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Preliminary Fr)ject of !7 "netary Lmw end of

kRculatit on of Interneti)n il Trrancfer

Introductory Report

Intriduction;

t. N!oed for Rt form:

Since the suspenssion Mf convertiil]ity of the currncy in the
year 1931, Costa Rica. has lived under aF. de facto monetary system, ;ithout
avy if the guarantecs provided by organic !net-ctcry legislrti ;-n.

Alth;ough some provisions of a minetzry rchreot'r includod
in the law )f 1936 reguintixf th, NYti rvil {1B~nk, t. est prr v:isins ere
excessively rigid ond ttLh)reticc1 ,nd, c!lse<Lucntly, hrvi: nrvor b'on put
into practica during the eight years Atich have olarsed sincc tihe cnfticon
If thst lonislatinn. lMuch m.ore imp rt.nt in prtcticc is the exchLnge
c ntr 1 1-gislati n. TMis logislatitnr. '~s , rh, d L 5 hstily under tho
pressure of enmrgcncs c nditi ns •,nd td-y cppcrrs extrr mcly deficient,
cnsidorinr the nrtrc f th. prrsent pr blom~; Lnd thie tcchnricques hich
hrve becomt Ptaw ladle wit th. v mluti Ln f mn drn r ,:n t ry, the Iry.

Furtherm)rr, tib exchrnge c)ntr:1l le Fi:jlti n stablisi-s. en exceedinrly
rigid systci, thc snirit of which is directly ps d tc th e'p lly
rinid mrrnxt, rv provisions of the tati)nrl ?,nk Lrw. 7Ic present exchange
c,Lntrol hss r1sln the disrdvorntogc < b, Jn, c mplntoely divorced fr ,m the
NMtital B~nek, rc( srdless -f the fact tt r mr,trry rnsp nsibility is
placed unpnl thu letter.

Fin-llc , it wi)uld be very difficult t; harmnl~ze thi £rragmrtnry
monctary pr)vIsi ns in existence as well rs the antiqueted exchrt're
contrxl i Jslstir -n .I it? thi principles rnd ideals v.ich inspire the
irctton W ods agraements Lnd with the intent sh wn by s" vtr. nrti )lTs tc
c1llobircte )n thrt basis in a determine d Eff rt t wtrd intmrnmt¶ Lneal
rt netary c, in:rati i tnd stnbiliztizi n.

P. .cG.'rrl Ro-",rks and Structure of the Pr jcct

ihe prcscnt ir jiet rtterts t iviw the c.)ntry a *Tdhrn "nd
realistic mntrr'ry system which will tkU: into accc urnt tLh c ntoimporry
developments in mitntt r> the ry red ftclniuris, th< needs 'id crract'rlstics
'f the nqti hln' ccI CC r, d tie li-t; '-s ndi onJrtmu tics <hich
will rcsult from the currr t cffrt t i-trnrti <nal rm-netry c .1] bn-ration
initiated rt 2r, tttn 7?)>ds.

71c first three c? ntcrs discuss thc three Vitctizns which
coin)mic th?. r i, assign t the r nLry s]' te ins o1 soid (conon:

1. it o rceo-unt 'r c '7 mro-sur, 2f vr lue:
2. c~n::s of pTymcnltI

. Unit f dif•errd r aymsnts i] st:rr f value.



TI-der n +rasditiorAil -olld s-tgnard ;,'styl, +Jeo; thr'e 01 raters

vould cover all eset ti a 1spects of the nonet:r': szstry of a con-try.

:e orealojnw of Pe .old -tpidard r d thh dclevlo-ment o" a no> body of

rFlaetam tsory >av. riven rise, in prattlp 'l 11 contri, to pild

t-ovisrior.ns which l iit the external conrers MtiLility of the curroncy.

nve tr led to iu n rr te in the n,)netary Iv. I tself those rovsiolns v. cO

in omctLice ha,'> co;eic to assume suic: a major i-portlnce in thi monetatr,
sv'stem. Ch'pter I' cefirne t:re basi4c sy stCm of ytrernll con-vrtibii tN
I.rd CNap' r V Iiscu'ses the qualificstti ons ;nd limritations which WD',

modify ±Jl] zysteo in periods of emterrncv.

Chaoter I. Ea Ttoreto rnit

cf ircrt choppti r coniders he rol, of' Oey ras an abstract

unit of coont 0? rmesure of vnluc. her lcw retains the colon I n tiw
Cr a &t 2) c ic moncti ry unitc end roffirrns th:o Drr cinole of

monctcry sov'rtigpntF of the country i> axc!lnc:ng, Iinder the proviSsinr

of Article 2, the use of an: o]e r unit in eonitrAct nid a ra;> ct ors,

with R f£ev, l- iia-nte and unavoidab!le oxcoti n> 5h r is* fro ti e

ste.rnati ,on.* rielt[ ns of t?, c in Lrv. It sel old ie no 'ed in rnasins

tst the nu]i< vf ill cluses lye . e vdt the rrovisoorS of

Artieli 2 dora rto ecosaarilx it'vna ileate t1 main contr rt ii it cnn IC

reasonras1 rol !r. rtt-v in terms of Lht, *n ti on,! myi>etrr: unit.

7hV secord c.i,;nir decls vith o ln- ot Is re Cbs t r'at uliit

of accolunt but Vs r c 'Icot V3 r tiPn' O n't i,. , in its Ho sibL]
aostect of rnotc4 >/d coris. Art'to : ri 1tins t'l xcy0;sive privi Ic c

of issue oi tim irat r' lo.p rtrwnt of the Ntional ~rln of r st- i a
withi roesp ct to c)oi1s Fr well as to nLtir, tnd i rof Žs to t'he bosic

loW of th.e etiorn 1 Pnk in ll 1- ttLcr, r' I ±n t to } 1 >1l roeu] hion

of note issue In of coinsee.

In 'ot coutric , th' ctt r.ori! s, t'.:s , m: terin I, Oczi .1ns

1 Ai'ms, s a ri ot0h r chFr c<t',ristins of nos tfr id Uol ns 're the rubji.ct of

moro or el·: Sr uY.:! r rfi tsi on, c'orsid-r-tio of ~"iC fi ilsV a lor

p-rt of thc ba[eic mooc tfi rv I w. Th i prarrti ict ri lrts r t tntion frtn

s::nti' 1 n t+ ir to thos of' s, conler' irnnrthrncv. Dio IssuinC InsLtituto

should ]r ite tel ricc scrr, fir,-dom to <'torsnv? all ths (tails--

whiic& effcle o tlie' th - reloic nor K;he o>l'v v' The of th{. issuc--

in accordenn wil4 t c} no Os of trh d rr. 1' ct b},F 4h ' reld of 'h

puNlic ifor vuriou- d rftin, hions nt ct oh I s in s. ti'i ri or r A
-t n 01j-i q X' okl CV) * ±i> Costn icn tos itior. r r q tf

r P + m''rouasr1, ef o
int -v lrtile r)n r is ~inI thn, ,, rr tJrs. 1-( v plth. l(,sn i11 )eFrort

wire tq -i s co! l , i il~tl ;rovition, ir o( Ken d6t'rnw ";fr C11lo

to i!rvc o. rr to r7sn c!ll lh.'r of' r r'r itaF at rtctur

I0 .. t m nll io 4

rev· ;) Dn of I e r 1',

-2-



Article 5 merely reaffirm, the lehal tender pover of the notes
ad ncolns issued by the Yonetary Deartmelnt in accor!anee wi1h 1rti clie 3.
trAz lc, 1 llmitatior on the ]e al ernder power of su idiar curry

las boe,: d&eynd sucrfluous since the dalng(E asinst vi fh suc}~ -roviiions

arc dircctd is someirhrt ililsory tnd hardly ever prKsents ItsOl1 in
cracti Ce.

Articies 6 and 7 establish, in a clear and pr,.cise form, the

oblifPtions of the 'onetary iDepotrent with rcferenc: to th+ int:r-
oxchingc of notes anrd coiins. I order more accuratel, to esttm'tO the
monntary i ssue actually outstendinr, Articlc; 8 wa tor zos the TIonmtary
Board to retire all notes cnd coins whic+ hkve beent in ci rcu latioi for
rore tasn a stated nu¶ber of vycrs, but t the sarir. timc it i-tov's

for the prott.ction of the hoildLrs bL the rgquirt'nt of two "-r;rritory
periods of six months Each in lnicch the old nots nd cirs cn to
exchingfd at par for ncw ones. Pinali. Article 9 c¢rmarks tor con-
tinent profits . cl rosnAt from tih txcb n to -f'r- coinerc.; note
orirting rnd i'cilacnment cots. ?heso cot r' , in cra ti:, t
higB and reK:ir lcquFttc rF sojrc's. ;rtlur] 9 proviu s those rr ources
in s vry lorict I t*rnnr r d m t <tlsa ,, lJ nit rtesh ti tc rpt tion
to usc the accou.i!i : pro'itr of the cxc' r o or ljul' fi , lrd
infl] tioalry purpost .

Cbspt otr ilI. ?~ Fold ri ti% of' +<:o Co]ion

The t.ird ch.ptr ftr .ts o" troT so a rit of dcfirrmd pay-
merts $n') s a sor' o wl;,. In r I t", t! o prob'in is ,!irc dy
resolved to r, Icr axtint o: the t t o ' ti. mc7 ft)f issue.,
vhic, is itpiicit in t'} Eyst em r- L ons of the
'on:ito try Dcptrtrmnt. ¢vurtltelss, ~ons o :h . ins, reju lrition

of the volinmc of tr, issue nrovidrad for in the ]tion~a ank Lw :jutlorizee
the .onets rv Dt :rrzetnt to issueJ >r c in · ym rnt of joeri xn exchn rge

e rerd oyb th:e Dlepwrtvert >nd, .s [ conzs!< . uc , th- ctulI rmount of

the iaisu is vwr ,'uch it fluvncbr by th 1 ve1 of etxchr ngc rrt s.

Artic3] 10 d&t(rmlner the Fold - rit, oi th, colr t ......

grrms of fin. gold. 'his rrticlc is suypl~ ntth by Articlc 11 whiolc
rot sonts tI. ne'.s t rpn nossib]ly most ifi)ortot t tas<ct of the

propo.cd ic isl tion.

The d termir At onaf thc gold q' r !' of tht. colAn in Arti'le
10 rputs rr nd to the dc fhrto moLr>],: rF r rm i -h ci; <};rcterizrd

'he monotfry, ori.:nizREr~ of tc contr sinc 1Ci r 'itutes for
it a lsic l!ri -loel intc<r, ' lh inh4nt rrnkti)rnr, 1
torootry ;< r r out]izod in thc r t od coc¢rrr.:cc

Tkcl] tfo ; !r, I to .krticlis, 10 nd 1], iitroducr a new
m¶n(tt r} r h drs ?und t y fro Hot! t i !:sic old.

st;r-drrr i n % s ri id ii r rtvt Ion rl nCe t} rou[t' n t r yprojee ts orn s tod
by Dr, in 1936.
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We are in agreement with Dr. Max's criticism aogainst any
artificial determination and maintenance rf exchence rates without
consideration of the factors which may influence internal prices and the
movements of the balance of payments. 0n the other hand, we diverge
from Dr. Max's system for the following reasons:

1. The system proposed by Dr. Mlax in his project of monetary
law of 936G is as rigid and inflexible as the gold stondard itself. it
does not give any discretion to the mo!,etsry authorities of the country
but mcrely seubstitutes for the autonatism of the gold stinrdard another
automatism which under certain circumstances will be found as inconvwniunt
and rigid es the former.

