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Fixing Initial Par Values
Each member shall commnicate to the Fund not later tham thirty days

aftor the effective date of this Agreement, the par value for its currency
based on the de facte rates of exchange prevailing for its currency sixty
days prior to the effective date of the Agreement, The par value so
communicated shall be the par value of the member's currency far the purposes
of the Fund unless. the member signifies within a veried of ninety days fram
the effective date of this Agreement that it regards such par value as
unsatisfactorys In the case of a member whose territory has been occupied
by the enemy, this period of ninety days may be extended by the Fund if tha
meaber so requests, When'a member signifies that the par value of a currency
initially communicated to the Fund is umsatisfactory, the Fund and the
member shall, during a period to be determined by the Fund in the light of
all relevant circumstances, agree upon a suitable par value for the currency
concerned, If the Fun:l and the member do not agree within such period so
determined, the member shall be deemed to have withdrawm from the Fund as
of the date of the t.ermiration of such period,

A member communicating to the Fund a par value for its currency shall
at the same time commmnicate a value, in téms of its own currency, fer
each subordinate cwrrency, where such exists, in territories under its
Jurisdictions Frem the values so communicated the Fund shall compute
the par valve of each such suberdinate currency. The provisions of the
preceding paragraph shall apply separately to the principal and subordinate
currencies in the évent that the member signified within the stated period
that the par value of any one of them is unsatisfactorye

The Fund shall begin exchange transactions at such date as it may
determine after par values have been established far the currencies of
members having sixty percent of the aggregate quotas fixed in Article II,
Section 2, but in no event until one~hundred fifty days after the effective
date of this a.graement c‘1 F.’o exd'xange transactions shall be undertaken by the
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E\x;ad until the par value commnicated by the member is satisfactory to the Funde
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TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

DATE 8/25/44

: Mr, Luxford

E. Amold

Attached is the remainder of my work on Article VIII, Added
to what I left in your office this morning, this material will
complete the draft on that Article, Also attached are the marked-up
copies of the comments by Mikesell on which my work is based. I hope
that you have a clean copy but it seemed unwise to destroy these in
case you do not,

When I called Mikesell about a couple of problems that were
bothering me, he indicated some concem lest, in my ignorance of
economics, I omitted or misstated significant points contained in
his materiale I expressed the view that undoubtedly the work done
by the Legal Division would be presented to Monetary Research for
clearance, but to further remove any question of my having made une
fortunate changes I am sending a carbon copy of my work to Mikesell.
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Secs 1 — Dnbsoduotion
Sece 2 = Avoidance of restrictions on cwrvent payments

(a) ¥No mesber shall, without the approval of the Fund, impose restrioc-
tions on payments arising out of the cwrrent intemational trunsactions
nade by residents in that comntry to resiients of foreign countries or their
agents, This obligation applies to payments in both the cwrrency of the
persons makking the payments and the currency of the persons receiving
pyment, Thus, if an imerican exporter ships goods to Great Ardtain, Britein
may not place restrictions on payments by the importer to the exporter or
his bank whether the payments are made in pounds or in dellars,

Festrictions may not be placed on the transfer of payments arising out
of current intemational transactions, This means that funds received by
an exporter or his agent in another country may be sold to importers or
othars having payments to make in that courtry without restriction, For
exanple, if an American exporter receives pounds in payment for his emports
to Oreat Hritain, these pounds may not be blocked but must be fwe for
use in paying for exports from (reat Britain or for meeting other sterling
obligations,

ﬂlm_uthphmm-lh“dn-hﬂ
transfers for current intemational frensactiors also implies that those having
payments to make alvoad will be able to secure foreign exchange freely and
that foreigners receliving pgyments in local currency will be able to sell
such local cwrency for their own currenaye This obligation does mot mean
that foreign balantes arising out of cwrent transactions :may be used to




purchase the currencies of third countries, since this would be a capital
transaction and not one related to a payment arising out of a current
transaction between the two countries in question, lor does this obligation
apply to capital transactions between the two countries mot related to the
naking of payments on cwrrent internatiomal gocount,

In the event that the cwrrency of a member country is declared scavce,
other rembers are permitted to restrict payments made in that soarce cwrrengy
in accordance with Article VII, Section 3b, lember countries would still
be obligated not to restrict payments and transfers in thedr own currencies
and with respect to all other currencies not declared scarce.

ere countries lave mintained restrictions on the making of payments
and transfers for cwrrent intermational trensactions during tie war peried,
or in the case of cccupded countries which find it necessary to Lxtyoduce
such restrictions on liberation, these resirictions may be retainsd during
the transitional period in accordance with the [rovisions of Article XIV,
Section 2,

(b) Nany countries will find it necessary to maintain restrictions on
capital movements and restrictions on cwrrent intermational payments during
the transitional period. Such restrictions are difficult to enfurce withoub
the cooperation of other members, and it is therefore provided that transao-
tions in the cwrency of & member country wilch are contrary to the exchange
control regulations, maintained or imposed by that member, shall be
unenforceabls in the territories of all mesbere, Thus, if Great Britain
is imposming restrictions on capital transfers outside the sterling area and
an jmerican owner of securities sells sterling balances derived from the
sale of swh securities to an American laporter for use in maldng a paymemt
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in Oreat mritain, such a transaction would be held invalid in imerican
cowts., (‘ece lawyers on this point,) This does mot mean that the U.S,
wuld have to police its exchange markets to prevent such transactions,
but we would not recognise their validity whem they occurred,

In addition, this Section provides that members may, by mutual accord,
cooperate with one ancther in salding their exchange regulations more
effective provided such regulations are consistent with the provisions of
the Fund Agreement, Such cooperation will probably take the fom of the
exchange of information on transactions in the currencies of other members.

Sec. 3 ~ ivoidance of distriminstory practises

Dﬁuc—weiﬁnﬂn—luhp—hﬁuhmh“
erimingtory currency arrangements or multiple currency practices except
as athorised under this agreement or apmroved by the Fund, lr-l-ﬂn_
diseriminatory currency arrangements is meant that a member country or its
central bank may mot say to the importers of that country, or to others
having paynents to make abroad, that they may acquire foreign exohange only
for trade with certain comntries or for luporting certain mroducts fyrom
a particular comtry and not from others,

By mltiple currency mractices is meant the practice of employing
currencies with different values in texws of fareign cwrrencies, Thus a
momber country may not declare that certain balances held in that eountyy
will have a value in terms of foreign cwrrencies lower than that of other
balances presently held or balances acquired in the future. Ner may &
momber country declare that balances held in that country lave one foreign
exchange value for certain puposes and a different foreign emchange value




currencies, h-o-h_mnnnamumn*ﬁ
encourage travel in Germany, Germany sold other marks at rates below the
¢mwmcmmummwumm
buﬂ-h’wm.—aﬂ.-.thmnmn
mmammmm Certain Latin American
mmw-m-h.mmunmc
mmmmwamm Thus Venezuela
roquires the American oil companies to buy the pesos they need at sube
mmmhummam"mumm
suthorities by Venasuelan coffee exporters, These countries will need
hh“ﬂ&mmhﬂhumhmd
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trensactions, it was considered desirvable to strengthan this provision
with & positive obligation on the part of each mewber coustry to uy
balances of its currency held by another member country at the request of
the latter, The buying member has the option to pay either in the currengy
of the mesber making the reguest or in gold,

The obligation of mamber countries to buy their own currencies applies
only in two cases: (1) If the balmnges to be purchased have been
recautly ascquired as 2 result of current intermational transactionsy or
(2) If ‘heir conversion is needed for making paynents for current intere
national transactions.

In the firgt case the balances rmet have been recently acquired in
payment for merchandise exported to that country or for interest or other
current obligations, and the obligation to purchass these balmces for gold
or the currency of the cowntyry selling the balances is simply a means of
enabling exporters and others receiving payments in the cwrrency of that
country to be paid In thelr own currengy. In the second case, the balances
need not be currency acquived, but 1t mst be established that thedr
conversion is needed for settling & balance elther with that cowntsy or
with a third countay, xr,m-qh,mu.mmmm
Venozvels ani we have a payment o make in Venssuela which that county
states must be made In dollars, we could require Vensguela to buy the
pesos frum us with dollars or with gold, But tis cbligation does not
depend in every case upon our having to make dollmr yayments to Venesusla.
If we have an adverse balance of peymemts with the rest of the world, we
could also require Venesusla to buy the pesos with gold or dollars, If wo
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receive gold we could use this old to settle ow unfavarsble balance with
the rest of the world, If, on the other hand, Venesuela pays in dollars
she would be taking pressure off the dollar in world markets by increasing
the demand for dollars; or if Venczuela obtained the dollars fyom the fumd
the reduction in the Mund's dollar holdings would increase owr abdlity to
buy the forelgn exchange we neced from the Mud to settle owr adverse
balance with the rest of the world,

This Section hes sometimes boen callsd the sultilaterel clearing
provigion, Tt will be recalled that a mesber countyry, sy Oxeat Brdtain,
is not obligated to permit ancther menlbor, say Frence, to sell pounds in
its narket for dollars, France can sell pounds in Iondon for frence bub
Eritain way,if she chooses rrohibit France fyom selling pounds for dollars
to settle France's balance with the U.S. Yet the obligation of Ingland o
provide francs for pounds has wuch the same result as if Great Britain had
pornitted France to buy dollars in her market to settle 2 current balance
with the 0,8, !bwhﬁlhubnn'-a If Great Britain buye
t‘lnm&h.wh‘h.ofﬂupﬂhmd‘mﬂ
be depressed to the point where Britain will find it necessary to go to the
Pand for france, The reduction of the Fund's holdinge of frence will
increase Mrance's ability to purchase dollars fyom the Fund with francs.
Furthesmore, in the event that the Fund's holdings of fruncs are reduced
below France's quoty, France can purchase an amount of dollars up to the
point where the Fund's holdings of francs are equal to its quota without
incurring ay penaliy charge.

