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Preliminary Project of Monetary Lew end of

Regulstion of International Transfers

Introductory Report

Introduction:

.

A. Need for Reforms:

Since the suspension of convertibility of the currency in the
year 1931, Coste Ricea has lived under a de facto monetery system, without
any of the gusrantees provided by organic monectsary legislation,

‘Although some provisions of & monetary chersctor ere included
in the law of 1836 regulating the Nitional Bank, these provisions ere
excessively rigid end theoreticel and, coinsequently, heve never been put
into practice during the eight years which have elopsed since the enection
of thet legislation, Much more importent in practice is the exchange
control legisletion. This legislation was adsphed hestily under the
pressure of emergeney conditions and todey sppenrs extremely deficient,
considering the neture of the present problems nnd the techniques which
heve become availsble with the evolution of modern monetary theory,
Furthermsre, the exchenge control legislation estebliskes an exceedingly
rigid system, the spirit of which is directly opposed to the eqelly
rigid monetery provisions of the Nationel Benk Lew. The present exchange
control has also the disadvantage of being completely divoreed from the
Netional Bank, regardless »f the fact that monetary responsibility is
placed upon the latter,

Finally, it would be very difficult to harmonize the fragmentary
monetary provisions in existénce as well as the antiquated exchenge
contrnl legisletion with the principles end idesls which inspire the
Bretton Wiods egreements and with the intent shown by s» many netions to
¢ollabsrate on thet basis in a determined effort toward internetional
monetery cooperation and stebilizatinn,

B, General Remerks and Structure of the Project
The present project attempts to pive the country a modern and
realistic monotery system which will take into sccount the contemporary
developments in monetsry theory end techniques, the needs and characteristics
5f the national economy, asnd the obligeti-ns end opvortunities which
will result from the currcnt effort et irtcrnetional monetsry collaboration
initiated at Erectton Woods,

The first three chepters discuss the three functions whieh
economic theory assigns to the minetery system in a closed economy:
1. Unit of account or commin merssure of vrlue;

2. Mesns of peyment;

3. Unit of deferred peyments end store of value.
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Under the traditional gold stendard system, these three chapters

wuld cover all essential aspects of the monetery system of a country.

The breakdown of the gold standerd and the development of & new body of
monetary theory have given rise, in prectically 01l countries, to special
provisions which limit the external convertibility of the currency. Ve
have tried to integrate in the monetary law itself these provisions which
in practice have come to assume such & major importence in the monetary
system, Chapter IV defines the basic system of external convertibility
and Chapter V discusses the quelifications and limitations which may
modify this system in periods of emergency.

Chepter I. The Monetary Unit

The first chapter considers the roles of money as an abstract
unit of eccount or measure of value, The lew retains the colon end the
contimo as the basic monetary units and resffirms the principle of
monetary soversignty of the country by ¢xeluding, under the provisions
of Article 2, the use of any other unit in contracts and transactions,
with a few legitimate and unavoidable sxceptions which srise from the
internationsl relations of the country. It should be noted in passing
that the nullity of &ll clauses incompatible with the vrovisions of
Article 2 does not necessarily invalidate the main contract if it can be
reasonacly reinterpreted in terms of the netionel monetary unit,

Chapter II, The Monetary Issue

The second chapter deals with roney not e&s an ebstract unit
of account but es an effective meens of payment, i,e., in its tengible
aspect of notos and coins. Article 3 retains thé exclusive privilege
of issue of the Monctary Department of the National.Bank of Coste Rica
with respect to coins as well as to notes, end it refers to the basic
law of the National Bank in all metters relating to the legal reguletion
of note issue ond of coinage.

In most countries, the categeries, types, mscterials, designs,
legends, and other charaecteristics of notes end coins are the subject of
more or less mimite repgulstion, consideration of whiech fills a lerge
part of the besic monetery leaw., This prectice diverts attention from
essentizl metters to those of sccondery importance. The Issuing Institute
should be given the necessery freedom to determine all these details--
which affect neither the volume nor the monetary vealue of the issue--
in accordance with the nceds of trade as reflected by the demend of the
public for various denominctions and .with chenges in metel prices and
techniques of coinape. The Costen Rican constitution requires the
intervention of Congress in these matters, Nevertheless, in perfect
eereement with this constitutionel provision, it has been deemed preferable
to leswe such intervention to special lews of e regulatory cheracter
which mey be modified whenever it appeers desireble without forcing 2
revision of the besie monetory law,
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Article 5 merely reaffirms the legal tender power of the notes
and coins issued by the lMonetary Department in accordance with Article 3.
Ary legal limitation on the legal tender power of subsidiary currency
has beer. deemed superfluous sinceé the denger against which such provisions
are directed is somewhat illusory and herdly ever presents itself in
practice,

Lrticles 6 and 7 esteblish, in a clear and precise form, the
obligetions of the Monetary Deve tment with reference to the inter-
exchange of notes and coins. In order more accurately to ‘estimete the :
monetary issue actually outstending, Article 8 authorizes the Monectary
Board to retire all notes end coins which have been in circuletion for
more than a stated number of yeers, but st the same time it provides
for the protcction of the holders by the requirement of two transitory
periods of six months each in which the old notes and coins can be
exchenged st par for new ones, Finally, Article 9 earmprks the con-
tingent profits which result from the exchrnge to defrsy coinage, note
printing end replecement costs. These costs are, in practiece, quite
high and requirc edequete resources, Article @ provides these recources
in & very logicel menner end &t the same timu eliminetes the temptation
to use the accounting profits of the exelrnge for unjustified end
infletionary purposes.

Chapter TII, ?Pv Gold Perity of the Po]on

The third chapter trssts of mmey as & unit of deferred pay-
ments and as & store of velue, In reslity, this problem is glready
resolved to a largs extent by the 1iw'tz‘io“ of the monatery issue,
which is implieit in the system regulcting the operations of the
Monetary Depertment. . hevertheless, emong other things, the regulation
of the volume of the issue provided for in the letiomsl Eank Lew suthorizes
the Monetery Depertment to issue morey in pryment of foreipgn exchonge
acquxrad by the Department and, a&s a consequence, the sctunl emount of
the issue is very much influenced by the lsvel of exchenge retes.

Article 10 determines the gold parity of the colon 8t sewese
grems of fine gold. This srticle is supplemented by Article 11 which
represents the newest end vossibly most importent espect of the
proposed legislation,

The determinetion of the gold narity of the colon in Article
10 puts en end to the de facto monetary regime which has cheracterized
the mowctrr; orgonizetion of the' counﬁrp since 193] end substitutes for
it a besic legel regime closely integrated w the internationel
monetary system outlined in the Bretton VWoods couference,

’-“O
T

Teken topether, the two Articles, 10 end 11, introduce a new
monetary regime which differs Fundamnntrl!; from both the classic gold
standard in its rigid interoretetion and the monetery projects presented
by Dr. Mex in 19236,
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We are in agreement with Dr, Max's criticism ageinst any
artificial determination and maintenence ef exchange rates without
consideration of the factors which mey influence internal prices and the
movements of the balance of peyments,  On the other hand, we diverge
from Dr., Max's system for the following reasons:

1, The system proposed by Dr, Max in his project of monetary
lew of 1936 is as rigid and inflexible as the gold standard itself. It
does not give any discretion to the monretery authorities of the country
but merely substitutes for the automatism of the gold standard another
sutomatism which under certain circumstences will be found as inconvenient
end rigid es the former,

2, Dr, Mex's system relies too naively on .abstract price
indices whose concrete and prectical significance mey be very doubtful
insofer as they mix up end veil the divergent movements of verious groups
of prices whose incidence upon the economy may differ grently, For
example, wo may witness simultaneously a rise in industriel prices, which
most affect the country's imports, end & fall of spricultural prices--
especially coffee prices~-which most affect its exports., These movements
will have a meajor impect upon the belerce of pasyments end the monetary
end economic situstion of the country but will be reflected only in a
very imperfect and ertificial menner in ¢ penersl price index,

3. Price movements and especielly the fluctuations of the
internal purchaping power of the currency are an important factor, but
not the only factor, to be pgonsidsred in ths determinstion of monctery
poliey, Of cquel or even greeter impartencs may be fundamentel movements
in the bsalence of peyments end their imprct upon the national income.
Actually, modern cconomic theory peys more end more attention to these
latter factors and tends to complement-the clessicul snalysis of price
fluctuntions with en snslysis of income fluctustions, In countries s
dependent on the internationel economy as is Costa Riee, netionel income
and monetery phenomene are influenced to a mejor degrees by the movements
of the balence of peyments. These movements sre, egain, very poorly
reflected in & general price index. TFer sxample, & reduction in coffee
exports, even though due to a price decline, will have an insipgnificent
influence on the cost of living or on the wholesale priece index. Never-
theless, it may constitute a very disturbing element on the money mar ket
and on the Costa Hicen economy r1d mey provide ample justification for
readjustment of the externel parity of the currency,

4, Finelly, Dr, Mex's system cennot be hermonized with the
present international plens of monetery strbilization., The ratificeation
by Costa Rice of the Bretton Woods egreem rits would be incompetible with
Dr. Max's project as well as with the prescent monetary system of the
country.