2, Dr. Max's system rflioS too naively on ahstrEict pric-
indices whosr concrete end practica! significance may he vury doubtful
insoffr as they mix up rnd veil the divergcnt movements of various groups
of prices whosI ircidunce upon the ocoioly may differ gre>tly . Por
Cam ple, we may wlt!Less s0lulteneousl> a rise in industriril uric s, which

most aifsct tihe ciu try's ivoorts, rnd a £P11 of Ipricu]torri prices--
especially coffee prifCfs--whic1 -Wost Sff ct its exports. TPese rmovements
will hivu o m" jsr impact upon tie blicC of31 paymenits and the mnonotrry
mnd economic Silttu tion of the country but viJ] be reflcted only in a
ver? ininerifct an> artificial rwnnvr JD ner.il pric index.

3. Price movanr nts and tsspci ly the fluctuations of the
internal pitrchaiei n powor of tih, currc. c, n inportsnt fctor, but
not tho only factor, to be ponzidcrd in t' dotrrminrtion of monerotary
policy. 01 iquA! r evcn ~reettr import!r.c> may [} fund, mental movements
in th b.lrnree of pryments rnd their im-ct u=n the nitional income.
Actually, rodcrn .onorrio th ory pr ys more lnd tore attention to thlsc
irtter factors and tends to comnliment ti e classicc narlysis of price
flucturtions; with En rnnlysis of incrl n ltictu)!tions. In countries 2s
dopcndent on the intcrr• tionsl 1coonmy as is Costa 7isr, n; tionel incomen
.nd mrlrt~ ry ohen mens, ere influenced t, rn joe d gree by the mvcments

of the balance of' poyments. 2Žese movemcts re, P iri ,vr' ) prly
reflected in r wi leral price ind-x. For K !nplo, ' r duction if coffe
exports, evni thoat}h du, to a pr ico doci 1, will h ve En inri nficarnt
influince on th1 iost of living or on the vŽhol.is"l' Drice ir.dex. Never-
the oss, it mWy c xst tute a veo, dict/r>Lh oh loront onthe m <Dey mr>kot
nd on the CcstI lsctn economy r ] i" : prwvideu amle justificr tion for

resdjistmint of tie cxa rrnl irit' t}, '(urrency.

4. Pin 1r , Dr. al's syste , t be h,rrorliz d with the
priesent intcrl, ti ': 1 [l'ns of mnctt ry il liz t in. ]i> rrtificItion
by Cost, Rict ol tPe Prattmn W'oids egret, ts ',,Md ,¢ Ire, r/tible vth
Dr. y vx's p',jcct ,; well r vi> t!o p reIt rtt r y;':tm of tie

country.

T rs e sthi sleshd in Articies ]C r 1] of th resn' it
law Iv)ids the s difliculties; it detrr e ii precise terras old prrity
of the cureno, $ but 't the s e tirh ]e I tle , ne t· ry ith rtis
impio povJrs to mr;dif[ that p'rity in c yrt I vlli specifierd asas.



The first casp refers r!rcinoialIy to the possible apnlicatioo n
of s-tio16 IV, section 7 of the erovisi on, of the Int'ynrtior I Monetary
Fun i.e., to udnform fro) ortionrte chans in t}~ par telies of the
currencies of all rre:lWers. fhesc chInrges ay he nade b7 thi undro, bt t
epch countr. "my prvlnt the spn]cation o' tiis dreciion wIi rcstoct
to its I lio clrrenc> hi, notif/ing tre !und of' its disapproval within
72 hours o!f t und's vction. It is desirSble, there!ore, to althorizo

th( ?tonetIrv card to concur or disagree vith tthe Fund's decision. ii is
is the fundonerttl purpose of Clause (5) of Article 11.

The soconi c!use of Article 11 also allows modificttion of
!he pari ty vi c such action is cotsidered indispensable in orde'r to
counteract the dawlfirn teffects of fluctuutiors of w:ajor saplitude--
let us say, 2$ or SC pr cant--in those prices, cor--uted in ol, vi ich
-ost cffcct the, icor.omy of the country. his crittrion reformrtl trs
Dr. 'Vx's theory in a moro fl xibl Snfi a nr rrt;ical rnannlr. It 1i"in rteS
the Trhitrary ind grtific!l rpu)ts of the rigid use of < /?nerl
pricc indc, by authorizin: rosdju stanirs of ti ctxchIr'inf rute in order
to stabilize tev ,e' ns of pryaIent snd the nalti onl irco', vl.chn the
country is coinfrontd, for :mx op !:,vi+ )r fluctu tions in coffee
mrices. TI> r, quirevcnt that th{ fluictua tions bc of mijor am iitude
*liminatcs the rr of co nsttnt or too irCquent r. ! itm t of
rxchrqn,, rates ndi nlccs the a'stom _vit5in tin geonrtl p1 iosophy of
the rettolo)dr wrr:mnts.

Fin lly, the II-st cr:sc-- nd noasieo> the most irnortrit one--
is t~-t of ]und.,..ntr! disqoilihrir in tih bI 1i1cO o0' f!bntf,

relyt d to cistcrit s c irtrir,', t1flad xt, ryul ;ri,>s nd costs
of production. Tre rsitor' dis'euilior,' o o >0 1 sti l 2'*o'rsr to

so fEr-recohin 'rid tisartin i ,measure s a rodiewic tion of monetary
purity. On th* other hinnd, cvsn if tht d]z ix ibrii- b; of at %rdI irentrl

nature, th mcdiSfic tion of monf tI r, pr tit oiulo c >(ithi r <nrotrlatc

nor, in manY CSs, U in rmedinr diseiij vi!eh do not
rri1s fro<, canrid ave not slrtady b'r rel ]ttd ir, /'s n riti s bfit':n
int~rnrl Irn] Ixtrn.,' I Frices. romn tihe nirj o vicv of itih b,-]nce

of p yirnls,, r<cedju-ti.rmnts in exeh!npgI r±trs, gen r.11-, sp(eoking, <re
equivrlont to nric re djistmcnts. DPlzoiiilibrir in t :e 1iancut of
ps-tt:'ts v;kich bctr no relation to disquillibriv in the int rrlntionrl

price systmr rE quirK: mo:sur.s cisitatble to th sPacitio carse at hrind

,id ccrnrot be eliminated b! nrtiods dil totC toward thE i tiwvy lCve]
of irternal nd xIt, rni p rbccs. i. corcirt' exr. mpl of this problem
would b iith sa i] va ich rii vhI>v 0 o1 iroCr stimutI d, in i
oxs;,errtId 4 rnncr, the or.onumption of iramortcd goods ,it out causing
nn 4ltt<rrni vs in~i pfrier. ll> IlN, it -'"s" bo observed tint b sic

sei ilri~ in the !cce of PfymcŽ s r. ] 1 ted to diso ritirs betv-oen
intutrnal <n e% <rrnl priccs nI costs of "roductior do ot rncc ss rily
cl] for e d•vi ]Dition of th' currzinc 's s corrcctiv . A 'iisuquilibriom
of vry rt c n occurre nce i<n ozf ndrt, r';t i] tud rioulci f orrected
b\ othir + ols of on int, rn' 1I ci' r' tor. Artce If i is re
optionm!, i i 11Dot tie o1]rar; p rtl o choont, in nf7 r>rcrote
cuse, t i ".'o r.LŽrsts of tct1or Inrs ho slect t',': C it c>tsid rs

most hbuf i l<1 and ilest rr ]'jic~l to t:re ntioirI arcnny.
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Anrtce1 ]2 impose tv, o di stinc t obli l tions on tbe Board. In
cnse theo iietton 'Aoods or other similar reree!icrts rr eoted, he
decisions of the Poard in the asttcr of exchangr rrte:; ,ill love to
car orm 'i! the irtrrna.tionn] ohliprtions assumed b y the countrr. The
very exordinf; of Article 11 incorporates izlto the Costa Rican 51$isiation
roe of fthe, b1 ic rrinciples of the Bretton Woods gtc rcment. ArtileI
12 eomplem:ir'.n tie preceding article and points out thgt modifications
in tie prrity of tho col1n wil have to he ma.de in conformity with
orocedqzrs snd otler ohli itFtions provided for in the intt rnqtion 1
!reernments ec·tetd by the coruntry. '. r over, theyv will Iave to be the

subject of a dctailed justifi-ytory r port v1ic0h will receiv wide
publicity in the country.

Modiiications of0 th, gold nrrity of th colon or of ofhclr
:u~rercites, or oo the legal exchln rttes of othv r currencicas riy
affect the y lulation of thl intrnatio.Rl rsrvs of thr. countr) in
t rms of' the ntionr1 currcncy, end tecrby, producc crotits or losses
in the ssots of tbe dMonetnry Departnmont and of the corrnwrc cI b rnks
(includidri the other d portmrntz of tihe Tationvl 91ank). lhis present;
t; roe mljor dlsgdvgntsge-st

]. The consid(ratior of s*ch twofits or loss t',rds undul~
to infliunoe th,. decisions c the Yonchtary Board with re spect to n tnges
In the rold parity of the col]n. Theseo nrofits or losses Ere of an
accountin, rather thiin of a rcl ?h. metr, sine th, armonunt of Fold
arnid foreign exch>no res*rves is not rii cttd in sany way vr a chlinga
in the plrity raths osf fold or !or i2n Qurricils iwit? r sncc t to tho
colon. Nevc, th;incss, the<: inj ?ct inttn thc Boerpd's decilions n
irrstional bi/rs in flvor of dcv. lusvtion, vhi ch vill !'inF proifits to
the Dcp' rtmrnt, ant ey& inst currenc> ,PTlrci[rti on, vwlicl will iVolwv)
losses. In mny n countrier considerntiJons of t!iin nburc lmue hoften
jitt,·rfrd with lt:hc tdoption of a sound rmonctry >lld exehln e noli cy
aimdad solely by the real interests of El cc xotoy. It constitutes S
purel artificial factor wvich works uniforar- ly4 tovcrd Fr stduel depre-
cietion of t:e cuirrency.

2. Up',n being t ntcred irto the be anncs of the hbnks, thc so
profits or losses then influenc ql1so internal lonrttnry rnd credit
rolicie>s. Profits or losss, primarily of :nn ccountingi nnture. thus
) ofml an slrbitrary fa)ctor oif xpansion or contraction, ruft rdless of

it} real needs of tihe nonc fnd crredit m/irkets.

3. !rticipntion of' 6v( trul xchange profits or losses
stimulates c c hi ve zp1rit orn thl ,;art of the bunks, conseru rnt

I 4nriv .4ouŽJd odmiltisir' ti on of crcdit.

1! ord-rr to curti ie dger, irtic 14 sterili s 1
profits or loses of tE is nature in i purely bookkio-ing rccount, i..,
tih old d bt of the Tr csury to the Monr tiry DiXprt mnnt. In this ,
th: i: :W assulrS t}C idroxiridlnc ,a rity of tO rno, txr-, (xeh n'
rid cr dit oli of the Yont! r, o 0 rrd, and urote:cts ti-t bN ike
r(n imst Am-» batlons riisky p uie l ticus n the conduct of t t>ir opcrrtions.
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The practiel applictior of the 'roaision in Articln 14
referring to the beaks could be mrnade ; follows. "hen molf iicaii1ns in
exchrne narities have taken plac, the Moretcry DJepsrtmnnt would
acquire the foreign exchsnte held by tc besnks !t the sgr- rNtcs at
which it hd been ouiirchasod erd would rosell this ayehange to the
saime banks at new rrtes restlJti E fronm thb -modifications in the legal

parity.

