intends to apply is approved.

2. The procedures set forth in Section IV of SM/77/277
[attached] are approved, and members shall be guided by the
considerations in Section IV with respect to the prompt notifica-
tion of any changes in their exchange arrangements.

3. This decision shall be subject to review not later than one
year after its adoption.

Decision No. 5712-(78/4l)

March 23,1978

Attachments

Section 2 of SM/78/81

2. In accordance with these instructions a description of the
exchange arrangements, as understood by the Fund staff, of each
member country and nonmetropolitan territory, has been for-
warded to the authorities of the respective member countries for
comment and review. Copies of these descriptions and the covering
letters were forwarded to the Executive Directors. Replies now
being received from members indicate, in general, that the descrip-
tions of exchange arrangements provided by the staff seem to have
been of assistance in regard to their obligations under Section 2
of the amended Article IV. In light of this experience, it is pro-
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posed that the procedure, described as the "third approach" in
SM/77/277, for the initial notification of exchange arrangements
required by Article IV, Section 2 (a) of the Second Amendment
should be adopted. In implementing this procedure at the time of
the Second Amendment, the Fund would communicate with mem-
bers along the lines of the attachment to SM/77/277, which for
convenience is attached to the Supplement.

Section IV of SM/77/277

IV. Issues Connected with Subsequent- Notification

Once the procedures for initial notifications have been clarified,
only a few issues remain to be dealt with in respect of subsequent
notifications. One of these is the question of what would constitute
a change in an exchange arrangement requiring notification.
Clearly, any official action involving the adoption of a different
type of arrangement would require notification. Furthermore, in
cases where a member pegs its currency, it would be appropriate
to notify the Fund of all changes in the peg; this would include
not only every change in the central point around which a mem-
ber was maintaining margins, but also those involving a change
in the composition of a composite, other than one occurring from
a redistribution of currency weights on the basis of newly available
trade or payments data.

For members with flexible exchange arrangements, it is more
difficult to specify changes which will require notification to the
Fund. For members classified as fixing the rate according to a set
of indicators, it would seem an appropriate rule that they com-
municate to the Fund details of any discrete exchange rate changes
that are not consistent with the changes produced by the set of
indicators. It would also be expected, if the suggested approach
outlined earlier in this paper is accepted, that all members main-
taining flexible exchange arrangements b,° asked to notify the
Fund whenever the authorities have taken a significant decision
affecting such arrangements. This would involve, as a minimum,
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notification of such decisions whenever public policy statements
have been issued. In addition, in any instance in which the Man-
aging Director considered that a significant change had occurred
in a member's exchange policy (including intervention arrange-
ments ), and no notification has been received from that member,
he would consult with the member to request information on the
background to such developments. If considered appropriate, a for-
mal notification of the change would be sought from the member.

Members would be expected to inform the Fund of all actions
involving exchange taxes and subsidies. Indeed, under Article VIII,
Section 3, members will continue to be required to request prior
Fund approval of any multiple currency practices that may be
involved in such actions.

Upon receipt of notification of a change in exchange arrange-
ments from a member the staff would circulate it to the Executive
Board. If the Board wishes, it could continue to be the normal
practice that whenever a change is significant, its communication
to the Board would be followed promptly by a staff paper describ-
ing the context of the change in policy and giving the staff's
assessment.

SURVEILLANCE OVER EXCHANGE RATE POLICIES

1. The Executive Board has discussed the implementation of
Article IV of the proposed Second Amendment of the Articles of
Agreement and has approved the attached document entitled
"Surveillance over Exchange Rate Policies." The Fund shall act
in accordance with this document when the Second Amendment
becomes effective. In the period before that date the Fund shall
continue to conduct consultations in accordance with present pro-
cedures and decisions.

2. The Fund shall review the document entitled "Surveillance
over Exchange Rate Policies" at intervals of two years and at such
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other times as consideration of it is placed on the agenda of the
Executive Board.

Decision No. 5392-(77/63)

April 29,1977

Surveillance over Exchange Rate Policies

General Principles

Article IV, Section 3 (a) provides that "The Fund shall oversee
the international monetary system in order to ensure its effective
operation, and shall oversee the compliance of each member with
its obligations under Section 1 of this Article." Article IV, Sec-
tion 3 (b) provides that in order to fulfill its functions under 3 ( a ) ,
"the Fund shall exercise firm surveillance over the exchange rate
policies of members, and shall adopt specific principles for the
guidance of all members with respect to those policies." Article IV,
Section 3(£) also provides that "The principles adopted by the
Fund shall be consistent with cooperative arrangements by which
members maintain the value of their currencies in relation to the
value of the currency or currencies of other members, as well as
with other exchange arrangements of a member's choice consistent
with the purposes of the Fund and Section 1 of this Article. These
principles shall respect the domestic social and political policies
of members, and in applying these principles the Fund shall pay
due regard to the circumstances of members." In addition, Arti-
cle IV, Section 3 (b) requires that "Each member shall provide the
Fund with the information necessary for such surveillance, and,
when requested by the Fund, shall consult with it on the member's
exchange rate policies."