The system established in Articles 10 esnd 11 of the present
law FV?idE these difficulties; it determines in precise terms gold perity
of the currency, but st the seme time lsaves the monetary authorities
smple powers to modify that perity in certain well specified cases,
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The first case refers principelly to the possible application
of Articlé IV, section 7 of the provisions of the Internationel Monetary
Fund, i.e., to uniform proportionate chenges in the par velues of the
currencies of all memhérs. These chenges may be made by the Fund, but
each country may prevent the application of this decision with respect
to its own currency by notifying the Furd of its disapprovel within
72 hours of the Fund's action, It is désireble, therefore, to authorize
the lMonetery Eoard to concur or disegree with the Fund's decision, This
is the fundementel purpose of clsuse (&) of Article 11,

The second cleuse of Article 11 elso allows modification of
the parity when such action is considered indispensable in order to
counteract the demaging effects of fluctuations of major smplitude--
let us sey 20 or 30 per cent--in those prices, computed in gold, which
mogt affect the economy of the country.  This criterion reformulates
Dr. Mex's theory in a more flexible end prectical menner, It eliminates
the srbitrery and artificial results of the rigid use of a genersal
price index by authorizing readjustments of the excheange rate in order
to stabilize the means of payment end the nationel income when the
country is confronted, for exemple, with major fluctustions in coffee
prices, The requirement that the fluctuations be of major amulitude
eliminates the denger of constant or too frequent readjustments of
exchenge rates snd places the system within the general philosophy of
the Bretton Woods sgreements. it

Finelly, the last cese--gnd possibly the most importent one--
is thet of fundamentel disequilibrie in the balence of payments,
related to disperities between internel snd cxternsl prices sand costs
of production. Trensitory disequilibria do not justify recourse to
so fer-resching snd disturbing e measure as a modification of monetary
perity. On the other hand, even if the disecuilibrie be of a fundementel
nature, the modificetion of monetary pority would be neither sppropriate
nor, in many ceses, effective in remedying disecuilibrie which do not
srise from, end have not azlready been reflected in, disparities betweon
internel end externel prices, From the point of view of the belance
of payments, resdjustments in exchenge rntes, generaslly speaking, are
equivelent to price resdjustments. Dlsequilibrie in the belance of
payments which besr no reletion to disequilibrie in the international
price system require messures suiteble to the specific case et hend
end cennot be eliminated by methods direscted towerd the reletive level
of internal erd external prices. & concrete exemple of this problem
would be the cese in which 2 high level of income stimuleted, in en
exaggeretod menner, the consumption of imported goods without ceusing
en internsl rise in pricss, Finelly, it must be observed that besic
disequilibria in the balence of poyments releted to disperities between
internal end externsl prices rnd costs of production do not necesserily
call for e develuation of the currency es s corrective, A disequilibrium
of very recent oceurrence end of moderrte mmplitude could be corrected
by other mcthods of an internsl cherscter. Article 11 is merely
optionsl, snd ellows the Monetary Boesrd to choose, in sny corcrete
case, between two courses of sction rnd to sclect the one it considers
most beneficiszl and lesst prejudicisl to the netionel economy.
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Article 12 imposes two distinct obligetions on the Boesrd, 1In
case the BEretton Woods or other similar agreements are sdopted, the
decisions of the Poard in the matter of exchange rates will have to
corform with the internetional obligetions assumed by the country. The
very wording of Article 11’ incorporates into the Costa Rican legislation
some of the basic principles of the Bretton Woods agreement, Article
12 complements the preceding article and points out thet modificsations
in the perity of the colon will have to be made in conformity with
procedures end other obligations provided for in the internationel
agreements eccepted by the country. Moreover, they will have to be the
subject of a detailed justificstory rcport which will receive wide
publieity in the ecountry,

Modificetions of the gold perity of the coldn or of othor
currencies, or of the legel exchenge rates of other currencies may
af'fect the valuation of the international reserves of the country in
terms of the national currency, snd thereby produce profits or losses
in the essets of the Monetary Department and of the commerciel benks
(including the other depertments of the National Bank)., This presents
three major disadvantsges: '

1., The consideration of such profits or losses tends unduly
to influence the decisions of the Monetary Board with respect to chenges
in the gold parity of the coldn, These prcfits or losses ere of an
accounting rather then of & resl cherecter, since the amount of gold
end foreign exchange reserves is not effected in any wey by a change
in the perity rates of gold or foreign currencies with respect to the
colon, Nevertheless, they inject into the Boerd's decisions en
irrational biaes in fevor of devaluation, which will bring profits to
the Department, and egdinst currency spprecietion, which will involve
losses, In meny countries considerations of this nsiure have often
interfered with the edoption of & sound moncétary end exchenge policy
guided solely by the real interests of the economy, It constitutes a
purely artificial factor which works uniformelly toward a greduel depre-
cietion of the currenecy.

2. Upon being entered into the belances of the benks, these
profits or losses then influence also internsl monetary and credit
policies. Profits or losses, primerily of an eccounting nature, thus
become an arbitrary factor of expansion or contraction, regardless of
the real needs of the money and credit markets.,

3, Anticipation of eventusl exchengs profits or losses
stimulates & speculetive spirit on the part of the banks, consequently
hampering & sound administretion of eredit,

In order to curteil these deongers, Article 14 sterilizes sll
profits or losses of this nature in e purely bookkeeping eccount, i.e.,
the old debt of the Treesury to the Monetary Depasrtment. In this way
the law essures the independence and serenity of the moretmry, exchenge,
end credit policies of the Monetary Bosrd, end protects the benks
sgeinst temptstions end risky speculctions in the conduct of their operetions.
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The prectical application of the provision in Article 14
referring to the banks could be made as follows, When modifications in
exchange parities have feken place, the Monetery Depertment would
acquire the foreign exchange held by the banks at the seme rates at
which it hed been purchessed and would resell this exchange to the
same banks at new rrtes res ulting from the modifications in the legal
parity.

Chapter IV, The Exchangé System end the External

Convertibility of the Currency

In & modern economy, foreign exchenge, together with gold,
has come to form an integré&l paert of the internetional reserves of a
country., It should be aveilable in times of emcrgency for vurposes
of national interest, and should not be dissipeted in privete specu-
lations., Article 15 of the present lew mainteins the prineiple,
therefore, thet £11 the international reserves of the country and ell
transactions in gold or foreign exchange should be concentreted in the
Monetary Deper tment of the National Bank. However, this should not
imply eny monopoly by the Bank in the execution of exchenge operstions,
On the contrary, the frec execution of these oporations by the commercial
banks relieves the Nationel Bank of congestion, lessens its risks, and
is better suited to legitimate preferences of benking end commerce. In
order to reconcile these two objectives, the lsw authorizes the benks
gue lified for this purpose by the lMonetery Boerd to carry out ell ex~
chenge operetions, Such operetions, however, will be made only for the
account of the Monetery Depnrtment end at the buying end selling
retes fixed by the Dapsrtmunt in sccordence with the present law,
Moreover, the benks must communicnte deily to the Dere rtment the detoils
of all operations effected and credit the respective exchange mergins
to the-Depertment, reteining only the commissions necessery to cover
legitimate expenses snd customery profits,

Commereciel banks, in their cepreity es agents of the Monetary
Department, -ere allowed to meintein foreign exchenge funds up to a
meximum emount to be fixed by the Boerd with relation to their peid-in
copitel and surnlus, The benks will administer these funds end will be
allowed to sell drefts egeinst them, but they will remain the property
of the Monetery Depertment end be subjeet to the reguletions which the
Monetery Board mey dictete in asccordence with Chapter V of the prosent
law.