Chsoter II. The Exchsine Syst>Ž and the Externa l

Convertibi.ity of' te Currency

In a modern economy, foroira exehinr/le, topethor Ai th gold,
hos come to form an irtegret part of the intcrnctional raserveo of a
rountry. It should be avei]bble in times of t:.rwrrncyv for -urros's
of nntlonl 1 fntrest, and shoulid not bc dissipated i private sp ou-
letions. Article 15 of th0 oresrint lrv, vinte!i ns thb princinl.,

therefore, thi, 11 the internh.tionil rL otrves of th& country mnd all
transorctions in Cold or rorcign oxehrmogc should bo concrntrrted in the
M:onetary nepasrtmint of the tational Bcnk. iIoowver, this Ehould not

imply Pny nonoroly by the Fnrk in the exreution of' exchi ng~ oncrntions$.
On the contrury, the frc axecution of thcsQ on r tions by the cominurcial
banks re! iev s ttb Patloanr 1 Bnk of canrestion, 1,seins its risks, and

is uctter siiited to lo uitl rv orprof. rCno s of bankini tand com'teroc. In
order to recorcil thestc two objctivs, the limw authorizes thc banks

cuil lifind for this pItriose bp the lon.ct'ry Bocrd to carr\ out 11 &x-

ceranr ot re icos. Suet oe trtions, rowerir, wi Ii m d 11r oni] for the
recount of the l.on:t ry Dot!rtmnnt lad at the: buy}iv . 1Pi
r, t.s fixed by the. to.:;rtl-nt in accord nec *itl± th, pi; rnt h w.

Yoreovvr, tnu b Pnks must costmunic' tc d ily to !hc lie rtmrnt the dotu ils

of all oncrrtions eff.cted nd crtdit the rosceotive cxech n< ; 'rgins
to tihe -D vTrtrent, rctr inhr onl1 tthe coSm<iZs tns >cS r to ¢vur
legitimrtt exp n incs crd custo:r' r' rwoflits.

Cotnrcrci> b1 nks, in their cap, city g cnt:8 f th' - Nnctary

DCpertrrcnt, 'arc allo,:d to mn int~in f',r eIpn rCii- fundvs u" to a
rmxin*lm rd mount to b fixed le itI Porrd Aifth r inltion to tB{ir ieid-in
cpittl e.nd sur)lus. ie bhnrks wil 'dnilstor these funr>ds nrd will be
ellv.ed tD e 1l drtfts isginst tl T, bit t: 1iii1 rerain ie propesty

of the !oneftry < eprtmoat i- d ¥ sub!( ct t) th( rc>u 1 tions vhich the
Monuntry Foard mct dictrte in cco"rio wtf;L Cic r V Af the prosnat
iaw.

The ric fr thP ~netiry ! 3rd tln (ril t:-, functioning

of a freQ cxe-t2; n rc roket udr th, coiditi Jens si>tblJishod In 4 h+
followinr Vcht r c ns-itutas Pn z xc:ntto1, t- tP Y. nl <rincJplo
cxnl.ined a2t W¥ rnd is t½3sd )n the :;ire to liber>liz, :s rmuch rs

possibli ti ) o rtr l ste- n .w in force. It will perrit P, r-r
flytle Iand r{Iistic r?<lictin oo xcil ntr is thr r]v' ntrges
,f v4 - cih will ,pryr whnr. thi It rl 1rovJ1i<i)s ncrtsinuin f tI, it nre

c mrt' nted Iim.
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,.rticl el aI lloa, the 1onetsLrN D e -rtmtcndt to collet an eeI an:f
mfargin of I rerI crro otn efl c1 ,irF hate o z-r 1 of orci Pn exyJneD. ]7j i
rri-in is i! cotforrit%- with Arhicle IV, so;tion , of the retton oods
-treermed± o : >i]] fc litto t' e sol'Atioii of finddmentrl Trotlre in
the tone'tr> Irl;r)zition of tk1 eountrI: to tree tie, policy of th,:

ifvonetar; Dt v' " rot ann ,rofit crlsif ration. The ¢!Kcttrtocrnt should
be frer to oI 0o1 I p 0oli cy of i tnrraci on or CoxarPsion, i1ie?- k
in ftn nt± i n i L Y r su. Pit th4T -r n e c
dterivis it! o!l ] ai-r1ns fro,- t} intlrr t ui]fy its cr-di)

.(jtctIonstr I > rkeo. ,nrt y RtS Jrcrte.<-, t r:)it virr
suiffici :t[ o" cot , n{ O I C n E e a, :mch l cs ellov, 1r assurotior o&
'-I-, addC 4 ) ! c r a ti v,,u ] rsvlt 'r9i- a rolic-' of' r,'sor t onr
throur~h It *is'yci of tont: or ctrdib t'. In ord :r thrnt tieo
I ,: mr ) flv)v t ry) ntio- mro!r ry policy with th,e ' r
str:niit! Id ' iTd :d,!nce, % it wszt p e lro t ci mith nl soure $ o01
income %w! ih. IN < Kr r lnd or, o po{lio 2 t! r h r.ry AxT}r"i£on. 'TI>
s'nloae ,c'i o, oq , tit, iin :r the t r1,nl Irga rn is/tilov of tkh,>

trr II yr v. ti! limits roro' ! ireito do> Wodt' T hL v ri l
l o-oS:d i :. Arlticl 16 cnriOr:' to K is in ,!el bno I coros, s rd

Q,0ctn$siv it sJ]}. }rrowei !xr'}I>- re rke 'i t! t of CostA Pici.

I t!~oll] oI, nom rthr 1 C: s·ol)ucd bc i]Jintred to
s&irving tt , riosnc of nritinon v1A.f f>rye cli id s}ovi. >]d should
not ler> to ot'. iicd ',erry n t}4 ur{D1 off ri f it' h is.
Accordin&lo the orovisizn in Aytilr ]$ S <is i 1 ix¢}YF I tg n il
to -Ih etar, ,- 4rtmrnt, ncluoin is `i e t- cod:trciri / ! nks
in th' iJict (xiF int~-e' tr' o n ititn %' * ' '}]1 . in'A *]1,tte
)oerftio'Ls, ti( pl'r1?s i ill b 'sidl " >,;V,* n It f] ;+ ry
Piytrtment nd n 51 1 b .1 ofIaw o rt fi on-l I+ coarirsions a, C&: ry
+3 eovrr t}t. :it cp ..... <irth trvll trsxrvin o or litimc.i Ire ts.

jztl > lu o'ynrecstc tin ocnott, r yin [o olrt ''iy o! !± t~

colon in~ coorl Or'! [/ Witt !':L{ 1%1p, ;1 rr ; 'clAti'd nc. is
o<,ivrtriblilt] , i 1©'/vex, heold niot o4r!' t [nr{' ' }.t E ))I{]d
in, nu eso]> ' nd urllimited form wvtiu ?{ r1 iosl F trd '} ti-c ri'
o'n o't-srO'14miS1 V t}< in% V I rrK (}}tcFrr! ] L1I i'it, 'hl currfenc] T'.
oxv, ricnc of fir- > i n~ 1 rod r , It t i r-il pirnci of
cn-,i- rtibilitv nm% -lee'1ne rn' j! n.ry1o~ f'lr hfjmu} ,}r ctintri, s
fund nh'- 1e , I' 1- yit Itt Os int ] dc rC sl t to v1drn,

exc c sive, ( d r ot rtc o i n r bvIyc vT -fl ols.
]~ced wi Li. ,a]r- 'ne1 @1 ill ? ,i j<iC riI 0nunCtr> 5,

ill thie ,stt I tvj OC' it 1~ nly torrd'dlI c%-d unde r

EOII cr i c e hrr' cj r f int'er-

in-ic-1 , rl- nrI din .,r n i . rdo

rovnrtioti MI:, ' 4As'!CV- r4irDyrsI nd !11 kinds fbu f
u 1su-lly <', 1 fe ' ' cI-t r:j c n trol.
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Chepter V. 7Te Rejdlation ot Int',rnPn tonal lransfcrs

-he establishment of exchange control in the past decade gave
rise ini lnst aloil countries to abuses oa ¢vevo kind which pervrrted
its objectives, obstructed adjustments indispensable to the notionnl
economics, and 0rcotly a]ravfted the internotional crisis by poisoning
rconoric End politicl relations Pmang nstions. he rf:gulation of
irtternrtinr a tr nsters established in this chupter differs decidedly
in every respect from previous exchange control legislntiaon It limits
the controls, in pdrpose Ps well as.in spnlication, to what is strictly
indisrponsable for the success of sound monetary policy. It establishtsl
a highly flexible s'stcm4 edspted to the problins resulting Irom an
excessive tnd irnflationary incroess in foreiCn exchange as wcll s to
those which 'rise from s dongcrqjz saoirrity of the counnry's inter-
national resorvr . It elinuintes, is much as possibls, oiscriniratory
mneasures hcamfu! to the intornational trrdc rnd foreign rolctions of
the country rid it rxplicitly subordinates P1! controls to the obllga-tions
origins from treaties or intcrnntional arc.cmn .ts iccepted by th,
country. iTc introduction of' v fret nd tr. 'xuctiov mtrkrt libtrc izos,
in a iundrminntrl menner, the nczinistrrtion of the controls nd !gu' rds
P<a,,ins t the coml1cexi ty nd :rbitrrrincss A,:irh oi' ,rccUriz¢ trtdition;l
cxcherngc control. Finall?, the low itself eont, ias some, :er-cptory and
precise provisions to ns.urc the country atPinst the usc or nermhncncy
of excharno rrstrictions rot rciuirad by c dinserous lIievl of the
country's monctcry resrv(cs.

Section I, Puros6 r.ndj AdMnistraction

krticles 20 to 22 correspond to the 3dcf-s just cIxp] ined.
They indic te the Mnds wLich cn 'nd thmc whicl oennot be served by
the nrovisions of tih rresr nt clntetr.

Of seci 1 inmportrnce is Article 21, clause (a), ihich prohibits
the usc of exch ngr control "as prrnmrnnt mecns to ,void brsic economic
resdjuistments clld for by 1 sting ci, ngCS in the corpfr tivre lvels
of prices rnd costs of production in the country Pnd abrord". This
prohibition s-rrins from s realistic cv; luantion of vAnrt en and of
what cennot be expected from oxchsnge col+rol easures. We must not
for ~ot thrt these measureos hIve no corrective action. They sirpl,
rI low the monetrry authorities to nostrono irndisp, nsblE rsdjustmcnts
in th reconomy, ,nd imv tfus pDrpctu to the basic discqulihrit of
which excihnge diPfficulties rr.~ remrcly sfymptom. If thi controls

sasume such r nerrmnent c}:rrctr;r, thity imnose increosi'ntly d nwring
oni intolerablc sacrifticcs or the coqnoy. ?TDrvor/rr controls can
restrict, for heya7 l, indisn nsr'l; but dc 0rrrb1. i-torts. Pcrmrncnt

controls rtn'o do ti-ts ard, 5n ordcir to b; iifficiertiy offecti(t,
they must raddu:Ily :cx'nd toward rttrctionrs that will Cffet not
on3 lyxurirs, but I'so tle blsic uozsucnni-on mf th4- uoti ul lion cnd
the imnortsotion of products ini for ts dovv,lopm nt of the

a ooinomy.



*10-

Fundamentol and l1stinS d iqOquilhibri in tbhe balonde of
pamyrnts cannot, thereiore, b& sclved by mra) s of exchnvwe 0ontrol.
£he~ def ir.itei re:,lire other suitable mori sures oF readjusatmn h, one
of wbinh m ghI be a modifieation in moh 'ry pait in o f omirty with
Article 11.