(b) There are certain conditions under wnich the ebligation
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discussed in (a) above does not apply. These conditions ruy be stated as
follows:

(1)

(2)

3

It does not apply in cases whare restrictions on the comverdibility
of balaees are pernitted under Section 2 of this Article and

in ceses cousistent with the right of members to contrel cepital
tranafers in accosdance with Article VI, Section 3. For example, &
a member countyy findg it necessary to impose restrictions on capital
movenments, the balances accumulated by foreigners as a remult of
sales of shares or tangidble rroperty would not be sulfect to the
convertidility requirement of this Section,
mmmmwmmnucm
maintained or imposed by membar countyies during the tranmdtionad
perdod in accordance with Article XIV, Section 2, are cxempt from
the convertibdlity obligation, For example, Greatl Sritaln would not
need to purchase with gold or dollwrs sterling talsnces acquired Yy
inericans before (reat Aritain removes ber war-tizse restyictions om
loredgn exciangs transactions,

Any balances which have been acquirved iy another nonber cownbyy
contyary to tho excimnge regulations of the member which is noked
0 buyy irom need not be purchased. For mample, ¥ a residemt of
a mgmber countyy imposing restrictions on caplial transsctions sells
mmmmwmuxum“.
to the resident of anotior sexber comnlry, the nmber cowtry whose
owrency is sold need not pwrchase that currency from the other
eaber,
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(4) vhem the currency of the membor requesting the purchase has been
doclaped sonrce undar Article VYT, Section 3a, this obligation mo
longer applias. (For explanstion, see the disgussion under
Article VII, Section 3a,)

(5) Vhem a momber country which is requested to pwrolase its owvn cuxrenty
is not entitled to buy the currencies of other members of the Fund
for ite own cwrency, the specific obligations of this Section do
not apply. This i mot %0 be interpreted to mean that a »exber
countay dous not have the obligetion to maintain convertibility of
its ewrency even though it is not ectitlsd to purchase foreign
exchange from the Pund, It is still subject to the requirement of
Seetlon 2 of this Article not to impose restrictions on meking peymeste
or transfere arising ovt of cwrent internatiomal transactions, while
at the same time not permitting its exchenge yate to fall beyond
the preserided range from parity, In the event $hat a resber cowtyy
is wable to meet ite obligation to cowvert its ewrrency and cannot
use the resouwrees of the Fund, 1t will either have to meke arTenge=
ments for temporary modification of its obligntions with the consemt
of the Fund, or be subject to swpension for failuwre to meot its

“6- ALAnguitation o1 : : BEANGLN —O0LNe LICANIALLGEL AgTeanensy

A nmuzber of our cormereial trexties which have been emtered into in tie
past have included prohibiticas against restrictions on transections in
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foreign currengles which, wner special or temporary circmstances, are
parnitied under the Fund Agreement, iesber countries which are partias to
such agreements agree to consult with one ancther for the purpose of
reconciling any onflicts between tis provisions of the Fund Agresuent and
other agreaments to which they may be a party. '
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ARTICIE XIV.
Transitional Period

secs 1 — Introdwtion
Nember countries must not seek to finance their foreign emchange re~

quirenents for relief or reconstruction through the Pund. Foreign exchange
mﬂmﬂm-ﬁhmmﬁlﬂrmm&m-w
mﬂumhhmﬁm.cﬂnw&
for Recomstruction and Development in the case of reconstruction, It should
also be made clear that the peyment of foreign indebtedness ariging out of
the war cannot be financed by the Fund, This means specifically that Great
Britain camnot use the Fund to finance the liguidation of her large short-
term indebtedness which has accumnilated during the ware Since the Fund
is desigmed to hendle only normal flnctustions in the balance of payments
m«mm,m-mmmmmlm
cyclical fluctuations, the Fund's resowrces are not sufficlent to finance

the liguidation of past indebtedness,

sac.z-mmicum
In the post-war transitional period many merber countries will have

an enormovs need for foreign exchange to rebulld thelir war-devastated
ter: tories, to replace worn-out capital equipment, and to replenish
their stocks of raw materials and consumer goods. OSome of the necessary
foreign exchange will be supplied from the gold and foreign exchange re-
sources of the country itself and some from Internallonal agencles created
for this purpose. DBut in a country where free enterprise prevalls the
demand for foreign emchange in the immediate post-wer period will be far
greater than the supply, at least uatil the export industries of these




countries are reconstructed e that they can produce an adequate supply of
foreign exchange, If, therefore, thess member countries were required to
abolish all exchange restrictions and to permit the free mmshase of forelign ewre
rencies during the transitional period, anything approximating a balanced
international position for these countries would be immessible, Moreover, any
Mummmumtmmmmnm
cuwrrencies during this period would place an enormous strain on the resources
of the Fund,
m“mmwﬁ-unmmum@,
abnormel belances. This problem exists ehiefly for Creat Britain, but to
a lesser extent in other comntries as well, There have been built up in
mmmnmpu.nnm-nmumammmn
sterling area cowrtries. Sterling balances which have been built up before
mm“mmmnmmm,m!,su
b, are not subject to these obligations. So far ag Britain's obligations
M&Mmmthmmmmwwh
blocked for any purpose so long as Britain chooses to keep them hlocked,
uuamuummmmmmmuahmmm
mmmmmz,suh.mmmamng
balances are subject to these provisions, Britain ngy find it necessaxy to
mmummmmm.mmmm
am:«mm&mumm&m Therefore,
mmm“unumh_mw
obligations until she is sure that she can remove the restrictions on the
use of sierling balances accumulated in the future and still maintain a
balanced position,
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For the reasons stated above member countries are pernitted fo maintain
and adopt to changing circumstances restrictions on payments and trensfers
far mtmmt_ummmmmmm
Covmtries whose territaries have been occwpied by the ememy are permitted
to introduce restrictions where nccessary, lember countries who adopt or
retain exchange restrictions agree to abolish or modify these restrietiors
&8 soon as they believe they are able to maintain a balmced posttion
without having to make undue use of the resourcws of the Mmd, Countries
mumummmmmmm
have been reconstructed and their emport trade restored.

mmmmumnmam
er imposing emchange restrictions during the trensitionsl period wnder Lils
Section must have centinuous regard for the purposes of the Fund, This
mtﬂtthq.ywtuﬂnci”mmhwnl
mumuwmormwmmﬂm
mnmthummmammmm
of the Fund's resources.

Section J == lotification o the Fund 3
mammwmmuwmmth
rmd:tmnmtm&nmmit:m-hhmmum
mmxm_wmmrnmznmnum
to accept the Zollowing obiigations: (1) Mot to impose restrictions on
mmarmmmmmsmmtmm
(z)mammmwwﬂmcmmmo)u
convert its foreign-held balances, in accordance with the provisions of
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Article VIII, Sections 2, 3 and ke If the member cowstry elects to avail
MothWMﬁ‘MﬁMu“
muithmawmmm

mwwmummzumwshmm
to those mentioned above as provided for in Article VIII, Sections 2, 3
and he ALl other obligations of the Pund Agreement, inciuding those relating
to exchange rates as provided for Article IV, must be assumed by mauber
comtries in Lhe transitional peried. Some conflict with the obligatiom %o
mmmu&mtﬁmmwmua*
counbry elects to maintain miltiple exchange rates in the transitional
period as a means of maintaining & balanced position, If multiple exchange
rates sre employed it would appear that one rate should be selocted with
the approval of the fund as the par value of the currency and the mesber
country should be asked gradually to reduce the spread between the rates.
In no case should members be pemmitted to vaxy the rates for the purpese of
gaining a temporery trade advantage nor should they be permitted to increase
the syread between the rates.

Sece L = Action by the Fund Relating to Restrictions

Three years after the date on which the Fund's operations begin and in
each year thereafter, the Pumd shall report on the restrictions still In
forco under Section 2 of this Articls, Presumably in meking this report
the Fund will investigate the need for the reteation of such restrictions
ag may be in force,

It is presumed by the Pund Agreement that except in special circumstances
most countries will be able to withdrew their exchange restrictions which
are inconsistent with the Article VIII, Sections 2, 3 and L, within five




s
years after the operations of the Fund begin, Hence the Fund Agreement
provides that five years after the date on which its operations begin and in
each year thereafter, any member which still retaing amny of tie zbove-uentionsd
restrictions must consult with the Fund as to their fwrther retention,

If et any time the Fund believes that conditions are favorable for the
withdrawel of any particulay restriction or for the seneral abandonuent of
restrictions, it may vequest the member countyy to withdyaw the restrictious
which the Fund believes are nmo longer necessary or desirable, After the
member has had time to reply, the Fund may declare a newber ineligible to use
the resowrces of the Fund if the memwber still persists in msintaining the
restrictions,




IV, 1, a: Expression of Par Values

The par value of the currency of each member shall be expressed
in texms of gold as a common denominator or in terms of the United
States dollar of the weight and fineness in effect on July 1, 1944.
The significant words in the section are "a common demominator®
which indicate that the relative values of member currencies are
derived from the relations of each of them to gold, as was also the
case under the gold standard, Demoting par values in temms of the
United States dollar of the weight and fineness of July 1, 1944,
has the first effect of specifying directly the relative value of
the currency so defined to the dollar, but it also relates a our-
rency to gold, inasmuch as the dollar was then equal to one thirty-
fifth of a fine troy omce. This portion of the provision was
designed to meet the needs of those countries which for several
reasons preferred to denominate their currencies in some wnit other

\h-lln'.ld.