The power given the Monetary Board to permit the funetioning
of & free exchenge merket under the conditions esteblished in the
following chepter constitutes an exception to the general principle
expleined above end is based on the desire to liberalize as much as
possible the control system now in force, It will permit & more
flexible end reelistic spplication of exchenge oontrols the adventeages
of which will eppesr when the legel provisions pertaining to it ere
commented upon,
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Article 16 allows the Monetary Department to colket an exchange
mergin of 1 pver cent on easch purchase or sale of foreign exchange., This
margin is in conformity with Article IV, section 3, of the Bretton Woods
agreement and will facilitete the:.solution of e fundamentsl problem in
the monetery organization of the country:.to:free the policy of the
Monetary Depeariment from any profit.consideration. The Department should
be free to follow a policy of contraction or expansion, whichever is
in the national interest, At the vresent time, however, the Department
derives its only earnings from the interest yielded by its credit
injections into the merket, \When rediscounts decresse, profits are not
sufficient to cover o xpenses, much less ‘allow the assumption of
the additional cherpges that would résult from a poliey of absorption
through the issuance of bonds .or certificeates, In order that the
Depertment mey follow a truly national monetary policy with the necessery
strength and independence, it must be provided with stable sources of
income which do not depend on & poliev of monetary expension, The °
simplest way to do this, within the traditional orgenization of the
monetary end banling system, is by a moderate increase of exchange
mergins within the limits epproved et Eretton Woods, The margins
proposed in Article 16 conform to this idca &nd cennot be considared
excessive in such a narrow exchange market 2s thet of Costa Rice.

This emplification, nevertheless, should be limited to
serving the purposes of nationel welfere specified ebove esnd should
not lead to unjustified incresses in the profits of privaete banks,
Accordingly, the provision in Article 156 nssigns sll exchenge benefits
to the Monetary Deovartment, including profits msde by commercis ]l banks
in their direct exchenge transactions with the publie. In 211 these
operetions, the benks will be considercd as egents of the Monetery
Depertment and will be allowed to retein only the commissions necessary
to cover their expenses with & small margin for legitimete profits.

érticle 18 expresses in concret: terms the obligation of the
Monetery Department to maintsin the externsl convertibility of the
colon in conformity with the lepal provisions expleined sbove, This
convertibility, however, should not and ctnnot in practice be imposed
in an absolute sand unlimited form without seriously and unnecesserily
compromising the internal end external stebility of the currency, The
experiencs of the last fifteen yeurs hes proved thet & rigid repime of
convertibility mey become intolersble or oxtremely hermful for countries
fundementelly dependent on internationsl trede nsnd subject to sudden,
excessive, end often erretic fluctustions in their balance of peyments,
Feced with emergency situations slmost all the Latin American countries,
in the past, heve hed occasionnlly to suspend convertibility end impose
some restrictions on exchrnge. 4Lrticle 1¢ and Chepter V endeavor to
substitute, in lieu of exceptionel measurcs hurriedly conceived under
the pressure of sccidentesl circumstences, sn orgenic regime of inter-
netionel trensfers which forcsees eventusl needs rnd preperes their
logicel solution, elimineting or reducing in every possible way trade
restrictions, edministrative erbitreriness end ell kinds of abuses
ususlly essocisted with exchenge control.
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Chepter V, The ‘Repuletion of .International Transfers

The esteblishment of exchange ‘control in the past decade gave
rise in almoest all counfries to sbuses of every kind which perverted
its objectives, obstructed adjustments indispensable to the ngtional
economies, and greatly aggravated the internstional crisis by poisoning
economic &nd politicsl relations emong nations. -The regulation of
international trensfers established in this chapter differs.decidedly
in every respeét from previous exchenge control legisletion. It limits
the controls, in pirpose ss well as_in application, to what is strietly
indispensable for the success of e sound monetary policy. It esteblishes
& highly flexible system, adepted to the problems ‘resulting from an
excessive end inflationery ineresse in foreign exchange as well es to
those which erise from e dangerqus sosreity of:the country's inter-
nationel reserves. It eliminetes, as much as possible, discriminatory
meesures hermful to the internationel trede end foreign relations of
the country and it explicitly subordinates all controls to the obligations
erising from treaties or internetionsl egreements accepted by the
country. The introduction of & free end en epuction market liberslizes,
in a fundementel menner, the adninistreotion of the controls end guards
egainst the complexity end erbitrariness which chsrecterize treditionel
exchenge control. Finally, the law itself conteins some peremptory and
precise provisions to ensure the country ageinst the use or permenency
of exchenge restrictions rnot required by e dengerous level of the
country's monetery reservas, ' ' N

Section I. Purposé end Administrstion

krticles 20 to 22 correspond to the iders just expleined,
They indictte the ends which cen and those which ernnot be served by
the provisions of the present chepter,

Of specirl importence is Article 21, clause (a), which prohibits
the use of exchnnge control "as & pgrmenent meens to avoid basic economic
readjustments celled for by lesting chenges in the comprretive levels
of prices end costs of production in the country end abroed". This
prohibition springs from & reelistic eveluation of whet cen and of
what cennot be expected from exchenge control measures. We must not
forzet thet these meesures heve no corrective ection, They simply
t.1low the monetery suthorities to postpone indispensnble resdjustments
in the economy, e#nd mey thus perpcturte the basic disequilibria of
which exchrnge difficulties sre merely e symptom. If the controls
sssume such a permenent cherecter, they impose incressingly demaging
end intolerable sacrificcs on the cconomy. Temporery controls cen
restrict, for example, indispensable but deferreble imports. Permenent
controls crnnot do this end, in arder to be sufficiently effective,
they must graduelly expend towsrd restrictions that will cffect not
only luxuries, but nlso the basic consumption of the pnopulestion and
the importetion of products indispenseble for the development of the
economy.
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Fundamental dand lasting digequilibris in-the balance of
payments canrot, ‘therefore, be sclved by means of exchange control.
They definitely reguire dther suiteblé meesures of readjustment, one
of which might be a modification in monefary parity in conformity with
Article 11.. R ' “ '

Article 22 subordinates the application and administretion
of exchenre repulstions to the international treeties end sgreements
of the country. Upon joining the Internationel Foretar3 Fund, some
of the measures of this thapter will, once the initial trensition period
hes passed, be suhject to the Fund's approval., On the other hand,; the
general structure of this chupter and the gusrentees included ageinst
ebuses of the control slready integrate thc present lﬂw with the r'pl:"l‘t
of the Bretton Woods monﬁtrr3 apreements. :

Lrticle 23 is & direet &nd logical conSwau:nce of Article 20
Since the rogulstion of internationel trensfers hes sn exelusively
monetery purpose, its general administretion should be entrusted to
the Monetsry Borrd, which is the orgenization cherged with the monetary
policy of the country end the one most competent for edepting the
concrete regulations of the present law to tke fluid needs of thnt
poliey.,

Section 2, Strtisticrl Control of Exchsnge Trenssctions

and Concentretion of the Internctionnl Monetary Reserves of the Country

krticles 24 to 27 have the scle purpose of esteblishing a
permenent, but nurely stetisticsl, control over purchrses cnd s#les of
foreign exchenge, The informetion collected will meke possible the
maintenance of current estimutes on the belence of peayments--informetion
whiek is indispenseble for the guidrnce of monetrry policy--end will
facilitete the introduction ond immedir te npplicetion, when needed, of
an ¢ffective control of transactions,

irticles 28 end 29 -liberanlize the exchenge control system
now in force with respoet both to deposite in fﬁrﬁlgn currency and to
the obligstory sele to the Monetory Departmert of the faoreign exchange
proceeds crising from exports, They substitute for unnecessnrily rigid
obligations e flexible regime which mey be edepted at ell times to the
conditions of the mmey market,