Lrticle 22 subordinates the applicntion and ad'ninistr-tion
of owxch n. r rec3l1otions to thce iutetnetiontal tr>etics and wr.r ( merlcs
of' tir colnolr. Ppon joininp tht IntornV~iontl 1Moutitry Fole, comr
of the rnasllr, s of th]is bh.ottr will, on, the initial trrntition ryriod
hcs assoed, b, slijct to the Fund's .pprov-l. On tAe other hanrd, tho
pon-r8 structure of this choptr end th.e :u'rtfitesE Inc1ided a i1,ist
,buiises of the control -lrctdy inteogrtc thc prcsent la with thew spirit

of tihe sr-,tton WKlods ronltrry rfrcemnnts.

ArLiec]i 23 is X diroct end lonjcl consoiufrnce oi irticle W.
Sincr Li: r,] I ~dioV of' irt'rnrtionr1 trr nsfers has n o]xc V, l1vy
mont'r> npr.,so, iLs en al adniristrrtion should be entrustd to
the Yconct, ry E ard, which is thc orgini zation ch'r vd .itil tie noMftrrv
oolicy of the country end the one most coupetenn: for tdX 4tin the
oromreta- reh .1+ionn of thc nresnt awe tr, tP e 3hzid needs of ht.t

policy.

Scc.ti± n 2. St ti stiiml C1 ntral of Exch>.irg Trns, ctions

aind Cuonc;triv±tiri of the Intirn' Liun, 1 r i r , 1r-vv ' of the C ourtry

trticl, s 24 t , 27 hv-I the r; t], :urn's& of octr tlishin,
p(rmrnent, but u'r.~ly str isti cf, emhv tl par urch so. n'n s' •s 'f

f reich c-vchrr'U. lTe in Ur cti-tn boiLao] ' i ill zkve 'z -ibln th.
rvintet ronE of currr'.t <stij, tus on thc it rice of psymvt ts--inf orqr ation

vdhirc is indipcŽ c-blo ,r uh6 rui e o I net r[ n, lin'--inA will
fcclhitrt.. tft ],rdu]ot Cd im ti'.;l: tiAon, un redd, of
,r effective control ' trancactions.

Artci ics 28 r d 20 llborrlpizt. t!P , xch? eohrfl sy!-tcn,

now in force ui: h rcrnct b )t t;o depn: ir 1, f-xvion currency ,ni to
1the mbli Lry srl'; ti the Ir..t ry J, t r § f orp. 1 r xIf nn~
Drocc-ds ,ri;ring fr - eox') r;t. 11h, y rA:l t:itic fr urrccosso ri]y ri xid
1'iignti ins f!i· ,l1 rcei ',hich r"Y- ! drptCod Lh all tir"s tf the

c ,dlitirns of th,. r Iy ,rektt.

1, ixets ry" P it rd hof thie. 0 *r 4i thrr to 'r hibit or to
futharrz½, tbr hldinp of dcplitsiv i I , V xcari": bt individu' is;
in *r",!tinv !i.s IiMt riz! , ti th ry rId m,, tubjr,'t it t
c nditi'n. 'v i.: v vid poss1iO i rervreusti ,fu; fijyri us , t rci.try
stqbilit' . It , for .rl, rcscir f rirht e th otcry
Dcnnrtmtrt in ,m rc:> no;, e t, b the tay. 1ii'n xch'nrr, deoirsits st
the rot. .f I 'Or.: Ic, t~fl- l ri'. Int y I$s , if 1: f jr<'i ,r yolh:t re
iS u ti iz I by i str, ?- ryvr'+ ;'1 the sM,r e-ea:

7.-r*inrI X: its ¢ n .?cl±' a' of[tr (! ' r, m c.41 r ' d"te in rthr
½tr' r%':/ I :t! ',m, t¶p
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Article 2E introduces the ssme flexibility with rearri to
'oreir. cxchenre vrboeeds of exoorts or of othevr intcrnationa] trans-

sctiorls. The ?oard may require tie sale of thm ioreifn exchuine to

the Monetary Department, but it may elso authorize thte oerration of a

free cychange market. This power of tht Board per-Its it to limnit

control, ,cztsures to whatever is nuccssary rnd practicable. In periods

when there is an ebundance of foreii;n oxchb nge, free markrt oreietions

can be epsonded without inconvenincoi Pnd, on the contrary, with con-
sidorpbic edvvrntrag. On the othhr hend, ~von in tires of scrrcity of

foreign oxcl nLe, e free m-rket hrs proved to thr ~n. osccpc vylye of
incelcuiitbl, vr ],, in tic exeriencr. of o-her countri s, for thu
ffccctiv capplictti n of meotsures of control. It nermits t1h, rcductidn

to a minir4mr of iiluia] but uncontrollble b v sions which demorr]ize
honest businessmon ond pitce n rrcmium on frnud.

lTher would enter into th free mrlct tlt forriFn erchlngr
whose control is riot worth tle troibl, or is nmrctic' b] or, i a

period of abundincc, is rot nTcossr. r. r.oror , ths L:o'rd is permitted
to establish wr lustions or p rentru~' (vhi rilfht bh eil for o'rt• in
kinds of foreign ixcliny pro-corbs, such ss -:ons rrisint from tourist
or other tr ns< ct ton2 unico0ltrol blt; in prxctico) which limit tŽ"
oblirgtion of eil rini: the foriesn exchengo to the Degi rtmlnt. ', e systr'm

of vw lutions will iV. usod, in prlfcroneo to ncrcentrp ;, for exports of
mn;rchl ndisoe or nroduct6 whoas rer'l ll irng price c'nnot b, cxactly

vrified, as in the cese of the, oprytions of the romrnrr{ Pant ner,.

'p', for -ign cxchfnf, thus suno!lind to the free market would be
sold to those buy rs who do not hCvK F. z e!l >itkier to the oftici<l

mnrrket or to thi, Fction ,rlret. It would be used for purposs not

recognized in those mrrkctsr, !ueh is dividxrnd or smortz.tion r.l itttnoies
naovi coortrin limits, o pitfl 'xports in prrtods of forcivn oxoh nju

sorcitry, trines :iroqd of purt ly luxury ohnr'cter, etc. Such !m esetp(
valve reliecvs congortion of dnrmnd for oxch~n e onr thP ottr ,-rkets

end rratly si-i lities th pr? ctic 1 furcti si-nrC of exchrnt< refultions,
whiin t th, nut tirm it restricts thesl, oprrtti.ons, but in a loss
rigid mrei rer, blo mins of teo poni lt, of rn ei.vi tion of tih oh xchLeJge

If it is dhmed ncrrssyr, th occr tions of th frei mnrket

fould be coLtrrlld still fur tr b a rin only ofpr, 'ionr throurh

rychrn[n clrtifiotes tiihrt culd b dac! r, ir] v lid ii t%?y ;re nut
used within a. spfci1ficd ried. Thi s nt %s bern, ur,*d in Colombia
with somt success, buit it hirrs ±wis tt enir.n )f d ' iudinr a

control, ill so* o es urp ssible, i 1 h s1 . cf f' <r' i gr <xc>, nl(.

Article 50 imrnoaso on c<us mi ndC s:t ] ritl Wrtites the

obligatiocn f' c p r. ting Ut! tiL Echi r D, iivisi n jr ordr t, nsur,
Cxnct oblsrver, . ri t~ livw.
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Section 3. Anti-inrliptonrry Controls

Tie traditionsl cyangne cotro- Y, 4 sictions are rmervnncy
lepis]etiont conrocived in neriod& of extre,, soaroit~ of forein eychinqe.
D!i:y ore ill-od6jtte to the hcxtnging nerds of rmonetry addlnistration
but, on the contrary, tsnd to mrinLain, morte or less Tnrmnrlrt]3
rLstric Li oiins +- tre entirely solf-dcfc+tini oncs the transitory diffl-
cultics a¾ice Egoo rise to th, conlrols rn-c surmountcd.

'/ , provisions of this section pertain n-t to scrrcity of
foreign cxclhniC but to th, oprosito condition of oycctsivc mnd in-
flstionc ry inflows of foreign hcengn, th,; imnort-nce of whic? has
bhen rowvcslad in rrcant' }ears in ll] L],tin tnricyn countries. lnlimited
corvrtiiii ty ofi foreign txchange into nrtionel 1 curr ncy ea. 7' odiuc.,

nd h-s in nrectic¢ roducld, inftltionFry movcac!rs C- di ,] rous for
thb econo'7; of thK country as th:; dJflttionr ry monctsry vrcssure:s which
h-w ry ultld t oth-r timcs from the iunlirmitd cornv rtibility of nutional
crtsncey into jorr i;r currency. RwrthoL!su, in conformity vith IArticlc
21, clerust (-), control mcsturt-s art cxcludd A4 inFdoqul te when the

country hrLos to cor wxith fundinoental and ]astin. discquilibri> ri i.ted
to disp ritieo bho ttecn intern, I .nd -xternl nrices aM vosts of
production. In tihes c sas, tla retdjustrnent of the bell nec of psyrmnnts
should 'be !oudi]t cith. r Hxrou't interhnl exp:'nsion or trough .
rcvn;luYaio' of the currenoI, in accordnnoe w:ith /rticle 11, c!usq (b),
of the Ir: nt law.

".o ,:orfares enttrctr t in Pztiolo 32 suggest vrrious methods

of dCfinse !pimint (!hszquilibr oirigin n in tr rsi-rv fl uctunti'sns
in the talent's oc -m'rnnt%.T r ~ost rqlelrl nd nmost difficult to aoply
cre found in the lrst tro vl-us;s, ( a) r! (B).

1us (g) 11 ows the ':' rd to or, the selles of orin
oxohrnge to ncc-nt or tial pr-m, nt of' tfiir 6rrcts in th- form of

registered c.ir ifie'cte, vich w)uld. striiii psrrt of the -;xe n- t h i n'1o;

during thL. perind of rt. -rnwncy. Isrge st linse in th'. H : rr>e of
pynm nt; ill r fle t, in F rnlrrl, very fvorr(ible situetion Ior

exporters rtd rrr ry profits thtt ivuld l] o thr"m t± su ?ort
this firo- d inv. stnurt. i], nortion of' t-. drrvts to 'E Olid in
certificrtcs will b nost l]i2Y d by tf, iony Pry nrord rftcr nsidtr' i r
of the Ois/rptis rcr cfcity, of ti vcr, wri prtl'ps iffct Cd. Idcr'lly,
it would bn prcfrabli t fO 'i- to purch s0. cCrt ificoaes

directly tV il~t lvcl f the xtxrt rcn.r: or t rits nf lh- -,]lers of
fr'-icn ,chrn r, out thie nrcly,:t st'te ti risc]l st4tLstjcs :rvcludes
this nruechnurc. ;Ie > w'rd, r,v-;rth,-lhss, :ill be funded b> -- rr ,ra
orite'ri, ~rtv.1 taill irrntirtnt ito rosult, ns flr f$ i

I! ,rd r t> rt-Hu e t, the rnst > 3dispenscbll, m5 iiAmun the
c ~p'rls r, r-:v·ct tf 5 vc'r',rn in ctrtifi¢tes, Lhe Foerd maY cuthL-rizo
the ztubsti-rut5 n fotLher Cqeiv' lent inve-stmrnts vtich ulMdl equ1I y

sterili?4 th ir x nsv imri, oit f- thi f rtnigin chrne inI, w.
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Clause (h) vwould be applied only in extreme cases of dis-
eqiilibriu im and could, at tirmes, oonstitute the !irst step tTvverd a