The principles and procedures set out below, which apply to all
members whatever their exchange arrangements and whatever
their balance of payments position, are adopted by the Fund in
order to perform its functions under Section 3 (b ) . They are not
necessarily comprehensive and are subject to reconsideration in
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the light of experience. They do not deal directly with the Fund's
responsibilities referred to in Section 3(#) , although it is recog-
nized that there is a close relationship between domestic and inter-
national economic policies. This relationship is emphasized in
Article IV which includes the following provision: "Recognizing
. . . that a principal objective [of the international monetary sys-
tem] is the continuing development of the orderly underlying
conditions that are necessary for financial and economic stability,
each member undertakes to collaborate with the Fund and other
members to assure orderly exchange arrangements and to promote
a stable system of exchange rates."

Principles for the Guidance of Members' Exchange Rate Policies

A. A member shall avoid manipulating exchange rates or the
international monetary system in order to prevent effective balance
of payments adjustment or to gain an unfair competitive advantage
over other members.

B. A member should intervene in the exchange market if nec-
essary to counter disorderly conditions which may be characterized
inter alia by disruptive short-term movements in the exchange
value of its currency.

C. Members should take into account in their intervention poli-
cies the interests of other members, including those of the coun-
tries in whose currencies they intervene.

Principles of Fund Surveillance over Exchange Rate Policies

1. The surveillance of exchange rate policies shall be adapted to
the needs of international adjustment as they develop. The func-
tioning of the international adjustment process shall be kept under
review by the Executive Board and Interim Committee and the
assessment of its operation shall be taken into account in the
implementation of the principles set forth below.
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2. In its surveillance of the observance by members of the prin-
ciples set forth above, the Fund shall consider the following devel-
opments as among those which might indicate the need for dis-
cussion with a member:

(i) protracted large-scale intervention in one direction in
the exchange market;

(ii) an unsustainable level of official or quasi-official bor-
rowing, or excessive and prolonged short-term official or quasi-
official lending, for balance of payments purposes;

(iii) (a) the introduction, substantial intensification, or pro-
longed maintenance, for balance of payments
purposes, of restrictions on, or incentives for,
current transactions or payments, or

(b) the introduction or substantial modification for
balance of payments purposes of restrictions on,
or incentives for, the inflow or outflow of capital;

(iv) the pursuit, for balance of payments purposes, of mone-
tary and other domestic financial policies that provide abnormal
encouragement or discouragement to capital flows; and

(v) behavior of the exchange rate that appears to be unre-
lated to underlying economic and financial conditions including
factors affecting competitiveness and long-term capital movements.

3. The Fund's appraisal of a member's exchange rate policies
shall be based on an evaluation of the developments in the mem-
ber's balance of payments against the background of its reserve
position and its external indebtedness. This appraisal shall be made
within the framework of a comprehensive analysis of the general
economic situation and economic policy strategy of the member,
and shall recognize that domestic as well as external policies can
contribute to timely adjustment of the balance of payments. The
appraisal shall take into account the extent to which the policies
of the member, including its exchange rate policies, serve the
objectives of the continuing development of the orderly underlying
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conditions that are necessary for financial stability, the promotion
of sustained sound economic growth, and reasonable levels of
employment.

Procedures for Surveillance

I. Each member shall notify the Fund in appropriate detail
within thirty days after the Second Amendment becomes effective
of the exchange arrangements it intends to apply in fulfillment of
its obligations under Article IV, Section 1. Each member shall also
notify the Fund promptly of any changes in its exchange arrange-
ments.

II. Members shall consult with the Fund regularly under
Article IV. The consultations under Article IV shall comprehend
the regular consultations under Articles VIII and XIV. In princi-
ple such consultations shall take place annually, and shall include
consideration of the observance by members of the principles set
forth above as well as of a member's obligations under Article IV,
Section 1. Not later than three months after the termination of
discussions between the member and the staff, the Executive Board
shall reach conclusions and thereby complete the consultation
under Article IV.

III. Broad developments in exchange rates will be reviewed
periodically by the Executive Board, inter alia in discussions of the
international adjustment process within the framework of the
World Economic Outlook. The Fund will continue to conduct
special consultations in preparing for these discussions.

IV. The Managing Director shall maintain close contact with
members in connection with their exchange arrangements and
exchange policies, and will be prepared to discuss on the initiative
of a member important changes that it contemplates in its ex-
change arrangements or its exchange rate policies.

V. If, in the interval between Article IV consultations, the
Managing Director, taking into account any views that may have
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been expressed by other members, considers that a member's
exchange rate policies may not be in accord with the exchange
rate principles, he shall raise the matter informally and confiden-
tially with the member, and shall conclude promptly whether there
is a question of the observance of the principles. If he concludes that
there is such a question, he shall initiate and conduct on a con-
fidential basis a discussion with the member under Article IV,
Section 3 (b) . As soon as possible after the completion of such a
discussion, and in any event not later than four months after its
initiation, the Managing Director shall report to the Executive
Board on the results of the discussion. If, however, the Managing
Director is satisfied that the principles are being observed, he shall
informally advise all Executive Directors, and the staff shall report
on the discussion in the context of the next Article IV consultation;
but the Managing Director shall not place the matter on the
agenda of the Executive Board unless the member requests that
this procedure be followed.

VI. The Executive Directors shall review annually the general
implementation of the Fund's surveillance over members' ex-
change rate policies.
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