IV, Section 1, by Expressions of Par Values

e Fund will keep its accounts and make all computations
relating to member currencies on the basis of their par values, The
Fund will thus measure the resources available to members, as well
as the obligations of members to the Fund and other members, in tems
of par values,



IV, 2: Gold Purchases Based on Par Values

In view of the fact that a country may alter the value of its
currency in terms of gold Yy buying and selling gold at wvarying
prices, the fund, in order to maintain the stability of the par
values which have been established, must be in a position to.
specify the spread about perity which will be permitted in the gold
transactions between member countries and to make certain that trans-
actions will not take place outside that range,
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Article IV = Far Values of Currenciss
Seetion 3 - Foreigm ixohange Dealings Based on Parity

The rate of exchange swong various countries may be expected to
wm*&mmam-ﬁmam
tional services. Under the Agreement definite limits are set to the range
of fluctustion. In the case of spot transactions, the limit is set at
1 percent above or below parity. 7This range is approximately equivalent
to the range estsblished by the gold points under the old gold standard,
The gold points varied, of course, between two countries, depending wpon
the distance between them and the cost of shipping gold, For exampls,
between New York and London the variation above and below par was lesw
than one~half of ome percent, The 1 percent varistien permitted by the
Fund Agresment is intended to serve approximately the same purpose &s
the gold points. If the exchangs rete on the open market does not resch
the upper limit there is little occasion for the mewber country %o apply
to the Fund, There would be no potential drain on gold reserves and no
difficulty in obtaiming the desired foreign exchange, "hen the emchange
reaches this point it may be necessary for the member country teo apply te
the Fund % secure the foreign currency.

Spot exchange transactions usually include cables and sight bills
as opposed to the forward trensactions in which there is mne bill which
mumcmummmmmmum
-mudi;ivsrmm. In the FYund Agreessut the 1 percent
permissible variation applies to sight bills and cables. In the case of
time bills a further allovance must be made for the effect of interest




ratas on the dissount. Yhusl if interest rates should again go to 8§ per~
cent on bills, & $0~day bill would be sold at 2 pereent under the price of
a sight bill, so that & time bAll wmight be sold at a lower rate than the
1l percent margin, The Fund by regulatien will no doudt take the interest
facter into consideration in establishing the permissible variations frem
parity.

In the case of transsctions other than spet, the Fund is permitted
to establish a variation from perity exceeding the 1 percent margin for
spot exchangs. This variation must be determined by the Fund in the
light of the conditions of financial marikets and probably will vary sone-
vhat with the currency invelwved. Formard or futures transactions lave
frequently been used as a means of speculating in the future course of
& currenscy. wmmmmmﬂnMM
would be depressed in amticipation of future declines in the spot rate.
¥hile short sales have a legitimate funotion in arbitrage and hedging
of exshange operations, there is ne dowt that they can eontribute to
currency instability ia imitisting movemente in exchange rates which
are excessive in view of the prob:ble conditions of trede and the
respective cdemands of the countries for each others' currency. Iin the
postmar period the dangers of sush speculative movewents will be particularly
great since the parity established for the currencies will be tentatiwe
while the conditione of world trade will be subject to serious change in
the yoars immediately following the war. Under these circumstances forward
tramsactions at rates above or below the reasonable variations from parity
uight make the work of the international Monetary Fund extremely diffieult.
They might initiate movemsnts in & cwrrenay which would depress it so far as to
sake the demand upon the Fund's resources greater than the Fund's ability te




supply ourrendy.
sgoordingly, the members sre required to meintalin exchange rates

between their own ewrensy and foreign cwrencies, where all parties are
mesbers of the Fund, within the established perities. So far as its omn
currency is concerned, & member may limit the possible varistiom by buy-
ing or selling gold at the parity jrice or near it. Yor a country without
gold, other measures must be taken such as rendsring unenforcabls exchange
contracts made at rates beyond the permissible limits or other contyol of
the exclanges to prevent excessive variatiom.




1'; 4, a: Obligations Regarding Exchange Stability

T™his provision is a general statement of the fundamental obliga-
tion of member countries to collaborate with the Fund for the purposes
for which it was established, In accepting it, members are committed
to promoting stable exchanges and their specific obligations in this
connection are enumerated in later provisions. They also agree to
maintain orderly exchange arrangements by, for exampls, refraining
from the multiple currency practices of the 1930's whereby differing
rates were applied to different transactions, depending on the cowmtry
making the purchase, the source of the funds used in payment, and
other special conditions,

The final phrase in this provision requires that members refrain
from indulging in competitive currency depreciation, one of the most
objectionable international trade practices in the pre-war years,

It was employed by some nations in an attempt to pull Ghemselves out
of the depression by increasing their exports at the expense of their
neighbors, Other countries were forced %o follow suit., Sinee an
advantage could be obtained only so long as the other trading nations
maintained the value of their exchanges, no country could bemefit in
the long rm, The results were an increase in the economic distress
of the world at large, a decrease in the volume of world trade, and
contimuing depression in the countries depreciating their currencies,




IV, 4, by Obligations Regarding Exchange Stability

This provision implements the gemeral obligation specified in
the preceding paregraph (IV, 4, a). It provides that not only shall
the par values of currencies be expressed in terms of gold but that
the member country shall undertake to maintain that value by permitting
transactions between its currency and member curréncies only within
the spread about par values prescribed in the case of spot tramsac-
tions and the range about parity pemitted by the Pund on other
transactions, Members thus accept the obi.intion not to permit with-
in their territories any de facto depreciation or appreciation of their
currencles, and for this purpose, member countries are required to
adopt appropriate measures consistent with this Agreement.

The second sentence of this paragraph provides that a nation such
as the United States, which freely buys and sells gold at the estab-
1ished rate for the settlement of international tramsactions, is there-
by carrying out its responsibility under this provision, The United
gtates is thus relieved of amy obligation to take special measures to
maintain the value of other member currencies within its market,




IV, 5, a: Changes in Par values

Provision (2) is 2 very important element in the flexibility
of exchange rates permitied by the Fund, The countries participating
at Bretton woods recognized that it would be inappropriate and im-
possible to attempt to maintain & rigid exchange rate structure in
the post-war world, (i:thownhlry,ﬂnthdnirdismom
pattern of exchange relationships, in which changes needed to cor-
rect fundamental disequilibrium are permitied,

It will be difficult to estimate in advance just what pattern of
trade relationshipe will prevail in the post.war period, to what
extent countries will recapture their prewar markets, and the schedule
of exchange rates which will be most appropriate for the years which
follow, The economic position of the various countries will alseo
change over a period of years and pressures may he expected teo
develop on different currencies. The FMund will be in a position te
lend support to currencies when the pressures are of a temporary
character, but it is also recognised that changes in exchange rates
may occasionally be necessary,

A country, however, undertakes to propose a change in the par
value of its currency only when required to correct a fundamental dis-
equilibrium in its balance of payments which will continue wnless
corrected in this way, Tt is alsc under obligation %o prove te the
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Pund, in the cases when the Rund's approval is needed, that the change
has not been proposed merely to gain a competitive acdvantage, Through
this provision, the Fund is also in & position to refuse its approval
of a proposed change if it is not convinced that the alterations in
par values will be conducive to improved trade relationshipe as a
whole, Currency depreciation will be limited to those cases where,

as happened after the last war, currenciee appeared to have been over-
valued in terms of the whole exchange rate pattern,




IV, 5, b: (Changes in Par Values

The changes in par values envisaged by the Fund will be made on
a much more orderly and responsible basis than has been the case in
the past, The maintenance of an orderly pattern of exchange rates
will be facilitated by the important requirement that changes in par
values may be made by member governments only after consultation with
the Pund, jplthough the Agreement provides for certain situations
when a member may take action without the Fund's approval, under no
circunstance may a par value be changed without adequate prior con-
sideration,

This requirement stems from recognition of the fact that all
countries are concermed with and affected by the changes in par
values made by any single nation, An opportunity is provided,
wu;mmdmmmmmmtmumm
by all. Sovereignty and the right to wnilateral action are still
maintained, but the world community of interest will alse be con-
gidered. A comntry will retain its right to take unilateral action
to depreciate its cwrrency, but it mast come before a Board of
Directors consisting of competent, experienced men who represent the
other countries' interests in the matter,

Provision (b) also contains the basic protection of the sovereign
power of a country over the foreign exchange value of its curremcy,
forawmthmmdamwmhﬂowl
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on the proposal of the member country. locbnng.inthopnrﬂlm

of the dollar could, for example, be made without our own request.

In effect, a member cooperating fully with the Fund would be sure
rendering no more sovereignty than a country voluntarily surrenders
when it adopts the gold standard., A limited right to unilateral
action is retained by all members and the ultimate right to unilateral
action through withdrawal exists as it does with all agreements
entered into for the mutual advantage of the participants,




IV, Section 5, ¢: Changes in Par Values

Provision (¢) designates the conditions under which changes in
the par value of their cwrrencies may be made by member countries.

Recognising the extreme unoertainty of the immediate post-war
years and the difficulties involved in the initial determination of
appropriate par values, member countries have been given the right
to make a change equal to 10 percent of their par valuss as initially
established in Agreement with the fund, This change does not re-
quire the approval of the Fund but it may be undertaken only after
consultation with it.

This permissible change is not an wnequivocal right of a member
to a 10 percent alteration of its par value at any time without the
consent of the Fund., If a country makes a 5 percent change in its
initia) par value with the Fund's approval, it may then only make
an additional 5 percent alteration without the yund's approval, If
-—wwmammtmmnumnmwm;
it has no further rights under provision ¢ (i). m,m
plus and minus changes are to be counted, If a country depreciates
its par value by 5 percent and then decides to retwrn to its original
position, it will have used up its full right to the 10 percent modifi-
cation, No member may fluctuate back and forth within the range of
10 percent, The freedom of action thus granted, although an important
nmham,ﬂuamwnmmwmu{




¥or all other proposed changes in par values a member country
must obtain the consent of the Fund. However, for alterations which
mmﬁum:wmm.:thwmm;m
Fund must notify the country concerned of its approval or opposition
within 72 hours, if the member so requests. The advantage , in addi-
tion to the benefits of quick action, to the member requeeting such
a change may seem to be that it forces the Fund to give the member
the bmelit of any doubt incapable of resolution within the limited
time available for investigation, Tt is to be expected, however,
that the Fund would have followed very carefully the economie develop-
ments leading to a country's request for a modification in its par
value, and that the need for a quick reply would not impose amy hard-
ship on the Mmnd or lead to hasty investigation.