,neral.1 r-valuition of the currency. in con!ornmty wit: Articl 11.
It aou]d direct part of ther foreign exchLpn{e tovward the fr'e otrket --
whose rajes in this csr, would co lowert then the oFfiebti retcs. The

amount so dir:ct d would b, dctcrmired or. thE surn basis as in the
pm cud ing clense. In reality, thL cmrroncy would alrir3: !dh, boon
rL.vo uied ut:efmrticr I ly by tih f <rc fih of suiily nd cc rmcnd if th e
?vnk Lad not arbi raril- interi:red in thbc trrket to prrv'nt a
reduction of c;c!± !r r tes. Claust (h) pLFrmi ts tho suthoriti4 to
condhne thi2 nrotrctiJon to the Foroign cxokanje acquisiti ns voich
correspond to a nornal s i tuation. ih. oxcsas midit be ri nttinctd in
foreign exchsngr, or corv.;rtAd into colories ohnl> t rates ostablished
tlhrough the fro: in.y of the vrkct,

iesaides th, mfthods smici£ ed in Article 32, thi 5fwnk hos at
its disposal tlt oth>r, d n or, tra dition*l, vr pons ofi controi rosulting

from its orariE;c c~ rtar. host? v:epont should tbo usid prm f rably to,
or in corjlnction with, those of tho prcsent grticle. Fi crl poi icy can
rlse pDIy [ role, p rhrns r ]r~d ig or,,, in th: stAbilizn+ion of thi
currency awifnst the shoocs r iltini4 jro; tho d<s qul libria fortin{
the subjct of th½ orosent s.ction of the luvs. rlh. ';uiCbci!s Of 'onctvry

polir, will d<- ,nd on ti} coord ina tion of i11 thcse instrw<? nts of
action in thi best Jntcst of the roction: i conoa,/.

An ativr ol et of monctrrv stfbi )izcti on on thi prrt of
tlr Brnk involves sacriflc(gs rnd exorensos thi>t could not be !orn, within

tihe erofnt rnZl, r of the ratlion<l [.'Lnk. h.ese aosts cIuld bP r duc-d
bN the cxercils o0 t'IL !oer, -rr'ntrd in Articlec 4, whi ch, by ivking
the purchase of' tU/ bond>, c rtl tic>t's, end dtnosits reforr d to in
Article $2 more ttr.ctivn, would p rmit te B:ru to issuc thim. witi
r':letiv]/ lo, intr r st rteLs. The use of this procoduro, :owevrr,
cntni ls striaous d1 &:v ntC]s thiat nmay militi te tr inst its doptiorn
rd, in any caso, would not ntirply clmina the exoenses contemtp!td.

Article 33 provides ao 1 !i 1 solution of the fin.ncill problrm of th,
stilization volicy rni : thc ssmc time ¢rvoid th> cr- 'tion of t

fisc> int r st in thb . intinm ne of controls unn'ecs scry und ½urdr:neom,
for the eeoromy.

Section 4. Atil- tinrr Controls

Sotion 4 of thbv praiseit chst. r . $id)rs !. ituaiption
dircotl- onponsitt tj the )nc dis.cuvssedr i: S rLion : io - r : sc rcity
of r scr,"s or eo, ssivJ o{RtfoAr of rriri rxoh n}, , olO. r suilt
fromr tbnrs ] rnd trLristorp tisequo lilrit 1 L the b1 .1 ne of p .Yments.

It enumer, t.s Somd &ttr ,r~ !i mrt]' ¾ > < c6 II rvs rLD Dr rvid*'Ad fo r in

the nrgnic 1I f the Nrtl. mn 1 nk.

Articl>; 36 is t Ill to Art:ic S2 and rtn s nre,

oxpl nat,or> c r tts.
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Article 39 fu, rertees the offec ive rpr ,io tiot. of the leRal
selling rates of Joroirn , lc?!ngo to nil opnretions essantial to the
maintainace of tht basic stanidard of living of the populntion Pnn to
thu duvelo:,r.ent of production. It ertlnds th s,' mc gunretteq to
cort-&ctual naI nts abroad iwhich result ifrom obligationrs incurrd with
ti, tpvonvwl ofI the !onet'ry o~rd, and to oQiler capitnl tren< %rs up
to rr sonaolh ncrn' ss, suf ici, 'nt ond i disnrnat L or p tr ot ng
dosirralc for:]rn investments. In tU a xtreve hy.oothosiss, in which
th, %onrd would i uthorizo only the trrnsfers igulrntied by Arti r 37,
106 ?or c(nt of th{ cpnit!l origli n 1nvw O:d cf!d bt vit] drtrvn in
10 yarrs. Additional tr nsfcrs moreover could bd m'!' throu[,h the
freeo markot. iEoryticll1 , it vou]di b more logic 1 to eli>rr nteo
official rmtes for s]l trrnsfers of proiits, inter st, no dlvid uds, mnd
to li-it th; rtetlt of the iutr",%nte', only vitl! rn sict to ortlzotition
trr nsfrs. In practice, 1however, it would bit very difficilt fob the
Poard to dizcriminrto reolisticlly 1 :tty r s rvciing nd mortizartion,

nd rn imperf-ct control vou1 ?irvor I th, pr.s:itt lO, uhdri. rvors
to cvoid: frrud Erdi ev'sions of tc lw;.

7T, !uctio: k, kc t St h l]kt. in Art< ct 39 has two
ohjectiv s::

1. To tliitc rs' ?or , rt of tib comnir itiis' n4 r.d
trpc vwhich oh, r cerizs triditiom I erh ILO control proceidures, tit th
s/iC time uvoidinpi thb rdminlstr tija, rlitr rincss, thU fivoritisrn.
,nd th) complalintra, uhthor justific; or not, of businessminn 'r inst
discrimil tion cno pnrtii lit 2 in tl, !r rnti n of rxcih ngO permits.

2. To recrptur for rprotses of en rt l int r st, tht uxtri -
ordinary ond Prtificil profits th t xe7!ihring control prnts to t!'
,iodl(c'n who obtFin foreirn xcbhrnge. Th> scrcity of imports vhich
r sulks from tlc r-ti4 onin of loroir ixh* rnm- it0 nds to rrise Orics
uItomatfictllv, rcfrless of tht exchtnpe rit, N aid by th irport r.

Grints of fore gn exchsng; rt tbe of!ici 1 r tea, toatthsr witlh th<
r atrioli on mf iropr ts, hrvo in Uh nast uppliod l:usiner smen with
abnorrm 1 rnd ctirel' unjustiiled prof3 ts. It is dI l !I ti ko .uor, rize
the contral in a w hy v, hjl rvoittls te uso r 'nfl these ;rrr tic re suits
i st tt interv, ationism. In;'s!:ch r 1' t:rl c nrtrnl of int. rtol

tricc vrould bo lnnrL icticl r i I r blc t, crIcIrtr t tl]i
clntrol on cssntili m rch-WrB i:t; :dic k! 'y t!e tt'nilfiiy I Ixch!nget
gitr' nttad by tbh of'iniI r,-k:i ,' t, ) nc Vt th i: v ttle incrre so
in prioc.s f othor *erchrisr, rI c, tur!, ,,;I wev rr, !i .indf 11
profits "or ipurpesos If c 7: I I Y h inor Is n u r
r, t,,s.

krticl 40 pr.t t ters to c+ti n r rk, t i [st nrnitrrry
rn nIoul ti tn by tI B hk. l ']rci c , I i f'i ir :c n> currintly
-cquirId b' t t inI s] l Is I s , lId 00rr ntly, i t, r on r c
ifficifl ti rhot ir In toe uctimn prket, t±us srIring t}-t offrctiv
pt y If sUI ply &nd dn rl . VIlrr exccvti: ns to this prin il.: r
zdmit t d, h }'^evr:
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1. In order to normelize the mnrket during the course of the
year and to avoid the erratic fluctuetions in quotations which would be
associated with normal seasonal movements in purcbr ses and sales of
exchange;

2. In order to permit s rational utilization of the proceeds
of foreign loans;

3. In order to reconstitute an adequlte level of reserves in
casn the Retulation Tund hVs reached abnormally low levels.

Irticle 41 allows the Botrd to distributo the foreign exchange
of the auction markct aiong sevoral catcgorics -- say 3 or 4 -- with the
oxclusivo nurpose of equilibrsting the distribution of exchanro permits
in accordance with tihe basic needs of the economy. In ord r to Cvoid a
monopoly of foreign exchange by & few stronK_ buyers, the Boerd is iso
?ermitted to limit the exirmum amount that may b6 obtsinod by cry oUe
pecrson or entity. %]is would be done by cstablishiing rcximurn individual
guotvs proportiontte to the va¢ue of normal purches;s. ir ]ormtWr y*,rs.

Articles 42 Prn 45 i}v o asf t! ir object n arrly autorwtic
elimination of th' controls rs noon cs the mone[cry siturtion permits.
TheY protect th· colintry vpgrinst unnecess ry rtestrictions ,nd constitute
a pr ctioc 1ffir-ation of the will to col lqbor-t, in theJ int rnetiondl
pleans for mon'try st'bilizoation and the 1ihertliz tion of trn,1F. To
this end, Articl, 42 establishes precis critcri! vhh lMvch no room
for nrbitrary or birsed inrt rprrtrtion. irticl s 43 raid 41 do not in
rerlity constitzto nyxc<:ptions to this a sysb m but i dL; it to incluctable
exi[,nciis oriAin't 4 ng in r possiblb br :v'don of tc oxocr nige mr rket
into isol ted comnrurtrumnts vs ru.oIt of th: pr vious otion of other
countries. Jrticlo 44 is inscired directly by Ar cl VII, Sction 3,
of the lrt>tton acods sgroemonts.

Section 5. Control o# Croitt 1 iiovernnts

In spite of the tensivu cyosition required hy Articles 3l
to 45 of the pr sent law, Sctions 3 and conrstitutc r rtrime of cx-
ception whose nonrmrl durati-on } culcl be virry brief. In the msjority
of cps· s, th!, r striohive provisions, of soction 4 tspcci, ily, could
be voidod wit,: rll prorv ty b2 tim:orr, hrrowing rotd or by
recourse to the Internr I onil 1'(onot ry F und, ance thit insti tution is
functioning.

TLh only restrictions of , possibly pn rmrnert chrecter
cstrblished by this 1i· ire those of rticle 46, rsferrin to c'pitsl
movc Tcnts. if theso movte lto totrlJ ~eov l the control of tii
mpnot ry euthorities, they my I ssume C s, '>?itud th t twosld di:fy any
ralicy of rm'ncltry st lility, intorrcl to ,,,ll &s cxtr!,l. T*is is
precisely whrt hrnpnedo in the ICrs 1524-32 in the mrjority of Li:tin
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American countries. It would be very diffiQult to sustain the thesis
that these rovwments corstitute -n autometic fsctor of eaejustmnent in
the international equilibrium of every country, althou:h this thesis has
been defended at times by the most extreme thieories of' the classical
doctrine of tio Aold standard. Actually, an intense economic crisis
would be Fencrally acconpanied by movements of crpitel rcortriation from
do'tor to creditor countries. These maov-vnnts check the deflationary
pressures in the letter countries but acccntuate them in the forwer.
On the other harnd, ir times of prospcrity, ctn~ital movemerts in rn
inverso s5c1nso Efravyte the inflationary problem of debtor countries
end mitigate in in the crrditor countries. In both casts, tl~rrofore.
large uncontroll,d cupitrl movements c¢n bring additionql disordcr,
rather then yutornctic readjustment, to the very week economies o4' the
debtor countries.