The Mnnetrry Banrd hes the power either to prohibit or to
ruthorize the holding of deposits in foreign exchange by individurls;
in grenting this euthorizrtion, the Monettry Boerd mey subjeet it to
ernditions which svoid possible repercussioms injurijus to monetary
stability. It mey, for exemple, reserve the right of the Monetary
Department in emergeney coses to buy the foreign exchengoe deposits at
the rate of exchenge of the day. It may elso, if the foreigpn exchenge
is utilized by the depssitor, impose peyment of the seme exchenge
mergins snd retcs on exchenge permits e€s preveil on thet dete in other
transections of the ssme type,




wil=

Article 28 introduces. the same flexibility with regard to
foreipn exchenge proceeds of expvorts or of other international trans-
actions, The Roard may require the sele of the foreign exchange to
the Monetery Depertment, but it may elso authorize the operation of a
free exchange market, This power of the Board permits it to limit
control, measures to whatever is necessery and precticable, In periods
when there is en sbundence of foreign exchange, free market operatiohs
can be expended without inconvenience end, on the contrery, with con-
sidereblec adventege. On the other hand, even in times of scercity of "’
foreign exchenge, & free merket hes proved to be gn escepe velve of
incelculable velue, in the experience of other countries, for the
effective applioation of meesures of control., It permits the reduction
to & minimum of illegel but uncontrollable syrsions which demorelize
honest businessmen and place # premium on freoud, .

Thero would enter into the free merket thet foreign exchange
whose control is not worth the trouble or is imprectiecble or, in a
period of abundence, is not necessery., Therefore, the Bosrd is permitted
to establish vslustions or percentages (which might be nil for certain
kinds of foreign exchenge proceeds, such as those srising from tourist
or other trrnscections uncontrollsble in pructice) which limit the | °
obligetion of selling the foreign exchange to the Dep: rtment, The system
of vrluntions will be usad, in preference to percenteges, for exports of
merchendise or products whose reel selling price esnnot be exactly
verified, as in the cese of the operetions of the Compedfs Bensnera,

The foreign exchenge:thus supplied to the free market would be
sold to those buyers who do not have eccess sither to the offiecicl
merket or to the suction merket., It would be used for purposes not
recognized in those merkets, such as dividend or emortization remittences
above certein limits, cepitel exports in periods of foreign exchenge
serreity, trips abroad of purely luxury charecter, ete, Such an escape
valve relieves congestion of demand for exchenge on the other merkets
and greatly sim-lifies the prectical furetinsning of exchenge regulctions,
while ot the stme time it restricts these operstions, but in & less
rigid menner, by means of the pens 1ty of sn elevetion of the exchenge
rate,

If it is deemed necessary, the operetions of the free market
could ‘be controlled still further by allowing only operstions through
exchenpe certificetes that could be deelered invelid if they are not
used within a specified period, This system hes been used in Colombia
with some success, but it hes the dissdvrrtsge eagsin of demsnding a
control, in some cnses impossible, of sll purchases of foreign exchrnge,

Article 30 imposes on customs fnd postel suthorities the
obligation of coopersting with the Exchrnge Division in order to ensure
exact observance of the law,
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Section 3. Anti-infletionasry .Controls

The traditionel exchenge control legis sletions are emergency
legislations conceived in periods of extreme SC‘PCLt‘ of .foreign exchange.
They are ill-sdjusted to the changing needs of monefar5 administration
but, on the contrary, tend to maintain, more or less permenently,
rostrictions thet are entirely self-defesting once the trensitory diffi-
culties which gave rise to the ‘cantrols are Qurmuunt(d

The prov15=ons of this Sﬂctlon pertain not to scercity of
foreign excheange but to the ‘opposite condition of excessive end in-
fletionery inflows of forecign exchsnge, the importunce of which has
been revesled in recent years in all Latin #mericsn countries. Unlimited
convertibility of foreign exchange into nationel currency can wr oduce,
snd hes in practice produced, infletionary movements as dangerous for
the economy of the country as tho deflationsry monetary pressures which
heve resulted st other times from the unlimited convertibility of national
currency into foreign currency. Nevertheless, in conformity with Article
21, cleuse (a), control meesures ere excluded es inadequate when the
country has to cope with fundrmentel end lesting disequilibria related
to disperities betweon internsl end externsl prices and costs of
production. In these ceses, the recdjustment of the balence of peyments
should be sought either through internal exptnsion or thraugh &
revaluation of the currency in accordsnee with Article 11, cleuse (b),
of the present laow

The messures enumercted in Article 32 suggest verious methods
of defense egeinst disequilibrie origineting in trensitory fluctuations
in the balsnce of payments, The.most redienl and most difficult to apply
ere found in the lest two clruses, (g) and (h). {

Clouse (g) =llows the Boerd to force the sellers of foreign
exchenge to accept pertial peyment of their drafts in the form of
registered certificetes which would. sterilizc pert of the exchonge inflow
during the period of emergency. Lerge surpluses in the balence of
peyments will reflect, in general, e very favorable situation for
exporters snd extreordinary profits that would sllow them to support
this forced investment. The portion of the drefts to be peid in
certificstes will be established by the lonetery Boerd efter consideretion
of the ebsorption ospecity of the vrrious groups effected, Ideelly,
it would be preferable to reletc the obligetion to purchese certificates
directly to the level >f the extrrordinery profits of the sellers of
foreign exchenge, but the present strte of fiscrl statistics vrecludes
this procedure. The Bosrd, nevertheless, will be guided by the some
eriterion end will epproximete its results as fer es possible.

In order to reduce to the most indispensable minimum the
compulsory espeet of investments in certificetes, the Boerd mey euthorize
the substitution of other cquivslent investments which would equelly
sterilize the internel exprnsive impoet of the foreign exchenge inflow.




L o=13-

4 Clause (h) would be applied-only in. extreme cases of dis-
equilibrium and could, at times, .constitute. the first step towerd a
generel revalustion of. the currency, in.conformity with Article 11,
It would direct pert of the foreign exchenge toward the free merket --
whose rates in this case would be lower: then the officisl rates, The
smount so direeted.would be determined on the same basis as in the
preceding cleuse. In reality, the currengy would . already heve been
revalued sutomsticelly by the free pley of suprly end demand if the
Bank had not arbitrarily interfered in the market to prevent a
reduction of exchenge reates,. .Clause (h) . permits the authorities to
confine this protcction to the foreign exchange acquisitions which
correspond to &-normal situstion., @ the excecss might be meintained in
foreign exchenge, or cenverted into: colones only st rates established
through the free pley of .the merket,

Besides the:methods spccified in Article 32, the Bunk hes et
its disposal the other, end mors troditionel, weepons of control resulting
from its orgenic cherter, These wecpone should be used preferably to,
or in conjunction with, those of the present urticle, Fiscel policy cen
nlso play & role, pcrheps ¢ lecding one, in the stebilization of the
currency egeinst the shocks resulting from the disequilibria forming
the subject of the vresent section of the law., The success of monetary
policy will depend on the coordination of rll these instrupents of
ection in the best interests of the netionel economy.

An active policy of monetsry stabilization on the pert of
the Benk involves sacrifices and expenses thet could not be borne within
the present regime of the National Bank, - These costs could be reduced
by the exercise of the power grented .in Article 34, which, by meking
the purchese of the bonds, certificates, end deposits raeferred to in
Article 32 more nttractive, would permit the Bank to issue them with
reletively low interest retes, The-use of this procedure, however,
enteils serious discdventages thot may militete angeinst its adoption
fnd, in any cese, would not entirely eliminate the expenses contemplated.
Article 33 provides a logicel solution of the finsncial problem of the
stabilizetion policy end st the scme time evolde the crention of a
 fisenl interest in the mointencnce of controls unnecessary and burdensome
for the economy.