For all requests for changes which, together with all previous
changes, would exceed 20 percent of the initial par wvalue, the con-
currence of the Fund must be obtained, but the Pund may take a longer
period of time to make its decision, :
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The only changes in the pattern of exchange rates which are sig-
nificant are those which affect the trade relationships prevailing
among member t_:omtrl.n. Therefore, uniform changes in the par
values of the currencies of all members, which leave all such rela-
tionships unaltered, shall not ba taken into accomnt in determining
whether a proposed change falls within the several categories
discussed in the consideration of the previous subsection,




IT. 5. a1 m-hl’lrm

A member may change the par value of its currency without the
concurrence of the Fund if the change does not affect the imter-
national transactions of member countries., This provision has been
dmhudmmﬂoramtryinihi&;bymdmh
trading, the Government has complete comtrol over prices and over the
quantities of goods which will be bought or sold abroad, The values
otit-iwt-mduportsmdchrdndmthytpmhnpnh
but by the overall economic program of the country, The exchange
rate is thus largely a matter of internal bookkeeping which does not
affect international trade relationships. The par value of its cur-
rency will have only a formal significence and any change in that
value will leave its foreign exchange transactions wnaffected,

It should be noted, however, that in making such changes
member countries are not relieved of their obligation to consult
uﬁhmd;mitunhdﬁinmmdthrnﬂtom
whether the proposed change will in effect leave unaltered the ex-
change transactions of the country concerned,




IV, 5, £f1 Changes in Par Values

The Fund shall concur in a proposed change in the par value of
a member currency if it is satisfied that the change is necessary
to correct a fundamental disequilibrium. It is recognized that there
wumumumnmmhmamu
and desirable, as for example when, because of changing conditions or
an incorrect origimal evaluation, a member's currency is significantly
mwmnhd.' At such times a change in par values will
m-mmmmmwuhm.ofm
of the country concerned to dangerous pressures, pressures which if
not removed would threaten or mske impossible the comtry's contimmed
observation of its obligations to the Fund and to the other members.

It should be noted that the burden of proef is upon the country
proposing the alternation, However, if the Fund is so satisfied, it
shall not object to a proposed change because of the domestic social
or political policies of the member, It is extremely important that
such an intemational organisation as the Fund, with the power
seriously to influemce both the external and intermal conditions of
mm-;mumwmawpnmum.
It decisions must be made on the basis of the purely economic factors
involved and in the best long-run interests of the particular member
proposing the change and of the other members of the yund,




IV, 61 pffect of Tnauthorised Changes

Bvery change in the par value of a member currency must have been
preceded by consultation between the Fund and the country making the
change, If the change has been made despite the objections of the
Pund, in such cases where the change exceeds 10 percent of the
th”nlmudm,wm,mmumitIdtoohM;
the member shall be ineligible to use the resources of the Fund unless
the Fund otherwise determines. No infringement on the sovereign
power of the individual or its freedom to act is entailed, but if a
member fails to abide by the rules of the Agreememt, it shall be
denied access to the resources of the Fund established Ly that Agree-
ment,

H.Mmmdammbhmiod;thoﬂﬂm
between the Pund and the member is not settled to the satisfaction of
the mmd, the member may be required to withdraw, In such a case of
compulsory withdrawal from the Fund, the decision by the Board of
Governors must be carried by a majority of the governors representing
& majority of the total voting power.

Bach counfry, thu'.fora; retains the final word over changes in
the par value of its currency and the right te unilateral action,
m;amgwutn.mhmmwwmmorm
other members or fail to fulfil ite obligation to maintain a reasonable
degree of exchange stability only at the cost of withdrawing from the
agreement .




IV, 73+ Uniform change in par values

The Fund may make uniform proportionate changes in the par values
dmm?tm-bm. m:m-ou]dimlw;if
uniformly accepted, no alteration in the exchange rate between any
two currencies; it would involve instead a change in the price of
gold, Such a decision must have the approval of a majority of the
total voting power, including the votes of every member having at
least 10 percent of the total quotas, The three countries who would
thms be required to aocquiesce before such a change could be made are:
the United States, thé United Kingdom, and the U.S5.S.R.

Any member may, however, prevent the proposed change in the par
value of its currency by infoming the Fund, within 72 hours of the
Fund's action, that it does not wish to have its currency included
in such action. The freedom of each member to determine the par
value of its currency is thus fully protected. The requirement that
notice must be given to the Fand within the short time specified has
been imposed because it is recognized that such a change will be pro-
mn.worWth;muan
by protracted doubts as to whether or not particular currencies are
to be included.




IV, 8, a; Maintenance of Gold Value of the Fund's Assets

The gold value of the pund's assets shall be maintained not with-
standing changes in the par or foreign exchange value of the currency
of any member, The purpose of this provision is to protect the pund
against any loss on its holdings of local currency which would
result from a depreciation in a rate of exchange. Member countries
'nldq-bom; Mu;ofthnluofth-irnbou-!mu
to the PFund. Although the currency assets of the Fund will change
msmuu-;mrmmmuormm-an
remain the same.



IV, 8, by Maintenance of Gold Value of Funds Assets

Whenever the par value of a member's currency is reduced or its
foreign exchange value has depreciated to a significant extent, the
member shall pay to the Fund an amount of its om currency sufficient
to compensate for the reduction in the gold value of its currency
held by the Mund.

hlm“nbofhlhjmmdadoflmw
of currencies, Nevertheless, not every temporary movement in the rate
of exchange below the prescribed range shall be regarded as a signifi-
eant depreciation within the meaning of this provision. Tt is
recognised that a temporary or abmormal depreciation may take place
in the exchange rate for a currency. This can ocowr in urusual
circumstances if the member country cannot promptly svpply spot for-
eign exchange out of its current heldings or out of resources it may
acquire from the Pund, FEven where a member country is prepared to
export gold for the purpose of aequiring additional forefgn exchange,
the rate of exchange counld temporarily fall below the prescribed range
because time may elapse before an export of gold can be converted inte
spot exchange,

Such temporary depreciations have been excluded from this provi-
sion by the words "to a significant extent», Only if a member country
should be unable or wnwilling to maintain the exchange rates for its




Sy

currency within the range prescribed by the Fund and should allow a
depreciation of its currency which is both material and persistent
to ocour will the Fund require that the country deliver sufficient
local currency to make good the de facto depreciation.

It should be noted that the Fund is given the power to deter-
mine at what point the foreign exchange value of a member's currency
has depreciated "o a significant extent” and therefore at what
point the obligation of this provision may be invoked.




IV, 8, ¢z Maintemice of Gold Value of the yund's jpssets

Whenever the par value of & member's currency is increased, the
Fund shall retwrn to such member an amount of its curremcy equal %o
the inovease in the gold value of its curremcy held by the Pund, It
should be noted that the pund is obligated to retwn to the member
country the increase of value resulting from a de jure appreciation
of its currency but that the obligation does not apply to a de facto
ingrease in the foreign exchange value of & currency.

There is a twofold explanation of this latter exelusion., A
rexberts currency would appreciate in value only at a time when there
was a great demand for the currency of that country, in which case the
Fund's holdings of such currency would undoubtedly be inadequate to
supply the demand, For the mund to give up a part of its supply of
such currency would probably make the situation more diffioculs.
m;ﬁmhmmmﬂVaMWﬁywwt
as a result of having failed to maintain the foreign exchange value
of its currency within the range prescribed by the Fand,




IV, 8, d¢ ¥aintenance of the fold Velue of the Pund's Assets

The obligation of a member eountry to maintain the gold value of
the Fund's holdings of its currency shall apply to a uniform propor-
tionate change in the par values of the currencies of all members,
unless at the time of such a change the Fund shall decide otherwise,
The effect of requiring members to compensate the Mund for the loss
in gold value resulting from a uniform change in par values would be
to incresse the capital of the Bank through an inerease in its cur—
rency assets., The Fund is thus given the power to decide whether or
not such an increase in the capital of the institution shall occur,




IV, 93 Separate Currencies Within a Member's Territories

When & govermment accepte this Agreement, it does so both on
its omn behalf and with respect to all its colonies and territories.
eimilarly, when a member establishes, in agreement with th.l"und, the
initial par value for its metropelitan territory, it will also communi-
catatoth.rundavﬂuefor each separate currency which exists in
any of its colonies or territories. The foreign exchange value of the
currencies of politically subordinate areas, furthermore, are generally
maintained in a very close and stable relationship to the currency of
the home country, The Fund will, therefore, consider that a member
proposing a change in the par value of its currency is also proposing
a corresponding change in the separate currencies of its territories,
Fach country, however, has complete liberty to specify that the pro-
posed change relates only to 1tcwuhncmwm1ybm
or more of the currencies under its jurisdiction.