The controls laid down by Article 46 are, for the rost pert,
indispenseblo to the success of a sound monetary polil and iru perfectly
intusrated with the Brctton Voods augreeonts (see Article V, Section 3,
of the agr ctonts). eovertheless, to void rigid controls, incprlicSblo
in nrectico, Article 47 provides rn escxpe wv lv for any tr nsfetr not
buthorizrd by the Monot ry Bolrd. "Thses trrxnsfers could be ¢ff ctwd in
the free mlrket, tithout the BTnk's guscrntee in rersrd to thi exchbnce
rntes st wt!ch conversions will be mde from foreign exchnge to colo:/es
or vice verse.

Section 6, P, r iltics

Sea the report of tie ', nk's Couins.l.

Chrptf!r VI. Grvtnrl Provisions

No cormnhfnt flc Frs! ry.

ChiLptcr VII. Tr nsi tory Provi ions

Arttole C simpliffis the l!nr!thy officir 1 desi-nation of the
"Board of Directors of the Issue Dortmcnt" by sfubrtit+tinr te nrme of
"Uonhotary iFrd". The other ih rye f ro'' "Issue D? ortmtcnt" to "'onntrry
Depa'rtment" introduccs r or< cx ct rn c )rrC ct t-rminol Fy. 7.' power
of issue is only on r sect of t}i gjr>n rt! t sk of r.nct; ry direction
ntru, stcd t) thl ,on-vt ry Dinertuant, -m. qso inciudos, for xmple,

the ndministrr ti metf mmnletLr r svrves nd th' multipl o1 ccc *tions of'
mnetrir s L riliz' tion Ind teL1Ji3'ti 'in i tift)uctd in the present 1 l,.

Conl u s ion

7e orcrsont law returns the cauntry to monet'ry norm lity, in
accordrnce fit} > mod rr rnd i1 xihl1 sl stum o£f mi)notry rd"< niztrttion,
adrpted t,) its nm nemeds nrd to th, rnev; isterrttion cl circutsirces
reflected in th! I ritton t,tods cnf:tr nce tnd t vich irec hopne or the
cstclishmvnt in tŽ±& ncr futur. ff n intcrr s tionvl nm Fry stir ird.



The nmv law liberalizes, at the same tite, the rntiquated
exch'nge control letislation, and adepts it to the permanent >oods of
rmoretsry policy.

Finally, it provides the Monetary Derartmcnt with new weons
of monetary administration, the lack of which hRs been mcde abundsntly
clear durinz thq wartimo crisis and the usr of which will be required,
parhaps evenr, more urgertly, in the course of postwar reedjustments.
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Chepter I. The Monet=ry Unit

Article 1.-

Article 2.-

?Le monetary unit of Costo Rica is the oolon. The color; is
divide! into 100 equal perts called "cEntimos". T}': sy> ol of
the colon is th! 1ettcr "C" crossed di tgornlly by two nrrt liels.

Al] orics, toxes, assessmi nts, fifes, wrg.-s,, selrie , c022-
tracts, and obligetions of ay clss or kind th-i t ut b lid,
collected, or Qx>cuted in the { prblic, shl1] 1 bc cpr. ssscd ;rid
liquid, td ,xelusivcl in colones.

Any cli lify;ing or r strictinr clis ' that itmofln ptmet
in silver or gold metal, forti n ir,:ys or dovist , or try
mno( t ry unit other tltmn tlr colon sht 3 b nuill rFnd void.

Exce tcd fri:

b) ligr tions requ&rin 7· p<y- 7nts from Costo jicr
alrond or from eSbro/d to Cost, icr

i) kirmunrstions to p r .o0s or crn1iti-sc witl; actual
rc:,sidcnce ,brotd, for Jserv,,os ,i'-n tcsmoortriy in the
country;

c) Obliigtions to incti tutions of public liw v'ihich,
in avnllic tion of spcial uvs, st be p.id in for ign
currr ncy or exch'n,'; or in sncci<.

Chrpter II. * m. Mlore,, r- Issuc

Article 3.- Only thr !,onet try Deprrtmrmnt of the 1>tionrl Bonk of Costa:
RI ca 'try i ssut notes and coinc in the tcrritory of the itnub i o,

with t? !fu Irlntes ind limtrtions cstrbtiish d in the p.rtilnnt
1oerl provisiions nad snp ci' ii, in i~e lw of th, Yonct*ry
Derrtmrtmnt. No othl r entity -r !r.r rn, public ori privatc, miy
put int> circulation rotb s. coc ;s, or r ny other documents wh±ch,
iin ic o rrt if s.id Qi D oartmnct, mrIt h rcut rS n-Mvy.

Articl 4.- The onet ry Po&rd hrall dutilrr i n the c, torries, typ 5,
cjmratj n, di si5rs, lt endrs > t} 'r ch' rctt ristico of the
netcs rxd coins, in wccrdcnct wt' the Cnstsitut in rnd in

cmf rr> ~vith thi mnci 1 1, ;',i(i: Cm+c - ' ictpto
on tie subject.

All xivnses ,f tnrirtr, c, n fc, nd r,< ,]o ecmnt sh 11 bo
deirqy :d by the Dp rttxnt.
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Article 5.- The notes and coins of the Monetsry Depsrtment of the
Natiooal Pank of Costa Rica, issued or coined in accordance with
Article 3, shall be unlimited legal tender throushout the
territort of the Republic.

Article 6.- The Monctary Deprtment shall exchsnge on demand snd without
charge notes and coins of any denomination for notes end co6ns

of any other denomination. If, for reasons beyond its control,
the DeCartment is temporarily unable to provide certain donroi-
nations of notes or coins, it shall substitute for thCm the

avulable d&rnorinotions which are closest to those dP rinded.

Article 7.- The Dxp~rtrent shall retire and rEpltacr by new notes or
coins §ny notes snd coins so deteriorated through rorr,] use
they they h£rv. bercome inadequate for monett:ry circulatinr.

Neverthelesz, the Departmtnt si] l not xohrengn notos and
coins whose identification is imoossiblc, notrrs which hLw lost
more then two-fifths of their surf¢cc, rnd co]vl ho,:h sow

traces of filing, clipping, or perlorttion. !hlel D1pr rtmcnt thall
re tirc these note a nd cot ns n owi+Duo comnP ns tlor 0>nd sh 11

dcmonetize them, Anppel may b, rmd'! to the Wcnotry Ponrd,
whose driocion in tte r&se shvltl b firnl.

Article 8.-

Article 9.-

The Mronet&ry Bourd is ocr-rnently :mpfow(r d to c 11 in

for exch: ng the notes of tny series isiued mnor, thin 1t yerrs
prreiousl- rnd coirns f tier 30 }crs from the c]ts of' ooincFo.
Li]emts not n coins cllid in for f xchrn? "C shll rem in ilen.
tender for a p&riod of six mo:!tha fttr the initiation of the
retirmneit operations, but tti P!nk shll not rcturn to circu-
Irtion thos' t t hrve hen rVtired. !icn this onriod is over,
thci shl] cease to be logl1 tnridr r.d sh 11 be orci> n rbl!
rt !,r snd without cfyrgt, for Inether period of six months,
only in the Montery 5Depa.rtment ,nd in the bhnks qul lfiid for
that purp,/se by tlie Board. When this s~eond pDeriod is over,
the exchfnl shSll be suspended rnd th-e notres nd coins not
yet exchngecd shell be entirely demonetized.

Tie cmount of Fry tscertcined rduction in the not: ;nd
coin liabilities o the Dorprtmnnt due to loss, 6P struction or
demronetizgtion shell be .polied to the estlim t or to the
inorrrse of specirI rose;ryes of th4 D1prrt'ret which sh 11 bL
utilized to defrty the tixpcfnss of issue, coinac, end r pl:ce-

ment of thc notes fnd coins.

Cl :i3t~ir IIT. The Gold Pr rib; of the Colcn

Article 10.- li. color sh>11 hzve r gold errity of....... grams of

iniw old.
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Article 11.- ?he gold parity of the col6n ma. bte modified only by concurrent
decsion of 'our mecrrbrs of the olonetar Board in fuIi session of
titular members and alterntes end only in the following cases:

a) in applicetion of deci ions ermnrating from intcrnational
sgreemerts for monetary stabilization;

b) to counteract the hrrmnful effects of wide fluctuations
in those prices, computed in gold, whiich most eff' ct the oconomy
of the country;

c) to correct fundsmentrll anv lasting disequilibria in the
bslmace of pt ments, rclF.ted to dispr rities htAeor int-ernl1 and
cxt. rnel rlccs iand costs of nroduction.

Article 12.- The modificrations xvntioneo in tih Dr- cdinl articlie must
be r-d4 in col:formity '4 th the obligCtiorns oeeptid b% the
ooun t ry through internI>tongl treaties or coiv{ntionr and must

; 0dcomn 'nicd by a d t filcd justif c tory ronort which shall
ho published within thrnl d!ys in th< LDrio Ofioi 1 nd in two
rnwspapers of wide circulr tion in th countr-.

Article 13.- 7W leg, oxchrngc rotes of forion clurrTe(el ls frely and
cffcctivwly corvortibli into Lold sh1ll B ci lrul tid on the
basis of tc gold rwrity of t- ,s, ocurr'tncics. In ell other
coses, t- loegaP l exch ngZ rate shl 1] se c liultr d on the brsis
of thc r 'vcctive current qucote +ions on th< Few York or london
mr rkct.

ArticlIc 14.- Profits or loss's arsin from rnry rcv lu tiot of the
internmtion 1l reserves of the Wo.%'rt'ry D(nprtmrrcnt, of tfx other
deocrtmnets of the Yntional Enna, mnd of th- oth;r b:nks in the
country, Psa consequence of hit ncs in the gold t)irlty either
of the colon or of other currencis, or in the lorW ] I xchu nire
rttes of other foretn currt ncies, shll11 b, offset, 3nmmcdittrly
upon their oppvtr"nce, through oQuiv lent rmortizrtior or i ncrcas,
in the old debt of the Trersury to the Monnotrr DI Prtm. nt end
shall not cntcr into the c -lculition of the not profits or
losses of the yecr.

Chropte r IV. Th% R: :] tion of Bxch~ nco en th

Exttrnr 1 Convcrtibi Iit\ of Currency

Article 15.- Only the Mornetr r: DPeprtmln' mq buy .nd sell gold and
foreign eyxohrn,, ec.c-t for th, orit ivten tic tMonetary
Foard to permit th: opcrttJon if fre cxch n r/et unrdr
th'- co1ditiours st blishod in the follnv o >in ch, ptr. doen

bh e,<. opr t>n t tfS kl 1c ce with non-brnkinp ]rrtsos or
antitits, thi D p.rtarti shall cait rxclustivly throulh the

redium oi tih Co-trrcif 1 LCmprt,':r-t 'drd of th- othr coa rcitl
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banking institutions which the Mionetary DePrrtnent qualifies
to act as its agents. Nevettheess, the Poard may authorize
the Comnerciel Department and these banking institutions to
maintain, in their capebityV of agents of the Monectrn Deoartmento
funds in foreign exchange up to a maxinmum that the Loard sh1ll
fix in relation to their paid-in capital and surplus, and to
sell drafts against these funds.