Section 4, Anti-defletionary Controls

Section 4 of the present chepter considers a situstion
directly opposite to the one digeussed in Ssction 331 @ dengerous scercity
of reserves or excessive outflows of foreign exchenge, which result
from ebnormal end trensitory disequilibric in the belesnce of payments.
It enumerstes some sppropricte methods of de¢fense not provided for in
the orgenic lew of the.Netionel Eenk,

Article 36 is the peranllel to Article 32 and requires no new
explenatory comments.
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Article 39 puarantees the effective applicetion of the legal
selling rates of foreign exchenge to ell operations essential to the
maintenance of the basic stendard of living of the population-and to
the development of production, It extends the same gusrentea to
contrasctual payments, abroed which résult from obligetions incurred with
the approval of the Monetsry Roerd,r snd to other capital trsnsfers up
to rcesonable percentages, sufficient end indispensable for ettrecting
desireble foreipgn investments, In the extreme hynotheeis, in which
the Board would suthorize only the trensfers gusrahteed by Article 37,
105 per cent of the capital originelly inveésted could be withdrewn in
10 years., Additional trensfers moreover could be mede through the
free merket. Theoreticelly, it would be more logicrl to pusrentee
officinl retes for ell trensfeors of profits, interest, end dividends, and
to limit the extent of the pucrentee only with respeet to rsmortizetion
trensfers. In prectice, however, it would be very difficult for the
Board to discriminete reelisticelly betyeen'servieing end rmortization,
snd en imperfect control would favor whot the present lew endesvors
to avoid: freud end evesions of the lew, -

The ruction merket est:blished in Article 39 has two
objectives:. ,

1. To eliminate a msjor vert of the complexities nnd red
tepe which cherecterize traditionul exchenge control procedures, at the
same time evoiding the administrative erbitrariness, the favoritism,
and the complaints, whether justified or not, of businessmen egrinst
discriminetion end portielity in the grenting of exchenge permits.

2. To recapture for purposes of geneérsl interest, the extre-
ordinary and ertificisl profits thet exchange control pgrants to the
middlemen who obtein foreign exchenge. The geercity of imports which
results from the retioning of foreign exchenge tends to reise prices
outomaticelly, regardless of the exchenge rate paid by the importer.
Grents of foreign exchonge rt the offieirl rotes, together with the
restriction of imports, have in the past supplied businessmen with
sbnormel and entirely unjustified profits, It is desircble to orgenize
the control in a way which evoids these abuses nnd these erratic results
of stete interventionism, Inscsmuch as £ gencrsl control of internal
prices would be imprectiecel, it is prefersble to concentrate this
control on essential merchandisno which enjoys the stability of exchenge
guarenteed by the officiel market, snd to reecept the ineviteble ineresnse
in prices of other merchandise, recspturing, however, the windfell
profits for purposes of common good through the inererse in the auction
rrtes,

krticle 40 protects the auction merket sgeinst erbitrery
menipuletion by the Benk., In prineciple, sll foreign exchrnge currently
required by the Benk should elso be sold currently, either on the
2fficiel market or on the ruction morket, thus essuring the effective
pley of supply end demand. Three exceptions to this principle ere
admitted, however:
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1. In order to normelize ‘the merket during the course of the
year and to avoid the erratic fluctuations in guotations which would be
associated with normal seesonal movements in purch~¢9 and seles of
exchange-

2. In order to permit e ratlonnl utlllzation of the proceeds
of foreiLn loans; i

3. In order to reconstitute an adequute level of reserves in
case the Regulation Fund hes reached abnormally low levels.,

frticle 41 allows the Bosrd to distribute the foreign exchange
of the auction market emong several cetegories -- say 3 or 4 -=- with the
exclusive purpose of equilibreting the distribution of exchenge permits
in accordance with the basic needs of the economy. In order to evoid a
monopoly of foreign exchenge by & few strong buyers, the Boerd is elso
permitted to limit the meximum emount thet may be obteined by any one
person or entity. This would be done by establishing meximum individual
quotes proportionste to the velue of normel purcheses.in former yesrs,

Articles 42 end 45 heve es their object & neerly esutomatic
¢liminetion of the controls es soon &s the monetery situation permits,
They protect the country sgeinst unnecessery restrictions sand constitute
g prectiocsl affirmetion of the will to collaborste in the international
plans for monetery stsbilization end the liberelizetion of trede, To
this end, Article 42 establishes precise criteria which leave no room
for erbitrary or biesed interpretetion. Jrticles 43 and 44 do not in
renlity constitute exccptions to this system but edept it to ineluctable
exigencies origineting in & possible breckdown of the exchonge market
into isoleted compartments as g result oft the previous setion of other
countries, Article 44 is inspired dirmc*]u by Artiele VII, Section &,
of the Bretton Vioods sgreements,

Section 5, Control of Crpitys]l Movements

In spite of the extensive exposition required by Articles 31
to 45 of the present law, Sections 3 and 4 constitute e regime of ex-
coption whose normal duration should be very brief. In the mejority
of ceses, the restrictive provisions, of section 4 especislly, could
be svoided with all proovriety by temporary borrowing abroed or by
recourse to the Internctional Monetery Fund, once thet institution is
functioning,

The only restrictions of a possibly permenent cheracter
esteblished by this lew ere those of Article 46, referring to cepitel
movemrents, If these movements totelly escepe the control of the
monetery suthorities, they mey sssume & magnitude thet would defy any
policy of monetary stebility, internsl as well as externcl, This 4s
precisely whet happened in the years 19624-32 in the mejority of Latin
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American countries. It would be very difficult to sustain the thesis
that these movements constitute an sutometic fector of readjustment in
the international equilibrium of every country, although this thesis has
been defended at times by the most extreme theories of the classical
doctrine of the gold standard., Actually, an intense economic crisis
would be generally eccompanied by movements of capital repatristion from
dehtor to creditor countries. These movements check the defletionary
pressures in the letter countries but eccentuate them in the former,

On the other hand, ir times of prosperity, capital movements in en
inverse sense aggravate the infletionery problem of debtor countries

end mitigate in in the creditor countries, In both cases, thercfors,
large uncontrolled cepitel movements cen bring additionsl disorder,
rether then sutomatic readjustment, to the very wesk economies of the
debtor countries,

The controls laid down by Article 46 are, for the most part,
indispenseble to the success of a sound monetcry policy and ere perfectly
integreted with the Bretton Woods agreements (see Article V, Section 3,
of the sgrecments). Neverthcless, to svoid rigid controls, incppliecsable
in prectice, Article 47 provides cn escape velve for any trrnsfer not
suthorized by the Monetrry Board, These trensfers could be effrcted in
the free merket, without the Benk's gusarentee in regsrd to the exchenge
rates ot which conversions will be mede from foreign exchenge to colones
or vice verse,

Section 6, Penalties

See the report of the Benk's Counsel,

Chepter VI, General Provisions

No comment necessery.

Chepter VII, - Transitory Provisions

Article C simplifies the lenpthy offiecinl designetion of the
"Board of Directors of the Issue Department" by substituting the neme of
"Nonetary Borrd", The other chenge from "Issue Department" to "Monetary
Department" introduces e more exset end correct terminology, The power
of issue is only one aspect of the gencral task of monetery direction
entrusted to the Monetary Depertment, which elso includes, for exemple,
the administretion of monctery reserves cnd the multiple opersetions of
monetery sterilizetion and stabilizetion introduced in the present lsaw,

Conclusion

The present lew returns the country to monetery normelity, in
accordence with e modern and flexible system of monetary administration,
adepted to its own needs and to the new internetional ecircumstcnces
reflected in the Eretton Vicods conference snd which give hope for the
esteblishment in the nesr future of en interrationel menetery stendard,
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The new law liberalizes, at the same time, the sntiquated
exchange control legislation, and adepts it to the permsnent needs of

monetery policy.

Finally, it provides the Monetary Department with new weapons
of monetary administration, the lack of which has been made sbundantly
clegr during the weartime crisis and the use of which will be required,
perhaps even more urgently, in the course 'of postwar readjustments,
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Preliminary Project of Monetary Law end of the Organic

Kegulation of International Trensfers

Chapter I. -The Monetefy,Unit

Artiole 1.i= The monetery unit of Costam Rice is the colén. The colon is

divided into 100 equal perts called "ceéntimos", The sy~bol of
the colon is the letter "C" crossed disgonally by two parellels,

Article 2, - A11 prices, texes, nssessments, feces, weges, saleries, con-

tracts, and obligations of esny cless or kind thet must be peid,
collected, or executed in the Republic, shell be expresssed and
liquidsted exclusively in colones,

Any quelifying or restricting clruse thet imposes payment
in silver or gold metal, foreipgn mmeys or devisen, or uon
L~ » = 5 t
mone tury unit other than the colon shnll be null end void,

Excepted eore:

r) Obligstions requiring peyments from Coste Rice
abroad or from abrosd to Coste Rice;

b) Remuneretions to persons or entities with actual
residence obroad, for servieces given temporarily in the
country;

¢) Obligetions to institutions of public lew which,
in applicstion of speciml laws, must be paid in foreign

currency or exchenge or in specie,

Chepter II, The Monetrry Issue

Article 3, - Only the Monetery Depertment of the Netional Benk of Costa

Article 4.~

Rica mey issue notes end coine in the territory of the Republie,
with the pusrantees and limitotions esteblished in the pertinent
legel provisions and especirlly in the lew of the Monetary
Depertment. No other entity or per=on, publie or privete, may
put into circulation notes, coins, or eny other documents which,
in the opinion of said Depertment, might circulstec e£s money.