VII, 1z Qeneral Scarcity of a Currency

If the Fund finds that a general scarcity of a particmlar cur-
rency is developing, it may so inform the members and may issue a
report setting forth the causes of the scarcity and containing
recommendations designed to bring it to an end. The Tand has a
responsibility at such a time because the growing scarcity of a cur-
rency would ‘thrntm the disruption of trade relationships, The Fund
will be in an excellent position to examine carefully the situation
giving rise to the scarcity and to call to attention the teechnigues
which may be used to correct the existing disequilibrimm,

The specific recommendations made in the FPund's report would
depend on the complex of factors responsible for the scarcity and
would focus both on the country whose currency is in a short supply
and on the countries demanding the currency in guestion. Tt might
recommend, for example, efforts to increase imports in the comtry
with the favorable balance of payments or measures to expand the
volume of its foreign investment, if those would be appropriate in the
given situation. In gemneral, the Fund would give careful considera-
tion to the internal conditions of the countries involved and would
endeavor to make those suggestions which would lead to a further
expansion rather than to the restriction of international trade,
Should the !und decide, however, that a decrease would be desirable
in the purchases of other countries ﬁuth-mtionu_hou currency
is scarce, or that an appreciation of the par value of the scarce
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currency was needed, these recommendations would be included in the
report.
In getting the countries concerned to act wpon its sugrestions,
the Pund would have the powerful support of world publie opinion.
The country whose currency was becoming scarce wonld he safeguarded
by the requirement that a representative of the country whose cur-
rency is invelved shall participate in the preparation of the report.
It should be noted that the pund is not oblizated to issve a

report.




VII, 23 Measures to Replenish the Fund's Holdings of Scarce
Currencies

Where the Fund finds that a gemeral scarcity of a member's cur-
rency is developing the Fund will undoubtedly attempt to replenish
its holdings of a member's currency. It may do so by arranging to
borrow the searce currency from the government or central bank of
the country concerned or from any other source within or outside the
territories of the member concerned. No member, huum, is under
any obligation to lend its currency to the pund or to permit the
Fund to borrow from its nationals or outside its markets. Any loans
made to the Fund by a member country will be made entirely at the
discretion of the member country, providing of course, that the Fund
desires to borrow.

The Fund may also increase its supply of a scarce currency by
using its gold resources to purchase the currency desired from the
member country, In this case member countries have an obligation
to sell their currencies to the Fund for gold., This provision, how-
ever, is merely an explicit statement of a practice which has been
customary in international transactions. Countries on the gold
-whdw]mhulymthuobnpﬁm;mdmm;m
recent years, which were not on the gold standard have generally been
desirous of replenishing or expanding their gold supplies.

This provision is another of those in the Fund Agreement which
strengthens the role of gold in international tramsactions.




VII, 3, at Scarcity of the Fund's Holdings

The report of the pund on the develéping scarcity in a member
currency, and the action taken upon the Fund's recommendations by
the countries concerned, may suffice to alleviate the threatened
scarcity, and the activities of the Fund in increasing its supply
of the curremcy involved will aid in maintaining a supply sufficient
to meet the needs of member countries, If, however, it becomes evi-
dent to the Fund that the demand for a member currency seriously
threatens its ability to supply that currency, the Fund shall formally
declare the currency scarce. It may do so whether or not it has
previously issued a report on the problem,

After a currency has been declared scarce, the Fund shall appor-
tion among the member countries its present supply of the currency
and any further supply it may obtain, The Fund shall not appertion
the currency on the basis of an equal or proportionate share to each
country but will take into consideration the relative needs of the
various members. The currency being thus allocated on the basis of
need, member countries will have an incentive to alleviate the scarcity
by employing their own resources of gold or of the currency in demand,

In determining the basis of its apportionment of the scarce cur-
rency, the Fund will also pay due regard to the general intemational
economic situation and any other pertinent considerations, For example,
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the rapidity with which the Fund can afford to relieve the scarcity
by distributing its present supply in part will be determined by
way in which world trade and investment are expected to develop in
the following years.

Whether or not the Mund has previously issued a report on the
approaching scarcity, it is under an obligation to do so at the
time it formally declares that a currency is scarce.




ViI, 3, b and c: Scarcity of the Fund's Holdings

When a currency is declared scarce by the Fund, members will be
able to obtain it from the Fund only in limited guantities. They
ﬂn;twon,hrorodtomtnlthomof such curremcy by
their nnfi.onlls. For this reason, the formal declaration by the
Fund that a currency is scarce shall operate as an authorisation to
any member to impose limjtation on the freedom of exchange operations
in the scarce currency.

In determining the mammer in which a country shall ration its
mmhdmmmmitawﬂmdothcm

of foreign exchange, the member shall have complete jurisdiction,
However, nothing in the declaration of scarcity relieves members

of their obligation to permit exchange transactions in member cur-
rencies within their territories only within the prescribed range
of parity. They may not, therefore, auction the currency to the

highest bidder.

The Agreement stipulates, furthermore, that the limitations
imposed on dealings in the scarce currency shall be no more restric-
tive than is necessary to limit the demand to the supply held by or
accruing to the member, and the restrictions must be relaxed and
removed as rapidly as conditions permit. The anthorisation to
impose such restrictions expires as soon as the Fund formally declares
the currency in question no longer scarce,




VII, 4: Administration of Restrictions

In sxercising the power to allocate their limited resources
of a scarce currency governments may impose considerable hardship
on the country whose currency is being rationed. The member whose
currency has been declared scarce will of necessity suffer a decrease
in its total volume of exports. Itw,m;boomﬂnuddthr
that its exports are being restricted unduly or that it is being
discriminated against in particular areas or products. Under such
circumstances, members are required to give sympathetic considera-
tion to any representations made by the country whose currency has
been declared scarce.




VII, 5: Effect of Other International Agreements on Restrictions

Tt is possible that the authorization to impose restrictions on
exchange transactions may conflict with the provisions of comnmercial
treaties entered into before this Agreement, Some trade agreements,
for example, contain a provision which states that the nationals of
the United gtates shall be accorded as favorable treatment in the
administration of exchange restrictions as is accorded the nationals
of any third country. If the dollar should be declared scarce, how-
ever, a member would by the terms of the Fund Agreement be permitted
to impose restrictions specifically upon dollar transactions and thus
deny to trade in that currency treatment as favorable as that ac-
corded trade in other currencies, A conflict between agreements
might therefore arise. To meet this dirﬂculty; a provision has been
included which states that members agree not to invoke the obliga-
tions of any engagements entered into with other members prior to
this Agreement in such a manner as will prevent the operation of the
provisions relating to scarce currencies,




ARTICLE IV PAR VALUES OF CURRENCY
Section 1(a). Expression of par values.

This section provides for a "common denominator™ in which the
ocurrencies of all members can be expressed. Countries are given the
option of using as a "common denominator™ gold or the United States
dollar of the weight and fineness in effect om July 1, 1944. Since the
United States dollar referred to has a specific gold weight, it makes
little difference which common denominator is used. The alternative
provision was included merely to meet the needs of certain countries
which preferred to express the par value of their currencies in
United States dollars.

Section 1(b). Expression of par values.

The Fund will keep its accounts and make all computations
relating to member currencies on the basis of their
in determining the price ome country will pay for the curremcy of a
member which it purchases from the Fund, the Fund need only refer te
the relative par values of the currencies of the two members.

:
f




ARTICLE IV PAR VALUES OF CURRENCY
Section 2. Gold purchases based on par values.

In order to maintain the stability of par walues and hence the
stability of exchange rates, the Fund prescribes a margin above and
below par value for each member's currency and no transaction between
members may deviate from par beyond the prescribed margin.

However, in dealing with non-members a certain flexibility is
permittede This is helpful to members and tends to stremgthen their
position, vis a vis, non-members who are free of any restrictions in
dealing with golde No member is permitted to buy gold at a price above
par value or to sell gold at a price below par value, except within the

prescribed margin.

It will be noted that there is no prohibition against selling
gold above par and similarly there is no prohibition against purchasing
gold below par. This ocbviously has no affect upon-transactions between
members since where the purchaser is not affected the seller would be
and conversely where the seller is not affected the purchaser would be.
However, with respect to non-members it permits the member to sell er
buy gold at other than par value so long as the transaction is profitable
to that member in relation to par value. Thus, if France, a member,
were dealing with Argentina, a non-member, it could sell Argentina gold
at a price above par value. Also, it could purchase gold from Argentina
at a price below par value. In each case the member country is making
a profit in relation to par wvalue and the non-member can deal with the
member at values which deviate from par only if it is willing to take
& loss.




ARTICLE IV PAR VALUES OF CURRENCIES
Section 3. mow based on parity.

This section deals with the permissible deviation which may take
place in the exchange rates for transactions involving two member cure
rencies. hthounot.p.tuolupﬁuuctinlthuntilm
nmpno-tmwwhlumty. The one per cent variation iga
hwhmnpwmnhhmmmmnumtmbyth
gold points under the old gold standard.

With respect to transactions other than spot, i.e., forward
transactions, the Fund is permitted to sstablish a veristion from
parity in excess of one per ceat. Actually, the amount inm excess of

Every future transaction appears to be a spot transaction as of the
maturity date. Manifestly, considered as a spot transaction, the
variation from parity would be greater than one per cent.

However, if a transaction is separated inte its component parts
it will becoms dmthtthm.ﬁ-ﬁumtyicmnpdm
elementss the permissible variation of one per cent with regard te
spot transactions end an additional smount which does not represent a
variation in parity rates at all but is merely taking into account the
fact that payment for the currency purchased was made subsequent-to the
date of the purchase, and interest acorued on the obligation.

In other words, this section has a twofold purpose;

1) Itﬁmutnnur-gcarmmmtthpoml-
sible variation in exchange transactions between
member countries; and

2) It places within the discretion of the Fund appropri-
ate interest rates that may be charged on future
transactions in foreign curremcy dealings between
member countries.




ARTICLE IV PAR VALUES OF CURRENCIES

Section 4(a). Obligations regarding exchange stability.

Under this sectiom, Article I (iii) is translated from a mere
statement of purpose to an obligation which each member undertakes to
perform. MNoreover, having placed it in terms of an obligation the Fund
is not without sanctions to enforce the faithful performance of such
obligation. Other sections treat, in ddail, with the nature and the
varying degree of severity of such sanctions.