All exohange operations of the Banks must be renorted
daily to the Monetary Department, which shall he empowcr:d to
control their Accuracy through wiptever inspections it deems
necessary. Tnese operttions shall take pInce at the buying
and selling rates establishcd by the Department in accordance
with Articles 16 and 17 and the exchange differcnccs shell be
creditcd to the Dcpartmont, the a.ent banks biLng alirvvd,
however, to retain o commission the mrximu~ cmount of which
shall be fixed by the Bonrd but iich mxy not lit Any cE se
exceed one-tenth of onc onr cent of the trount of thc transcction.

Article 16.- The ExchenEc fomnission of the Nrtionil Btnk of Costa Ric'!
shall quote daily the prices in colones which shb 11 rgovwn tie

buying &nd sellini of sight dr-fts on the principa1 mrrkcts

which are of importance for th; country. Those buying and

selling rgtcs muy vwry up to 1 rer crnt in sithrr dir'ction from

the leogl rttcs established in Article 13.

Article 17.- In other exch, nge operations, such ts the buying and

selling of foreign notes or coins, ctile trinrrsftr, time

drtfts, etc., the Monettry Board shall determine the mnximum

commissions that t my be collected in order to Gefrcy the

addition'l expenses involved, ircludinl interest on documents
in transit. 'urthrrmore, the purrhrse or sBle of time dr'fts

shrll be govorned by specirl regultions Iid down by the Potrd

in such . wry is to avoid spccul tivr risks for the repPrtmnt
on future and unforeseerble £]uctuftions in inlternFilonPl1

exch nge rstes.

Article 18.- The Nf tionol Brnk of Costa Rica shhll meet All dem:nds

for or offcrs of foreign erxchrn;c at thc rteos mentioned in
Articles 16 :nd 17. It shill ct througth the itonctary Pepart-

ment when the.se ot r ti ons emanatu from bcnkin~ institutions,
tnd through thE Commrrcial Dcrartmcnt vhe.n t1e" come from the

rublic or thie reasury.

Article 19.- Th: arlienrtior of Articcta 15 to 18 shall be limited and
qualified by the provisions of !th followin; c' nDtr on the
regulrtion of int rnation, 1 trarsfers.
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Cleatter V. The Repitxtion of TnternFtional 7rsnsfers

Section I. Purpose Rn. Adrinistration

Article 20.- The regiletion of international transfers estsblished in this
chapter has the exclusive aurpose of protecting the internal arnd
external 2tability of the currency arainst the dangers ond dis-
t7rbxances of excessive irnflois and lutflows of foreign e:xchantge,
due to disequilibria in the couritry's b!alnce of payments which
do iLot reflect fundcmcnttl economic trends ri tcd to diroViti!c
bctween internal and etrnal prices and costs of production.

Article 21.- Th exochangr rr etrictions providod in this chunter shail
not be us.d for purroses alien to those spcifiid in th, prtvious
srticl s rand esrecially not!

s) ;s rs permvtnent mrinaur& tbndirg to ,lude tasic conomi c
r ijastri rts required by Ihstin g chalnges in th, conm: r tivr
lPm is of ri ces und costs of production c t imn ',nd Iroad;

b) cs rn instruivrnt of prot ctir ~st nolich;

c) ts a ,m fns of oconoric or politici t pr asurf, s!xcept
in th. c s of coreirtdd intcrnttionc! ection.

Article 22.- Thc spoicr tion -nd Idni nstrr tion of th, pr sent s: strn
shll conforn to the int rnf tiolr]I tre 2 tics tnd conventions of
the country xnd shll avoid tli discr:.'n tory rearms pro, judicia.l
to its solitic¢ 1 or conoric ril tions wi t otthr nations Pnd to
its Yrnmrnent int rests ir the drvwloprn-nt of trade, 'n in:ter-
natiorl coo re tion. Tnis !nst prohibition does not refcr to

logitim-tc difforent! tions in tth. ter timnt of distinct
cirtcforics of mcrchrnidise, serricvs, rnd c Dit' l movw;ucnts, on
gn ircll, r croniz-;d b,,sis, *or to iivitlJt discrir!5n'tions
irmos d by tle prcviou raction of other courntries nd its

tffcets on the monrt t. a situ' tion of Costn Ric•

Article 23,- TŽe system of intmrntionl tr nifxrts istublii hed in this
chtpter shall o crdini tr d b E th chsnf Division of thi
NKtionrl eank of C'st i.icr under tl>: rrerer l direction of tih

ionetry oarrd. The ].on t' ry ?card shall regulate is rpplicntion
and shi11 d/.iddo all rnplc l s rv(c t3inst the rcsolaltions,
either cexecuitive or int rpretiv , n nih rctt r, t ken by that
Division.
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Section 2. Statistical Control of Exchange Transactions

Article 24.- Every exporter, person, or entity who possesses or comes
into possession of foreign currencies or coins, or derosits in
foreign moneys, either in the country or abroad, is obliged to
declare their amount, in writing, to the Exchsnge Division or
to banks authorized to that effect by the Monetary Board. These
declarations must be made within eight days from the date of
acquisition by persons or entities domiciled in the capital and
within fifteen deys by those domiciled outside of it. The
declarations shall be strictly confidential.

The banks operating in the country shall inform the
Exchange Division daily about the movement of all their accounts
in foreign currencies, in or outside the country, whcthor they
be held for the bank itself or for its customers.

The 'Tonetery Board may except from the provisions of this
article the foreign exchange of froec negotiation referred to
in Article 29.

Article 25.- The use of the moneys or deposits mentioned in the preceding
article shall require previous declaration to the Exchango
Division, with the exception of ordinary oerations of current
character by the banks themselves, which shall be governed by
the preceding article.

Article 26,- The declarations required by Articles 24 and 25 shall be
accomo;niod by such data ind evidence as the Exchange Division
may require concerning the amount, nature, and other conditions
of the operation.

Article 27.- The Exchange Division shall clossify the declarations
mentioned above for the purpose of prcparing current estimates
of the country's balance of pyments, investigate their accuracy
by means et its disposal, end ttly ithe pertinent penalties in
case of fplse dec rrtions or failure to mrke deoltrptions.

Article 28.- The Aonetary Porrd may at eny time prohibit, totally or
partially, or regulrte the mcintenance of deposits abrood or
in foreign currencies by individuals, as well cs the circulation
of foreign currency cad coin outside bsnks. In all ccses in
which the Board Euthorizes the mnintcntnce of such deposits,
coin or currency, it may r~quire the payment of the corresponding
taxes tnd exchange mnrgins cnd, in general, subject such
sutlorization to wbntever othtr requirements or conditions are
considered necessrry in the interest of monetcry stability.
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Article 29.- The EMonetary Board may, at any time, demand the sale to the
Monetary Department, through the Commercial Department or the
authorized banks, of all foreign exchanre proceeds from exnorts
or from any other source. This requirement may be extended to
include all the foreign exchange acquired, or to prcentages
or ad hoc valuations established by the Board and these may
vary according to the class of operation in which the acquisition
originates. Foreign exchange the sale of which to the Monetary
Department is not required by the Board may be negotiated freshly
in accordance with the regulations which the Board shall dict&Le
to that effect.

Article 30.- Custonhouses end postal offices shell give their ful
collaboration to the Exchange Division in order to assure the
fulfillment of the provisions of this chapter. Theoy shel
require proof of the respective d&clsrcticns and of thle ac-
quisition or negotirtion of the foreign oxchange before authorizing
the dispatch of irnnort or export merchandise, rnd shall send woekly
statistical records to the Excha'nge Divisiorn of merchindiso
dispatched, except that the Eo'rd may establish spccial
regulations for the shipment of exports on consiznotion.

Section 3. Anti-inPlti onrry Controls

Article 31.- The Monetary Boerd shall combat thc inflationrry impct of
excessive inflows of foreign oxchr, ne v.whch ret not P refult of
fundamental and lasting discquilibria in the balince of payments,
related to disa ritics in ilternre! nd 'yternsl prices Pnd costs
of production, through th: use of the proers conferred on it by
the organic law of the National B nk of 2 osta Bioc and by the
provisions of this chapter.

Article 32.- The Board is spe ciailly empowered:

a) To liberalize regulations portining to the holdings of
cash and deposits abroad or in foreign currency;

b) To reduce the ad hoc vrluations tnd percentages mentiond
in Article 29;

c) To liberalize the system of exch'nge sales by means of
reclassification of transactions among tie officir, the auction,
and the free nrrkets, and bt supplying lrger quantities of
exchtnge to these markets until the ofiicirl selling r,'tts [re
made effective in oiall those mrrkets, with no extra charge;

d) To restrict the inflow of foreign exch, rnge In the form
of capital movements rtnd to libcralize its outflow, in accordanco
with the powers conferred on the loard by Article 46;

o) To Issue stabilization bonds with interest rntes,
mcturities, nd other conditions which the Poerd mry cst'blish,
reserving the right of the Monetry DOpvrtment to redeem the
bonds in advance ;t par end by lot. The stnbiliz: tion bonds
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shall be freely negotiable Dnd may be issued, if it be advisable,
in -old or foreign currencies. In this latter instance, the gold
or 4oreign exch'nge necessary for the future service of the bonds
issued shall be imriediately deducted from the resources of the
Monetary Regulation Fund end earmarked as a guirantee of that
service;

f) To authorize the Monetary D>partment to receive time;
deposits, in either national or foreign currency, under fho
special conditions which the Board may estahlish, end to pay

interest on these deposits. The Board shall retain the right
to refund thcse deposits in advance;

g) To order that a ercentag., not excccding 20 7pr o nt
of the foreign oxcharge entering the country on vuriojs clnasss
of transactions, be paid for by the issue of registered stabilization
certificwtes denominated in nctional currency, with matvritics
not ¢xcedOnrg two years arind bcrring an interest rate which thd
rtosrd shill fix. mc. crtificates shall not bro negotiable before
their rrtxrity nor accepteble 0s oll0atrral an<nst loansr or
rdvnceos, but the Monetnry Dcrrtmortt shlll resrve the right
to rcdccm them in advrnce in the order in vOilch they vwere
issued. UndLr conditiorns vlhich it shtll establish, the Board
may authorize persons or cntitics doiciled in tt~ country to
free themselvws from the obligation to roce iv certifiextos in
partial payment of th'ir drafts b: vub3stituting instErd
equivrlent inwLVstmcnts in oetr ordflnr} imnorts of maLhfinery or

other clerments of production, odvrnco r:yrmnt of foreign debts

abroad, repntriAtion of titles to the eotrnol dc:bt of rost0

Ricr, prxchr se of ente.rprises or othrr natiornl oascts in the
hands of persons or entities domiciled armad, or other
orcrst ons of the san.v kind hicch permit the use blroed of the
foreign cxcih nago in wr"s advwlnt gfous to the nationrl interests;

h) At times of ext;rcme disequilibrium in th' exchxlng
mrkot, to ritstrict the purcthase of foreign xeohcrnge in the
official market to cert!in pcrccrtnroc or ad hoc v' lutions
which shill 1h estrblished by thr -orrd !nd may viry according
to thb t'sp of trans etion in AtLiol the acquisition of exchrnge
originr ts. frreifrn .3chtnge not acquired by the Bink in t!.,
officl lr/ arket mny: be sold in the frec market by its hildcrs.