The Vonetery Board shall determine the ertegories, types,
compositicn, designs, legends and other charreteristies of the
notes end coins, in accordance with the Constitution and in
conformity with the specinl lews which Congress mey dictate
on the subject,

All expenses of printing, coinesge, end replecement shell be
defreyed by the Department.
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Article 5,- The notes and coins of the Monetary Department of the
Nationsl Rank of Costa Rica, issued or coined in accordance with
Article 3, shall be unlimited- legal tender throughout the
territory of the Republie.

Article 6, ~ The Monetsry Department shall exchange on demend snd without
charge notes end coins of eny ‘denomination for notes and coins
of eny other denomination, ‘If, for reasons beyond its control,
the Department is temporarily unesble to provide certain denomi-
nations of notes or coins, it shall substitute for them the
aveilable deriominations which are closest to those demanded.

Article 7.~ The Departrent shall retirc ‘end replace by new notes or
coins eny notes snd .coins so deteriorated through rormal use
they they heve become inadequate for monetary circulation,

Nevertheless, the Departmént shell not exchenge notes and
coins whose identificetion is impossible, notes which have lost
more then two-fifths of. their surfece, snd coins which show
treces of filing, clipping, or perforetion., The Department shell
retire these notes end coins without compensetion end shell
demonotize them, Appenl mey be mode to the Nonetery Eoerd,

'whose decieion in the case shell be final,

Article 8,~ The Monetery Board is permenently empowered to cell in
for exchange the notes of eny series issued more than 16 yesars
previously end-coins after 30 ycers from the date of coinage,
The notes and coins called in for exchenge shall remain legel
tender for & period of six months sfter the initiection of the
retirocment operations, but the Bank shell not return to circu-
letion those thot heve been retired, When this period is over,
they shell cease to be 1ag91 tender end shell be exchengesble
et per end without cherge, for enother period eof six months,
only in the Monetary Department snd in the banks qur lified for
thet purpose by the Board, When this second period is over,
tha exchenge shull be suspended and the notes cnd coins not
vet exchenged shell be entirely demonetized,

Article 9,~ The emount of eny ascertcined reduction in the note end
coin lisbilities of the Depertment due to loss, destruction or
demonetizetion shell be applied to the esteblishment or to the:
incresse of specirl resorves of the Department which shcll be
utilized to defrey the expenses of issue, coinage, end repleace-
ment of the notes sand coins, ;

Chepter I1I. The Gold Prritf of the Coldn

hrticle 10,~ The colon shall heve & gold prfity Of sossees grems of
fine gold.
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Article 1l.- The gold parity of the colon may be modified only by concurrent
decision. of four members of the Monetary Board in full session of
titular members and alternstes end only in the following ceses:

a) in applicetion of decisions emenating from international
egreements for monetary stabilization;

b) to countermct the hermful effects of wide fluctustions
in those prices, computed in gold, which most effect the economy
of the country;

¢) to correct fundementsl and lasting disequilibrie in the
balemce of psyments, releted to dispasrities between internel and
externel orices end costs of production.

Article 12, - The modifications mentioned in the preceding erticle must
be mede in conformity with the obligetions accepted by the
country through internetionel tresties or conventions &nd must
be accompsnied by a detriled justificetory report which shall
be published within three deys in the Dierio Oficiel end in two
newspspers of wide cireculstion in the country,

Article 13,- The legel exchenge retes of foreign currencies freely and
effectively convertible into gold shall be celeculcted on the
besis of the gold perity of these currencies, In ell other
cases, the legal exchenge rete shell be crlculrted on the basis
of the respective current quotstions on.the New York or London
merket.

Article 14,- Profits or losses arising from sny revelustion of the
internationel reserves of the Monetery Depertment, of the other
depertments of the National Bank, end of the other banks in the
country, as o consequence of chenges in the gold perity either
of the colon or of other currencies, or in the logsl exchenge
retes of other foreign currencies, shell be offset, immedietely
upon their asppeersnce, through equivelent emortizetion or increase
in the old debt of the Tressury to the Monetery Depertment end
shall not enter into the celculation of the not profits or
losees of the year,

Chepter IV, The Repuletion of Exchenge end the

Externsl Convertibility of Currency

Article 156,- Only the Monetsry Depertment may buy end sell gold and
foreign exchrenge, cxcept for the ruthority given the Monetary
Boerd to permit the operation of e free exchenge merket under
the conditions esteblished in the following chepter. Vhen
th-ese operntions trke plece with non-benking persons or
entities, the Depertment shall act exclusively through the
medium of the Commerciel Department end of the other commereciel
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banking institutions which the Monetary Department qualifies

to act as its agents. Neévertheless, the Poerd mey authorize

the Commerciel Department and these benking institutions to
meintein, in their capacity of mgents of the Monetery Department,
funds in foreign exchenge up to a maximum that the Eoerd shall
fix in relation to their paid-in capital end surplus, end to
sell drafts against these. funds,

All exchenge operations of the Banks must be reported

daily to the. Monetary Department, which shall be empowered to

- control their sccurscy through whatever inspections it deems
necessary, These operetions shall teke place at the buying
and selling rates established by the .Depurtment in eccordance
with Articles 16 and 17 and the exchenge differences shall be
eredited to the Department, .the agent banks being ellowed,
however, to retein a commission the maximum cmount of which
shall be fixed by the Board but which mey not in eny csase
exceed one-tenth of one per cent of the smount of the transection,

Article 16.- The Exchenge Commission of the National Benk of Coste Rice
shall quote deily the prices in colones which shell govern tlre
buying and selling of sight drsfts on the prineipal merkets
which cre of importance for the country. These buying end
selling rates moy very up to 1 per cent in either direction from
the legel retes cstablished in Article 13,

Article 17.- In other exchrnge operstions, such os the buying and
~ selling of foreign notes or coins, csble trensfers, time

drafts, etec., the Monetary Board shall determine the maximum
commissions that may be collected in order to defray the
sdditionsl expenses involved, including interest on documents
in trensit, Furthermore, the purchese or scle of time drefts
shell be governed by specicl reguletions leid down by the Board
in such £ wey &8s to svoid speculctive risks for the Department
on future and unforeseesble fluctustions in internetionel
exchange rates,

Article 18, - The Netionsl Benk of Costa Rica shell meet ell demsnds
T=  for or offers of foreign exchenge at the rates mentioned in
Articles 16 end 17, It shrll sct through the Monetary Depart-
ment when these operetions emenete from benking institutions,
end through the Commercial Department when they come from the
public or the Treasury.

Article 19.- The epplication of Articles 15 to 18 shall be limited and
quelified by the provisions of the following chrpter on the
reguletion of internationel transfers,
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Chepter V. The Regulstion of Internetional Trensfers

Section I. Purpose and Administretion

Article 20, - The regulation of international transfers esteblished in this
chapter has the exclusive purpose of protecting the internal and
external stability of the currency against the dangers end dis-
turbances of excessive inflows and outflows of foreign exchange,
due to disequilibris in the country's belance of pesyments which

do not reflect fundementel economic trends rel-ted to disparities
between internal and external prices and costs of production,

Article 21,- The exchange restrictions provided in this chapter shall
not be used for purposes alien to those specified in the pravious
erticles end especielly not;

n) &8s & permenent mensure tending to elude basic cconomic
reed justments required by lesting changes in the comperative
levels of prices end costs of production et home end ebroad;

b) as en instrument of protsctionist policy;

¢) as & meens of cconomic or politicel pressure, except
in the case of concerted internationel ection,

Article 22,- The spplicetion snd edministretion of the present system
shell conform to the internctioral treeties cnd conventions of
the country tnd shall evoid ell diseriminatory messures prejudiciel
to its politicrl or economic reletions with other nations and to
its permenent interests in the development of trede end inter-
netionel cooveretion., This lest prohibition does not refer to
legitimate differentictions in the trestment of distinct
cetegories of merchendise, services, end cepitel movements, on
generally recognized beses, nor to inevitable diseriminrtions
imposed by the previous sction of other countries end its
effects on the monetery siturtion of Costa Rice.