In addition, each member undertakes to maintain orderly exchange
arrangements with other members. This provision would prevent the recur-
rence of multiple curremey practices under which countries employed :
different rates depending upon the nature of the transaction, the country
with which the transection was made, the source of the funds used in

payment, etc.

Finally, under this section, each member undertakes to avoid
competitive exchange alterations. It is hardly necessary to dwell at
length on the harmful effects that such depreciations have upon world
trade. Any attempt to gain a competitive advantage by currency depreci-
ation and thus obtain & larger proportion of world trade at the expense
of other countries almost invariably results in a retalitory depreciation
by the country or countries adversely affected. In the long run the

policy of "beggar your neighbor" impoverishes both countries.

Section 4(b). Obligations regarding exchange stability.

This section is the enforcement device for effectuating the pro-
visions of section 3. Section 3 specified the permissible variation in
spot exchange transactions and stated that the FPund would fix a reason-
able further variation with respect to transsctions other then spot
transactions. Under this section each member agrees to take appropriate
measures to prohibit within its territories any exchange transactions
between its curremey snd the currencies of other members which are out-
side the variations prescribed under section 3. This means that each
member is agreeing thet it will prevent not enly a de facto depreciation
in its own currency, but thet it will maintain the Parity of member
currencies.

However, there is one important exception to the requirement that
appropriate measures be taken to prohibit exchange transactions in the
territories of & member which are outside the prescribed variation; and
that exception is in favor of those members whose monetary authorities
freely buy and sell gold in conformity with section Z above. Such
countries will be deemed to be fulfilling their undertakings under this
section.




This means that the United States, which freely buys and sells
gold at the established rate for the settlement of international
transactions, is thereby discharging its responsibility under section
4, and it is thus relieved of any obligation to take special measures
to maintain the value of other member currencies within its market.



ARTICLE IV PAR VALUES OF CURRENCIES

Section 5(a). Changes in par values.

Provision (a) of section 5 strikes the keymote for the whole
section. It provides expressly that a member shall not propose a
change in the par value of its currency except to correct a fundamental
disequilibrium. It provides implicitly the coreollary proposition that
the Pund in considering such a proposal will object te the change unless,
in fact, such change is necessary to correct a fundamental disequilibrium.

Section 5 has a number of deterrents aimed at changes
in par wvalues. The first of these is fund ir subdivision (a) which
restricts the number of reasons for which a country may seek a change
in the par value of its currency to the one permissible reason, nanely,
to correct a fundamental disequilibrium.

Section 5(b). Changes in par values.

In provision (b) there is a second deterrent. Before the
member may make any proposal to change the par wvalue of its currency,
it must first consult with the Fund. The importance of consultation
as a restraint on undesirable unilateral action can hardly be over
emphasized. When a couniry's currency is subjected to severe pressure
the temptation to resort to the easy solution of depreciation may be
quite strong. However, in consulting with the Fund and in attempting
to demonstrate the necessity for making the proposed chamge, it may,
and probably will, in most cases, appear that the disequilibrium, although
severe, is merely temporary or that the disequilibrium, although not
temporary, is not fundamental but is due to or aggravated by intermal
conditions which could be remedied by the member itself or by other
factors which may require outside assistance. There are so many possible
causes contributing teo what may seem teo be a permanent disequilibrium
that it may be extremely difficult to show that a particular state of
disequilibrium is fundamental.

Of course, where a member's currency is found to be actually
over valued in terms of the whole exchange rate pattern such member
should be not only permitted but emcouraged to devalue in order te
bring its currency in harmony with the reslities of the situation.
Failure to devalue under such circumstances would result in a sustained
pressure on the currency of the member which would cause that member
continually to seek access to the Fund in order to obtain necessary
foreign exchange.

The essence of this provision is that it makes consultation a

necessary prerequisite to the right of any member to propose a change
in the par wvalue of its currencye.




mm_: IV  PAR VALUES OF CURRENCIES
Section 5 (¢). Changes in par values.

This provision is the third step in the mechanics sstablished
under section & for changing the par walue of a member's currencye.
Assuming that a member, in sccordance with provision (a), deliesved that
the proposed shange was ne¢essary to correct a fundamental disequilibrium
and assuming that such member, im acoordanes with provisien (b), con-
sulted withthe Pund with respect %o the propriety eof changing the par

Faving been presented with sueh a proposalsths Fund will be
guided by subdivision (o) with respect to the factors it should come
sider and the action it should take in cvomnectiom with the member's proposal.

The First genersl factor the Fund is directed to consider is
mmmmummmmmawmxdmmm

value of its currency.
The second factor to be considered by the Fund is the total amount

;
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rency from 100 to 103 end then increase it again from 103 to 108. At that

point the member would be permitted to inerease thewalue a further 4 per
« Having ussd either option, the member

would have exhausted its privilege of making a 10 per cent change without
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With respect to any proposed further change, in addition to the
10 per cent referred to above, the Pund is free to exercise its own
discration in determiming whether or not %o object to the proposed
change. The only limitation placed upon the free exercise of this
diseretion is a time limitation in making its decision known. In cases
where the proposed changs, including all previous ohanges, whether
increases or decreases, does not exceed 20 per cent of the initial
par value, the time limitation is to the effect that the Fund make
known its do;%_nim within 72 hours. In other words, if & member has
availed itself of the privilege of changing the par value of its currency
10 per cent and it subsequently proposes to change the value of its
gurrency a further 10 per cent, the member, upon proposing such a
change is entitled to know the Pund's decision within 72 hours.

Section 5(d). Changes in par values.
L

For the purposes of the Fund, only changes in the pattern of
exchange rates are significant, because such changes affect the irade
relationships prevailing among members. Therefore, uniform changes
in the par values of the currencies of all members, which leave. &ll
such relationships unaltered, shall not be taken into account in deter-
mining whether & proposed change falle within the categories of cases
diseussed in provision (c).

Section § (e). Changes in par values.

Provision (o) permits a member to change the par value of its
currency without the concurrence of the Fund if the change does not
affect the international transactions of members of the Fund. The
Fund is not properly concerned with the workings of the purely internal
economy of members, Thus, if because of various other factors a change
in par value would not affect the international transactions of members,
there is no necessity for obtaining the concurrence of the Fund.

It should be emphasized, however, that in making such & change,
a member country is not relieved of its obligation to consult with the
Fund and it will be within the power of the Fund to decide whether the
proposed change will in faot leave unaffected that member’s internmational
transactions with other members.

Section 6(f). Changes in par values.

In conmnection with provision (2) it was mentioned that it was
implicit in that provision that the Fund would object to any proposed




change uniess such change were necessary to correct a fundamental
disequilibrium. Provision (f) supplements and completes the thought
in provision (a).

If a member believes that a change is necgessary to correct a
fundamental disequilibrium and proposes such a change under provisien
(a) and if the Fund is satisfied that the member is correct in its
belief, the Fund must grant its approval te the proposed change. In
particular, this provision proliibits the Fund from taking inte considera-
tion suoh extransous factors as the domestic, social or politieal
policies of the member proposing the change. This prohibition is one of
the many safeguards designed to prevent the Fund from becoming involved
in and from interferring, in sany way, with t he internal policies of any

member.,




ARTICLE IV PAR VALUES OF CURRENCIES

Section 6. Effect of umsuthorized changes.

In section 6 above, the FPund was given autherity to objeet
to the proposal of any member to change ths par value of its curremcy.
This section provides specific sanctions to put testh inte those
objections. If & member changes the par value of its currency
despite the objeotions of the Fund, such a member may be dealt with
quite severely and effectively under the powers granted in this
section.

To begin with, the offending member immediately becomes
ineligible to use the resources of the Fund, unless the Fund other-
wise determines; and thereafter, if it fails to irem out its
differences with the Fund within & reasonable time, it is subject -
to the drastic penalty of compulsery withdrawale




ARTICLE IV PAR VALUES OF CURRENCIES

Section 7. Uniform changes in par values.

The Pund may make uniform proportionste changes in the por
values of the currencies of all members. In order %o do so, there
must be appreval by the majority of the total voting power, snd
such majority must include every member whioh has 10 per cent or
more of the total of the quotas. Under this formula, & uniform
change could not take place without the approval of the United
Btates.

For the protection of the smaller countries, it is provided
that sny member can prevent the proposed change from applying te
the par value of its currency by informing the Pund within 72 hours
that it does not wish the par value of its currency to be changeds




IV, 1, a: Expression of Par Values

The par value of the currency of each member shall be expressed
htmdpnuammm«hwamm'hl
States dollar of the weight and fineneses in effect on July 1, 1944.
The significant words in the section are "a common denominator®
which indicate that the relative values of member currencies are
derived from the relations of each of them to gold, as was also the
case under the gold standard, Denoting par values in tems of the
United States dollar of the weight and fineness of July 1, 1944,
has the first effect of specifying directly the relative value of
the currency so defined to the dollar, but it also relates a cur-
rency to gold, inasmuch as the dollar was then equal to one thirty-
fifth of a fine troy ounce. !hhportimottbomﬁd.ﬁm
designed to meet the needs of those countries which for several
reasons preferred to denominate their currencies in some unit other

than gold.



IV, Section 1, by Expressions of Par Values

the Fund will keep its accounts and make all computations
relating to member currencies on the basis of their par values. The
Fund will thus measure the resources available to members, as well
as the obligations of members to the Fund and other members, in terms
of par values.