Article 33.- The bonds, drposits, and crrtificates mcntior.ed in clauses
(e), (f), rid (g) of the rrecid i; rticle sh ll constitut"o
obligati ns of the onetriry Det rtment which shell finance their
scrvicjnE and other rert n(nt costs, us:in g to t! ct affect the
profits whic} r suilt fror. oxch!rr arirs end frorm. th, chrgres
collcted in the ructio rtLet in accordrnce with Article 39
of t?'" present lw,. The yroeei>ts of the isces of ½nds end
certificotes and of time dep sits shill be sterilized in the
Dptrtmier i tsclf thrnug? corrts? ndtng reduction: in the
m-onetrry issui. or in the sight deposits of the DI~krtmtent
accordirn t; the c:so.
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PArticle 34.- In its future seles of exchorpe, the Board may estab'lish
_ _ n~~referchliel! tr atment for' tke holders of the atove-mentioned

ionds, certifi¢rte%, Iend tire eecosits, up to the am-ount of the

investment.

Section 4. Anti-deflationar Controls

Articl, 35.- In n(riods of saercity or excsalve outflows of foreign
xc xoh nce vbicd are not due to fhndamenta 1 disequilibris in. thc

balance of payments arising from disprarities in internal and
xt= r&al prices Lnd costs of production, thu Monetory 'nard shl 1

adont suite!ble measures of defense through th, use, of the
rowers conferred on it by the orfnic law of the i;tional i}rnk
of Costa rjica and b, the provisions of the prescnt cheptor.

Article 36.- c. t cerd shall b, s*cisalty nmporered:

a) To smortivz or r d4>- thl bonds and lstlilizktion
certificates and to refund tIli ti :, d losi ts i t±;o lon.tviry

Denrtmcnt b- rPlnrcifn, the curir-cy or sidLt dosit
prfviousl' stvri!izcd throurh th±1 isu( of bonds and certificates
lnd the acce;ttr;c, of tfmlo danosits. til the bornds nnd
cErtiiieLts i cqsuirred, refund i, *r rmortizvd, ordinrrily or
extrsordinirily, sh oil c r, tired m diat.ly v n d s}l nriot bh
o, orid' red as_-ts of th, Laorrtu nt. Accrud i ntur', :t ond

*h, princlprl of nrttred borln , n r ific:tt.s w}ach hrve rot
bcen rsr-,ntk d for coilsetion wi ihrn 10 lacrs from the, d to of

maturit, cih an11 . conc ~ led inr frvor of tile Dt;pirtrrnt:

b) To tightorn the regu *tions relti ng to hl31dings of

casF fndr deposits in foreign currccy or abroad;

c) To libcralizc the inflow of foriign oxchenge: in the
form of ccitu l rmovrmcnts fnd to r strict thiir outflow, in
accordrnot with the powers conferrcd on the Ford by Article

46, except 'or the guMrsntocs specilficd in Artictl 37, cliuses
(r) ird (c);

d) To increris the ad hoc vwluations tnd percenvpls
mentioned in Articl 29;

e) Io tig'ht<n the rogiuletions on the sale of foreign
ech n-e, t- rou.h rolt ssi •fi3tion of tr-nsi, etions among th&

official, the auction and the frie -nrnrkot$ 'nd 4 hrough
supplygin; smaller Cuantitics of ecznyLre in Lhe last two
nmrkets, in accordance with Artioles 40 to 44.

Article 37.- Available sold end lorei-n exnbanie of tibr .oue eivry
Decartment shall e used prefraLly for the sal' , Pt ratte

fi,ed in riccordncs with. trticles 16 ond 17 of +ih prosc t
law and without extrr chrhrgc, of foriyn (xclan(e nect5ssary

for the folloving purposes:
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a) Contractual payments abroad oririntitng in obliretions
incurred in conformity with Article 16;

b) PAyments for indispensable s-rvices and for necessary
and non-deferrable imports of elements of production anrd mrr-

oh'rndlso for pgneral consumption:

c) Transfers of dividends, proli g, or emortizr,tlon of
capitl invested in the country h:, persons or enfitles actually
domiciled abroad, up to a percentage of verified i4vestmnnts
which shll never be lower thsn 6 par cent in ny yearr nor lower
then 15 per cent in et last 5 years of oach lO-1orr period.

Article 38.- D,>clarations of debts rnd annlicstions for rermitt noes raded
by commercial and industrial firmr wlich do not carry E complete
lettl accounting of their operations sharl rot b <di !ted to the
blunefits of the ilrecedinr article.

Article 39.- The balsnce of th, c vtw in ilB i oreifnr rxch•,, sh all b. sold
at the srme rrtcs of' .xchn ij, n nd shall tbe distributtd mong
the other buecrs tUrouyh pu!]ic rictior of XexchNnk, prmlits by
the Bank. Altorn!tiv*]y, thies onotarz Board' n mry direct]y
drtertini the chfurge to be coli]ct(d for the: ?rtntint of permits,

surh cisrge to I based on tc vh < bl resourcs /nd current
derands for cxchnrre in :<uci wiy rn to vr:roxin t' th( results
of rn auction nd to equiliorrte t&(!nrd end supply.

In both csrsea, th py* pnt of the c.rreli rxed by the

Borrd or by cuction sholl con-titute the only cordition for
obtaininr, the oxoh-nra permit.

Article 40.- Vi:iene ar the net rescrves in thn Monet, ry RegulIftion 'und
are mort than 40 p,:r cent of the ~verc? of annual siles of
c¢xehang. of tihe tYr0 previous yoers, thn Trink must offr

currtntly for sale &t letst the total of the foreign, exchrner
thrt it currntl acquJrcs, except for scsonrl Ldjustmcnts
necessary to tnkc account of the normrl fluctwitions of tho
bslnnce of phy, ents from month to month. This obsl tion shrll
not cytond to foreign ezchcr. e acquired tirough loins; in tUis
case, the .etnc tory Pord thall reserve thi right to retain the
whole or part of L}iU f.rei n ycli so o to <ssur( its
optimum utilization over the truiod of thi loir,. If thr nMt
reserves in thIs Monetrry Rigulstion Fund are less +ht;n the
yercrentaor mention(d, the BInk m 1 y so withdr',w from sal the
forirn oxchrn;rc ntecessry for th> riconstitutin of this ptr-
centage over period of not lcs th3r: r.

Article 41.- mc foreign e chrrng put on zc le in rp,1lic1 on of Article
39, may be i stributit 'tonf, cortair cQt gotrits a:t bl ished by
the BoErd, on genorally accepted br scs, with th. cxclusivl

purpo,. of equi librcting t< d ifstribution of permits in
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accordance with the real needs of tie economy. If the Board
deems it necessrry, it may also limit the foreiign exchRnge that
may be granted to Cny one person or entity, on the basis of
a Foercenta e of the value of normal purchases in previous years.

Article 42.- The exchange restrictions -entioned in this section may ben
put in forca only by motivated decision of thCe Monetary ?oard
and only when the net rescrves in the Monetary Regulation Fund
fall below 35 per cent of tie annrul ave:rsge of form:ig' cxcihn-r
sales in h thre th re rlcding years or when the current deficit
in the banlnce of pymcents, toking seasonal movements into
account, threatens to reducy tihes> reeorves to 30 ocr cent within
a lear.

YEithcr can thtse rastrictions be ret, inod for Tore than

one y/ar af .er the dote of their initiation if not rosrves are
mgntrined _for more thrn four months &bovo 40 t-r ceant of the

avwra,-e nitioned rbove, exc pt if the current deAicit of the
balence of rey,>ents, tfking sc sonol movcments into ,ccount,
thrrtcrns to reduc' thcs¢ rosarves to 35 pFr c(nt within a yeer.

Article 43.- if th½ Bank's reserves arc cc7ossdi in nprt of blociked
Ioreipn :ch nge or oxchOLnF not frnely useble in other markets,
this foreign exchnncr sall 1 not hb consiar d in the application
of th- orovisions of this section. In trhce ct scs, th TIonet ry
Do rd shl]l estoblisi: the systm- bett 'droted to the circum-
st nces of te cOrse, rd to the: objectLivs strted in Articles
20 to 22.

Article 44.- Notwithst`nding the provisions of Article 42, the Porrd
mnss, at any time, apply the exchlng3 r strictions provided
in this section for soles of forcigr. cirrencies which rrc. errce
in t1h> reserves of the Monotfrx Recu]etion Fund, in occordance
with the srmc eriterib of Articl, 40 rplied to roserves end
trnnsactions in these currencies, Cnd v'hich c nnot be obtjin(d
throuh the norral cony rsion of ohrier ?stots of the Fund into
there currenrcios.

Article 45.- While the exehr", r strictions authorized in this section
nra in force, thl U metnt r. ).rd chCll ubmrit rn ~nrnurl repnrt
to the Scrctiry of the i rrsur, n ]yzin, tkhe asur dopt d,
their necessity and their fects, :id rsugesting ~ny other
crnml.menttry legl t esure2 1'i+ r e 5oerms neeeqsst ry.

Sration 5. C0ntroi of C5 ¼it I tv.m( nts

Article 46.- Prior rdli rv of the , nitr ry B %r ± sh11 br1 rrql rd pr;vius
to cl! P reign crcdit oncrr tions I, h; CG vrnmert i nd rI
orerrti !r, If the nsrt kind b, offi'cil 1nd o mi-tf isi
instituti ,ns nd entities. ih i se 1 tt r rpor tinns simlI, in
addition, b. subject t the prir r , riz tim of the 5' crtPry
of th,, Trarury,
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Prior authorization of the Monetary Board shell be required
for the contraction or concession by individuals or banks --
including the Commercial Department and the Mortgage Depr tment
of the National Bank of Costa Rice -- of any credit operation
abroad end for foreign cspfitl investments in Costn Rics or
Costs Rican capitl 1 investments abroad. The Board shell exempt
from this requirement, in a genroral way and by regulations,
operations of a current character or of minor amount and it
mcy also delegate to the Director of the Exchange Division,
separately or together with the Manager of the Monetary Depart-
ment, the power to grant this authorization within the limits
which the ?oPrd shell establish.

Article 47, - Notwithstanding the preceding rticle, the Board m.y
suthorizo in a genernl way any oppitcl movement provided thst it
be carried out in the fre mroket. Capital coming into the
country in this wey, without having obtained the ruthorization
mentioned in the preceding article, shell not enjoy, with regard
to remrrittances ebroad of intxrest, dividends, reimbursements,
or amortizetion, thi guarrntees spcclfied in Article 37, cliusce
(a) and (c), cnd these remittances shall be made through tho
free mrrket or, in tho case of nuthorizrtion by the Board,
through the auction mtrket.

Section 6. Penalties

Thesr nrticles should be drawn up in consultation with the
Bank's Legal Counsel. Therefore, the last articles of this
preliminary project do not have their definite numbering.

Chanpter VI. General Provisions

Article A.

Article B.

- Government departmcnts shall provide the Monetcry Depart-
ment of the National FInk of Costo Ric? with the datr and rcports
which it requests in order to obtain better compliance with'the
present low. Similrrly, brank, exporters, ':rd importers tre
obliged to give the inspectors commissionod by the Monetary
Botrd or the Exchange Division, recess to their books and
accounting vouchers; if this recess is denicd then, it will be
presumed thrt on attempt at frvud cxists nd the corresponding
penalties sh1ll be 9pplied.

- Reforms to the present lwn shaell be crrried out only after
consultation with the Monetery Board or upon its initietive.

Chrpter VII. Transitory Provisions

Article C.- I.e designrtion of "Issue Dcprtment" of the Nationani Bnk
of Costs Rica is chnnrŽd to "Yonetry Department" &nd the dcsic-
nation of "'Dircting Council of the Issue Dxpi rtment" to
ttonflct ~r d

11,



-30-

Article D.- This lav shall enter into effect on t:e rd teh of its promnil-
gation, and shall abrogate all laws ond renulitions opposed to
its execution and especially the monetary liw o ..... of ........
...... of ........... and the exchange control lws No ..........

and ........ of. .