Article 23, - The system of internationel trensfers established in this
chepter shall be edministered by the Exchenge Division of the
Nationel Bank of Costr Riee under the genernl direction of the
Monetery Boord. The Monetury Boerd shall regulate its epplication
and shall decide all eppeels made sgeinst the resolutions,

either executive or interpretive in cherscter, teken by that
Division,
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ection 2, Statistical Control of Exchenge Transactions

and Conce

ntration of the International Monetery Reserves of the Country

Article 24,.~

Every exporter, person, or entity who possesses or comes
into possession of foreign currencies or coins, or deposits in
foreign moneys, either in the country or abroad, is obliged to
declare their amount, in writing, to the Exchenge Division or
to benks euthorized to that effect by the Monetary Board. These
declarations must be made within eight days from the date of
scquisition by persons or entities domiciled in the capital and
within fifteen deys by those domiciled outside of it. The

- deelarations shall be strictly confidential,

Article 25,~

Article 26, -

Article 27.=-

Article 28, -

The banks opereting in the country shell inform the
Exchsnge Division deily about the movement of eall their accounts
in foreign currencies, in or outside the country, whether they
be held for the bank itself or for its customers,

The Monetery Board mey except from the provisions of this
erticle the foreign exchange of free negotiation referred to
in Article 29. - '

The use of the moneys or deposits mentioned in the preceding
article shall recuire previous declaration to the Exchenge
Division, with the exception of ordinary operations of current
charecter by the benks themsclves, which shall be governed by
the preceding article,

The declarations required by Articles 24 and 25 shall be
accompenied by such data snd evidence as the Exchenge Division
mey require concerning the amount, nature, and other conditions
of the operation,

The Exchenge Division shall classify the declerations
mentioned ebove for the purpose of preparing current estimates
of the country's balance of peyments, irnvestigate their accuracy
by means et its disposel, end epoly the pertinent penslties in
case of felse decloretions or failure to meke declerations,

The Monetary Boerd may at eny time prohibit, totelly or
partielly, or regulerte the maintenence of deposits abroed or
in foreign currencies by individuels, as well es the circuletion
of foreign currency end coin outside benks. In ell ceses in
which the Boerd suthorizes the meintenence of such deposits,
coin or currency, it mey require the peyment of the corresponding
taxes end exchenge mergins end, in general, subject such
puthorization to whatever other requirements or conditions are
considered necessery in the interest of monetery stability,
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Article 29,- The Monetary Board mey, at any time, demend the sale to the
Monetery Department, through the Commercial Department or the
authorized benks, of all foreign exchange proceeds from exports,
~or from any-other source. This requirement may be extended to
include all the foreign exchange amcquired, or to percentages
or ad_hoc valuations established by the Board and these may
vary according to the class of operation in which the mcquisition
originetes, Foreign exchenge the sale of which to the Monetary
Department is not required by the Board mey be negotiated fresly
in accordance with the regulstions which the Board shsll dictete
to that effect.

Article 30, - Customhouses end postal offices shell give their full
collaboration to the Exchange Division in order to essure the
fulfillment of the provisions of this chapter., They shall
require proof of the respective declsrations snd of the ac-
gquisition or negotiection of the foreigzn exchenge before suthorizing
the dispatch of import or export merchendise, end shall send weekly
statisticel records to the Exchange Division of merchendise
dispatched, except that the Eosrd mey esteblish speciel
regulations for the shipment of exports on consignetion.

Section 3, Anti-infletionsry Controls

Article 31,- The Monetery Boerd shall combot the inflationery impect -of
excessive inflows of foreign exchenge which ere not a result of
fundamental and lesting disequilibria in the belence of payments,
releted to disperities 'in internsl and externel prices and costs
of production, through the use of the powers conferred on it by
the orgenic lew of the National Bank of Coste Riee &nd bv the
provisions of this chapter,

Article 32,- The Board is specislly empowered:

o) To liberalize reguleations perteining to the hold:ngs of
cash and deposits sabroad or in foreign currency;

b) To reduce the od hoc valustions end percenteges mentioned
in Article 29;

¢) To liberalize the system of exchenge sales by means of
reclessification of trensactions emong the officiesl, the asuction,-
end the free markets, and by supplying lerger quantities of
exchenge to these morkets until the officisl selling rates are
mede effective in all these merkets, with no extrs cherge;

d) To restrict the inflow of foreign exchsnge in the form
of capital movements end to liberalize its outflow, in accordsance
with the powers conferred on the Board by Article 46;

e) To issue stabilizetion bonds with interest rntes,
meturities, snd other conditions which the Bosrd may establish,
reserving the right of the Monetery Depertment to redeem the
bonds in advence st par and by lot. The stebiliz:tion bonds




Article 23.-
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shall be freely negotisble and may be issued, if it be advisable,
in gold or foreign currencies. In this letter instence, the gold
or foreign exchange necessary for the future service of the bonds
issued shall be immedietely deducted from the resources of the
Monetary Regulation Fund end earmarked as a guarantee of that
service; -

f) To suthorize the Monetary Department to receive time
deposits, in either nationel or foreign currency, under the
special conditions which the Board may establish, sand to pay
interest on these deposits, The Board shall retain the right
to refund these deposits in advence;

g) To order that. a percentege, not exceeding 20 per cent
of the foreign exchange entering the country on verious classes
of transactions, be peid for by the issue of registered stabilization
certificates denominated in netional currency, with meturities
not exceeding two years end besring an interest rate which the
Boord shall fix, The certificates shell not be negotiable before
their meturity nor acceptablc as collaterel sgeinst loans or
advances, but the Monetsry Depasrtment shall reserve the right
to redeem them in edvence in the order in which they werec
jssued. Under conditions which it shall establish, the Board
mey euthorize persons or entities domieiled in the country to
free themselves from the obligation to roceive certificetes in
partiel peyment of their drefts by substituting insteed
equivelent investments in extrsordinary imports of machinery or
other elements of production, sdvence payment of foreign debts
abroed, repetriation of titles to the external debt of Costa
Rica, purchese of enterprises or other national assets in the
hands of persons or entities domiciled abroasd, or other
operations of the seme kind which permit the use sbroad of the
foreign exchenge in weys edvantegeous to the netional interests;

h) At times of -extreme disequilibrium in the exchenge
merket, to restrict the purchese of foreign exchenge in the
of ficial market to certsin percentages or ad hoc veluctions
which shall be esteblished by the Boerd rnd may very asccording
to the type of transsction in which the acquisition of exchrnge
originetes, Foreign exchenge not acquired by the Bank in the
officinl market mey be sold in the free market by its holders.

The bonds, deposits, end certificetes mentioned in clasuses
(e), (f£), end (g) of the preceding article shell constitute
obligetions of the Monetery Derertment which shell finence their
servicing end other pertinent costs, using to thrt effect the
profits which result from exchenge mergins end from the charges
collected in the rpuction market in accordance with Article 39
of the present lew, The proceeds of the issues of bonds -end
certificrtes and of time deposits shall be sterilized in the
Deper tmen* itself through corresponding reductions in the
monetery issue or in the sight deposits of the Depertment,
according to the cease,
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Article 34.- In its future seles of exchsnge the Board may establish
preferential treatment for® the holders of the sbove-mentioned
bonds, certificetes, and time deanqlts, up to the emount of the
investment, 1

Section 4, Anti-deflationary Controls

Article 35,- In periods of scercity or excessive outflows of foreign
exchenge which are not due to fundementel disequilibria in the
belance of payments erising from dispsrities in internal and
external prices end costs of 'production, the Monetery Foard shall
edopt suiteble measures of defense through the use of the
powers conferred on it by the organic lew of the Netional Bank
of Costa Rice and by the provisions of the present chepter.