IV, 2: Gold Purchases Based on Par Values

In view of the fact that a country may alter the value of its
currency in terms of gold by buying and selling gold at varying
prices, the Fund, in order %o maintain the stablility of the par
values which have been established, must be in a position to
specify the spread about parity which will be permitted in the gold
transactions between member countries and to make certain that trans-
actions will not take place outside that range.
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Article 1V = Far Values of Currencies
Seetion 3 - lorelgn imnange Lealings ased on Parity

Ihe rate of exchange ssong verious countries may be expesoted to
fluctuate somewhat with tie movement of trade or the payment of interns~
ticnal services. Under the Agresment definite limits are set to the renge
of fluctustion. In the case of spot transsctions, the limit is set at
1 peresat above or below parity. This range is approximately equivelent
to the range established Ly the gold points under the old gold standard.
The gold polnts varied, of course, between two countries, depending upon
the distance between them and tiw cost of shipping gdd. For example,
than ons~-half of one percent. The 1 percent variatien permitted by the
Vund dgreement is intended to serve appreximstely the saze pwrposes &s
the gold peimts. If the sxclangs rete on the open market does mot reach
the upper limit there is little ocoasion far the member country to eyply
to the Fund, There would be no potential drain on gold reserves and no
difficulty in obtaiming the desired foreign exchange. "hen the exehange
resches this point it may be necessary for the mesber couatry te apply to
the Yund to secure the foreign currency.

Spet exchange trensactions usually include ecables and sight bills
a8 opposed to the forward transactions in which there 1s no bill whieh
can be collscted or discounted at the mcaent bubl where there is amerely
& pruzise hﬂeéﬁ\:‘errutmmhl.. In the Fund Agreement the 1 pereeut
peraissible varistien appliss bo sight bills snd csbles. Tn the case of
tims bills & further allowance must be made for the effect of interest




rates on the discount. Thusy Lf intarest rates should again ge %o & per-
cent on bills, a $O-day bill would be sold ab 2 percent under the prics of
a sight bill, so that & time bill mdght be s0ld &t a lower rats than the
1 pereant margin. The Fund by regulation will mo doudbt take the iuterest
facter into consideration in establishing the peraissible variationa frem
parity.

In the case of trausactions other than spot, the Fund is permitted
to establish a variation from parity exceeding the 1 perosnt margin for
spot exchangs, This variation must be determined by the Fund in the
gt of the conditions of financial markets snd probably will vary some
what with the gurrency involved. Forwmard or futures Sransactions lave
frequantly beem used as & means of speculating in the future acurse of
& ourrency. Uy selling short, the exchange rate on & particular currenay
would be depressed in anticipation of future declines in the spot rate.
Shile short sales have a legitimste function in srbitrage and hedging
of exchangs operations, there is no douwdt that they can eontribute to
curreney instability in initiating sovements in exshange rates which
are excessive in view of the prodb:ble conditions of trade and the
respective desands of the ocountries for each others' curreney. In the
postwar period the dangers of sueh speculative movewments will be particularly
grest, since the parity established for the surrenacies will be tentative
whils the conditions of world trade will be subjest %o serious change in
the years immediately following the war. imnder these ecirecumstances forward
transactions at rates above er belew the reasomable variations frem parity
might make the work of tie Internatiomal Nometery Fund extremely diffieult.
They might initiate movements in & currenay which would depress it so far as to
make the desand upon the Fund's resources greater than the Fund's ability te




supply currency.

aAccordingly, the smembers sre reqiired to meintain exchange rates
between thelyr own cwrrency and foreign cwrencies where all partiss are
sesbers of the Fund, within the sstablished purities. So far as its own
currency i8 eoncerned, a wumber mey limit the possible variation by buy-
ing or selling gold at the parity price or near it. For s cownbry without
gold, other measwres wust be taken sueh as rondering unenforcable exchangs
contracts made at rates beyond the permissible limits or other control of
the exchanges to prevent excessive varistiom,

HJB smww
8/22/44



IV, 4, az Obligations Regarding Exchange Stability

This provision is a general statement of the fundamemtal obliga-
tion of member countries to collaborate with the Fund for the purposes
for which it was established. 1In accepting it, members are committed
to promoting stable exchanges and their specific obligations in this
comnection are emmerated in later provisions., They also agree to
maintain orderly exchange arrangements by, for example, refraining
from the multiple currency practices of the 1930's whereby differing
rates were applied to different transactions, depending on the country
making the purchase, the source of the funds used in payment, and
other special conditions,

The final phrase in this provision requires that members refrain
from indulging in competitive currency depreciation, one of the most
ebjectionable international trade practices in the pre-war years.

It was employed by some nations in an attempt to pull themselves out
of the depression by increasing their exports at the expense of their
neighbors., Other countries were forced to follow suit. Since an

advantage could be obtained only so long as the other trading nations
maintained the value of their exchanges, no country could benefit in
the long run. h-nsm-mmimuinlthonmdcdiﬁruo
of the world at large, a decrease in the volume of world trade, and
continuing depression in the countries depreciating their currencies,




IV, 4, bs Obligations Regarding Exchange Stabilily

This provision implements the gemeral obligation specified in
the preceding paragraph (IV, 4, a). It provides that not only shall
the par values of currencies be expressed in terms of gold but that
the member country shall undertake to maintain that value by permitting
transactions between its currency and member curréncies only within
the spread about par values preseribed in the case of spot transac-
tions and the range about parity permitted by the Fund on other
transactions, MNembers thus accept the cbligation not to permit with-
in their territories any de facto depreciation or appreciation of their
currencies, and for this purpose, member aouutriu‘mrqnirod to
adopt appropriate measures consistent with this Agreement.

The second sentence of this paragraph provides that a nation such
as the United States, which freely buys and sells gold at the estab-
lished rate for the settlement of international transactions, is there-
by carrying out its responsibility under this provision., The United
gtates is thus relieved of any obligation to take special measures to
maintain the value of other member currencies within ite market,




IV, 5, a: Changes in Par yalues

Provision (a) is a very important element in the flexibility
of exchange rates permitted by the Mund, The countries participating
at Bretton woods recognised that it would be inappropriate and ime
possible to attempt to maintain a rigid exchange rate structure in
the post-war world., On the contrary, what is desired is an orderly
pattern of exchanpge relationships in which changes needed to cor-
rect fundamental disequilibrium are permitted.

It will be difficult to estimate in advance just what pattern of
tnd.rdntimshiplﬂllwmilmth.mmd;tomt
extent cowntries will recapture their prewar ms; and the schedule
of exchange rates which will be most appropriate for the years which
follow. The economic position of the various countries will also
change over a period of years and pressures may be expected to
develop on different currencies. The Fund will be in a position te
lend support to currencies when the pressures are of a temporary
character, but it is also recognized that changes in exchange rates
may occasionally be necessary.

A country, however, undertakes to propose a change in the par
value of its currency only when required to correct a fundamental dis-
equilibrium in its balance of payments which will continue unless
corrected in this way, It is also under obligation to prove to the
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Pund, in the cases when the Mund's approval is needed, that the change
has not been proposed merely to gain a competitive advantage. Through
this provision, the Fund is also in a position to refuse its approval
of a proposed change if it is not convinced that the alterations in
par values will be conducive to improved trade relationships as a
whole. Currency depreciation will be limited to those cases where,

as happened after the last war, currencies appeared to have been over-
valued in terms of the whole exchange rate pattern.



IV, 5, b: Changes in Par Values

The changes in par values envisaged by the Fund will be made on
a much more orderly and responsible basis than has been the ease in
the past, The maintenance of an orderly pattern of exchange rates
will be facilitated by the important requirement that changes in par
values may be made by member governments only after consultation with
the Fund, plthough the Agreement provides for certain gitvations
vwhen a member may teke action without the Fund's approval, under no
circumstance may a par value be changed without adequate prior con-
sideration,

This requirement stems from recognition of the fact that all
countries are concermed with and affected by the changes in par
values made by any single nation, An opportunity is provided,
therefore, for reasoned discussion and consideration of the problem
by all. Sovereignty and the right to wnilateral action ave still
maintained, but the world cormunity of interest will also be con-
sidered, A comtry will retain its right to take unilateral action
to depreciate its currency, but it must come before a Board of
Directors consisting of competent, experienced men who represent the
other countries' interests in the matter,

Provision (b) also contains the basic protection of the sovereign
power of a country over the foreign exchange value of its currency,
for a change in the par value of a currency may never be made except
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on the proposal of the member country., ¥No change in the par value

of the dollar could, for example, be made without ouwr ovm request.

In effect, a member cooperating fully with the Pund would be swr-
rendering no more sovereignty than a country voluntarily surrenders
when it adopts the gold standard, A limited right to unilateral
action is retained by all members and the vltimate right to unilateral
action _tlmmgh withdrawal exists as it does with all agreerments
entered into for the mmtual advantage of the participants,




IV, Section 5, ¢: Changes in Par Values

Provision (c) designates the conditions under which changes in
the par value of their currencies may be made by member countries,

mmmmmmwmofmmumm
years and the difficulties involved in the initial determination of
appropriate par values, member countries have been given the right
to make a change equal to 10 percent of their par values as initially
established in Agreement with the Fund. This change does not re-
quire the approval of the Fund but it may be undertaken only after
consultation with it.

This permissible change is not an wnequivocal right of a member
to a 10 percent alteration of its par value at any time without the
consent of the Fund, If a country makes a 5 percent change in its
initial par value with the Fund's approval, it may then only make
an additional 5 percent alteration without the pund's approval, If
a:.hr&mhnhaﬁmtehmeoinitsinitidpuvﬂm;
it has no further rights under provision ¢ (i). Furthermore, both
plus and minus changes are to be comnted. If a country depreciates
its par value by 5 percent and then decides to return to its original
position, it will have used up its full right to the 10 percent modifi-
cation. No member may fluctuate back and forth within the range of
10 percent, The freedom of action thus granted, although an important
safeguard to a country, will apply only within strict limits.
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For all other proposed changes in par values a member country
must obtain the Mt of the Fund. However, for alterations which
would fall within a further 10 percent of initial par values, the
Pund must notify the country concerned of its approval or opposition
uthh'nhm-;uthonubcrnmh. The advantage , in addi-
tion to the benefits of quick action, to the member requesting such
a change may seem to be that it forces the Fund to give the member
the benefit of any doubt incapable of resolution within the limited
time available for investigation, It is to be expected, however,
that the Fund would have followed very carefully the econcmic develop-
ments leading to a country's request for a modification in its par
value, and that the need for a quick reply would not impose any hard-
ship on the Mund or lead to hasty investigation.