Article 36.- The Beard shall be specially empowered:

a) To amortize or redecm the bonds end stabilization
certificeates and to refund the timec deposits in the Monetary
Department by replacing the currency or sight deposits
previously sterilized through the issue of bonds and certificates
gnd the escceptence of time deposits., All the bonds and
certificetes scquired, refunded, or emortized, ordinarily or
extreordinarily, shall be PutirEd immed ictely snd shall not be
considered as assets of the Dopartment. Accrued interest and
the principel of netured bonds end certificates which heve not
been presented for collection within 10 years from the dete of
meturity, shall be caneelled in favor of the Department;

b) To tighten the regulctions reloting to holdings of
cesh end deposits in foreign currency or abroad;

¢) To liberalize the inflow of foreign exchenge in the
form of cepitel movements end to restriet their outflow, in
accordsnce with the powers conferred on the Boerd by Article
46, except for the gunrentees specified in Article 37, cluuses

(e) end (c);

d) To increese the ad hoc veluations end percentages
mentioned in Article 29;

e) To tighten the regulations on the sale of foreign
exchrnge, through reclessificetion of trensesctions emong the
official, the suction and the free merkets snd through
supplying smaller quantities of exchange in the last two
merkets, in accordence with Articles 40 to 44,

Article 37.- Availeble gold snd foreign exchange of the Monetary
Department shall be used prefﬁrau1w for the sale, at retes
fixed in sccordence with Articles 16 and 17 of the present
law end without extras charge, of foreign exchange necessary
for the following purposes:
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&) Contractusl peyments sbroed origineting in obligations
incurred in conformity with Article 46;

b) Payments for indispensable services and for necessary
and non-deferrable imports of elements of production and mer-
chendise for general consumption;

¢) Transfers of dividends, profits, or emortization of
capitel invested in the country by persons or entities actually
domiciled abroad, up to a percentage of verified investments
which shall never be lower than 6 per cent in mny yeer nor lower
then 15 per cent in et least 5 years of each 10-yesr period,

Article 38.- Declerations of debts end applications for remittences made
by commercial and industrial firms which do not carry a complete
. legsl sceounting of their operamtions shall not be admitted to the

benefits of the preceding artiecle.

Article 39.- The balence ‘of the sveilsble foreign exchange shell be sold
at the same retes of exchange, end shall be distributed emong
the other buyers through public suction of exchenge permits by
the Benk., Alternatively, the Nonetary Board mey directly

such charge to be based on the eveileble resources end current
demends for exchenge in such a way &s to spproximote the results
of en euction end to equilibrate demand end supply.

In both ceses, the peyment of the cherge fixed by the
Board or by suction shell constitute the only condition for
obteining the exchenge permit,

Article 40.- Whenever the net reserves in the Monetery Regulation Fund
ere¢ more then 40 per cent of the eversge of annuel seles of
exchange of the three previous years, the DBenk must offer
currently for ssle at leest the total of the foreign exchenge
thet it currently ecquires, except for seasonal adjustments
neccssory to take account of the normal fluctuations of the
belence of payments from month to month, This obligation shall

not extend to foreign exchenge cequired through loens; in this

case, the Monetery PBosrd shall reserve the right to retain the
whole or part of this foreign exchenge so as to assure its
optimum utilizetion over the period of the loan, If the not
reserves in the Monétery Reguletion Fund ere less then the
percentsge mentioned, the Bonk mey clso withdraw from sale the
foreign exchenge necessary -for the reconstitution of this per-
centege over & period of not less thén & year,

Article 41.- The foreign exchenge put on scle in spplicetion of Article
39, may be distributed emong certamin cetegorics established by
the Boerd, on generanlly accepted bases, with the exclusive
purpose of equilibreting the distribution of permits in

determine the charge to be collected for the granting of permits, "~



Article 42,~

Article 43, -

Article 44, -

Article 45, -

Article 46.-

-28="

accordance with the resl needs of the economy. If the Board
deems it necessery, it may also limit the foreign exchange that
may be granted to eny one person or entity, on the basis of
a percentage of the value of normal purchases in previous years.

The exchenge restrictions mentioned in this section may be
put in force only by motivated decision of the Monetery Board
and only when the net reserves in the Monetary Regulation Fund
fall below 35 per cent of the annusl average of foreign exchange
sales in the three preceding years or when the current deficit
in the balence of pesyments, taking sessonal movements into
account, threatens to reduce these reserves to 30 per cent within
a year,

Neither can these restrictions be reteined for more then
one year after the dete of their initiation if net reserves are
meinteined for more then four months ebove 40 per cent of the
average mentioned above, except if the current deficit of the
balence of psyments, teking seessonel movements into nccount,
thresatens to reduce these reserves to 35 per cent within a yeer,

If the Bank's reserves are composed in pert of blocked
foreign exchenge or exchenge not freely useble in other markets,
this foreign exchange shell not be considered in the spplication
of thc provisions of this section, In these ceses, the Monetery
Board shall estoblish the system best adepted to the circum-
stences of the case and to the objectives stated in Articles
20 to 22,

Notwithstending the provisions of Article 42, the Board
may, et any time, apply the exchenge restrictions provided
in this section for seles of foreign currencies which rre scerce
in the reserves of the Monetary Regulation Fund, in accordance
with the scme eriteriam of Article 40 epplied to reserves and
trensections in these currcencies, end which cennot be obtained
through the normel conversion of other sssets of the Fund into
these currencies,

VWhile the excheange restrictions suthorized in this section
are in force, the Monetary Boerd shell submit an ennual report
to the Secretary of the Treecsury, snslyzing the messures ndopted,
their necessity and their effeects, snd supggesting any other
complementary légel messures which it deems necessary.

Section 5, Control of Capitel Movements

Prior edvice of the Monetery Board shall be required previous
to 2ll1 foreign credit operstions by the Government snd for
operetions of the seme kind by officiel end semi-officicl
institutions and entities, These letter operations shall, in
addition, be subject to the prior suthorizetion of the Sacretery
of the Treasury,
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Prior suthorization of the Monetary Foard shall be required
for the contraction or concession by individuasls or banks --
including the Commerciel Depertment and the Mortgage Deper tment

‘‘of the National Bank of Coste Rice == of sny credit operation
abroad end for foreign capital investments in Costa Rice or
Coste Rican capitel investments abroed. The Board shsll exempt
from this requirement, in a gencral way and by regulations,
operations of a current character or of minor amount end it
mey also delegate to the Director of the Exchange Division,
separately or together with the Maneger of the Monetary Depart-
ment, the power to grent this authorization within the limits
which the Roerd shell establish,

Article 47,- Notwithstending the preceding article, the Boerd mey

— euthorize in a general way any cepitel movement provided thet it
be cerried out in the free merket. Cepitel coming into the
country in this wey, without hsving obteined the suthorization
mentioned in the preceding article, shell not enjoy, with regerd
to remittances sbroad of interest, dividends, reimbursements,
or emortization, the guarentees specified in Article 37, cleuses
(a) and (c¢), nnd these remittences shell be mede through the
free merket or, in the case of authorization by the Board,
through the suction merket.

Section 6, Penalties

These articles should be drewn up in consultetion with the
Bank's Legal Counsel. Therefore, the last erticles of this
preliminary project do not heve their definite numbering.

Chapter VI, General Provisions

Article A.~ Government departments shell provide the Monetery Depart-
ment of the National EBenk of Costae Rice with the date and reports
which it requests in order to obtain better complience with®the
present lew, Similerly, banks, exporters, esnd importers ere
obliged to give the inspectors commissioned by the Monetery
Boerd or the Exchenge Division, eccess to their books and
accounting vouchers; if this esccess is denied them, it will be
presumed thet en attempt at freud exists snd the corresponding
penalties shell be spplied,

Article B.- Reforms to the present lew shall be cerried out only after
consultation with the Monetery Board or upon its initistive.

Chapter VII, Trensitory Provisions

Article C.- The designetion of "Issue Depertment" of the National Bank

— of Costa Rice is chenged to "Monetery Department" end the desig-
nation of "Directing Council of the Issue Depertment" to
"Monetery Board",




Article D, - This law shall enter into effect on the dete of its promul-
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