For all requests for changes which, together with all previous
changes, would exceed 20 percent of the initial par value, the con-
currence of the Fund must be obtained, but the Fund may take a longer
period of time to make its decision.




IV, 5, d: Changes in Par Values

The only changes in the pattern of exchange rates which are sig-
nificant are those which affect the trade relationships prevailing
among member countries. Therefore, uniform changes in the par
values of the currencies of all members, which leave all such rela-
tionships unaltered, shall not be taken into account in determining
whether a proposed change falls within the several categories
discussed in the consideration of the previous subsection.



IV, 5, e1 Changes in Par values

A member may change the par value of its currency without the
concurrence of the Fund if the change does not affect the inter-
national transactions of member countries. This provision has been
designed to meet the needs of a country in which, by reason of state
trading, the Government has complete control over prices and over the
quantities of goods which will be bought or sold abroad., The values
of its imports and exports are determined not by the exchange rate
but by the overall economic program of the country., The exchange
rate is thus largely a matter of internal bookkeeping which does not
affect international trade relationships. The par valne of its cure
rency will have only a formal siznificance and any change in that
value will leave its foreign exchange transactions mmaffected,

It should be noted, however, that in making such changes
member countries are not relieved of their obligation to consult
ﬁth&emd;md it will be within the power of the Fund to decide
whether the proposed change will in effect lmmltamd the ex-
change transactions of the country concerned.




IV, 5, f: Changes in Par Values

The Fund shall concur in a proposed change in the par value of
& member currency if it is satisfied that the change is necessary
%o correct a fundamental disequilibrium. It is recognised that there
will be occasions when changes in exchange rates are both appropriate
and desirable, as for example when, because of changing conditions or
an incorrect original evaluation, a member's currency is significantly
under or over valued. A%t such times a change in par values will
mntauaimuhdjum-ﬂmohwtl'umupmuts
of the country concerned to dangerous pressures, pressures which if
not removed would threaten or make impossible the country's continmed
observation of its obligations to the Fund and to the other members,

Itmouldbomtodth-tthnburdmofpmocruuponﬁnoomw
proposing the alterfation. However, if the Pund is so satisfied, it
shall not object to a proposed change because of the domestic social
or political policies of the member. It is extremely important that
such an intermational organisation as the Fund, with the power
seriously to influence both the external and internal conditions of
member oomm-; should be entirely free of any political bias.
Its decisions must be made on the basis of the purely economic factors
involved and in the best long-run interests of the particular member
proposing the change and of the other members of the pund.




IV, 63 Effect of Tnauthorized Changes

Bvery change in the par value of a member currency must have been
preceded by consultation between the Fund and the country making the
change, If the change has been made despite the objJections of the
Fund, in such cases where the change exceeds 10 percent of the
initial par value and whers, therefore, the Fund is entitled to obj.ct;
the member shall be ineligible to use the resources of the Fund unless
the Fund otherwise determines. No infringement on the sovereign
power of the individual or its freedom %o act is entailed, btut if a
uhufaﬂlhabmbythnrﬂuorthomt;itchﬂlbo
denied access to the resources of the Fund established by that Agree-
ment,

If, after the expiration of a reasonable pu"iod; the difference
between the Fund and the member is not settled to the satisfaction of
thtmd;thmbtwhmwhﬂthdm. In such 2 case of
compulsory withdrawal from the Fund, the decision by the Board of
Governors must be carried by a majority of the governors representing
a majority of the total voting power.

Bach country, thorcfm; retains the final word over changes in
the par value of its currency and the right to unilateral action.
m;amwmm.@mwuwmam
other members or fail to fulfil its obligation to maintain a reasonable
degree of exchange stability only at the cost of withdrawing from the

agreement,
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Uniform Change in par yalues

The Fund may make uniform proportionate changes in the par values
dthumingfﬂlm. mhachmwuldimlu;if
uniformly accepted, no alteration in the exchange rate between any
two currencies; it would involve instead a change in the price of
gold, Such a decision must have the approval of a majority of the
total voting power, including the votes of every member having at
least 10 percent of the total quotas, The three countries who would
thus be required to acquiesce before such a change could be made are:
the United States, the United Kingdom, and the U,.S5.S.R.

w—bcw,hmm,mtmmudwmtupr
value of its currency by informing the Fund, within 72 hours of the
Fund's action, that it does not wish to have its currency included
in such action, The freedom of each member to determine the par
value of its currency is thus fully protected, The requirement that
notice must be given to the Fund within the short time specified has
been imposed because it is recognized that such a change will be pro-
posed in a period of unsettled oonditlm; which will be intensified
by protracted doubts as to whether or not particular currencies are
to be included.
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Article VI - Capital Transfers
Section 1 - Use of Fund's

The International Mometary Fund is intended to secure stability in
international exchange rates. It is not intended as a device for capital
expansion or for other purposes not related to the current movement of
international trade and services. In the past, capital movements have
frequently been a disrupting factor in the exchange situation. Thus, if
a large capital export takes place from one country to another ifs effect
is to increase the rate of exchange on the country receiving the capital,
If the rate is highienough, gold may be attracted or in view of the
present distribution of gold and the limitations upon the transfer of
gold, exchange instability might result. In the 1930's the exchange
situation was further complicated by the movement of so-called "hot money",
funds in the form of short~term or demand deposits moving from one country
to another, either because of the possibility of earning interest or
speculative profits in the country to which the flow was dirécted, or to
avoid conditions existing in the country from which the capital flowed,
Regardless of the motivation of the short~term capital movement its
effect was undoubtedly to depress the rate of exchange on the countries
losing capital and to raise the rate of exchange and increase the gold
and other reserves of the countries receiving capital,

It is not the purpose of the Fund to limit capital movements as such,
The Fund's interest in capital movements arises merely from their possible
contribution to exchange/stability or to the possibility that the Fund's
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resources might be used by some members to make capital investments abroad
which really are made by other countries providing the Fund's resources.
It is, therefore, provided that a member may not make net use of the Fund's
resources "to meet a large or sustained outflow of capital™, In case the
Fund judges that such a capital movement is in process it may request a
mnember to exercise control over its exchange to prevent this movement if
the country involved is a net purchaser of exchange from the Fund,
Failure to act with appropriate control devices may result in the suspen—
sion of the members privilege of purchasing foreign currencies from the
Fund,

It is recognized that the definition of a capital transaction in
international exchange is extremely difficult. The Agreement (Article XIX,
(1)) defines current transactions for the purposes of the Agreement as pay-
ments due in connection with trade or services including banking and credit
facilities, interest and dividends, moderate amortisation and depreciation,
and moderate remittances for family living expemses. This list is, how-
" ever, mot inclusive, and does not preclude the sceeptance of other types
of transactions as current, and the Fund may, after consultation with the
members concerned, adopt appropriate definitions by regulation.

The Fund Agreement does not seek to prevent capital movements which
are met out of a member's own resources. Aif it uses its gold or foreign
exchange to make capital investments abroad, there camn be no objection on
the part of the Fund, provided that the result is not to use the Fund's
resources for these purposes. Such capital movements, however, must be
in accordance with the purposes of the Fund, by which may be understood,
mttuyumm_mm\wnﬁ. Capital move-
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ments from countries with a net active balance of payments undoubtedly
contribute a great deal to the stability of exchange by increasing the
demand for the exchange of countries with passive balances and reducing
the credit surplus of the creditor countries.

The Fund, moreover, does not propose to prohibit the use of its
resources for small capital transactions incidental to the ordinary
course of trade, banking, and other business. For wxample, an exporter
wmdmmuammqnmmnm
sary to finance the purchase by the importer. There will be no net drain
uthmhnpmhﬁummtlmanhuwly
Mpﬂﬁumltunhﬂnd.mﬂ.m#w
change. This may apply also to the case of equipment sales where the
period of payment would probably be somewhat longer. In the ordinary
finaneing of trade when time bills are received in payment there will
be offsetting transactions which might be regarded as capital movement,
m,mnwmmm,mmmm
be regarded 23 a capital transaction. These payments would be relatively
small in comparison to the total of transsctions and in any case would
be imcidental to the normal course of current trade. It is possible that,
uantmdmt.mlunmmmmmh
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m,mtu.mmmwm.wmha
desirable asset for the Fund to hold,
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In any event, the attempt to control exchanges is costly and
inconveneint. It may also be contrary to the preference of the country
involved. Furthermore, the control of exchange has so often been used
to obtain unfair trade advantages that the Fund will require the imposi-
tion of exchange controls to prevent capital jransfers only when these
capital transfers involve a serions drain on the Fund in the case of a
£light of capital or large investments abroad by countries with an
unfavorable balance of payments situation., It may be noticed that this
Agreement leaves the determination of when a capital outflow is large or
sustained to the discretion of the Fund, What would be a large transfer
for one gountry would be insignificant for others and, accordingly, the
Fund will have to consider each case on its individual merits.

e
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Article VI - Capital Transfers
Section 2 - Spesial Frovisions for Capital Transfers

Some member sountries will have little ccoasion to use the resources
of the Fund because thelir balance of payments on current account will
generally be favorable as a consequence of foreign demand for their products
or services. If these countries export capital by using the Fund's rescurces
for capital transfers, tlwy actually will contridbute te the stability of the
Fund and excimnge retes of the capital-importing countries. V¥hen they buy
4 cwrensy from the Fund with their omn cwrrensy, the Fund will have ameng
its essets a larger smount of & currency in grester demand and a saaller
anoumt of cwrrensy in velatively smaller demand. This would be desirable
for the Fund. ITherefore the Agreement provides that a country whose
cuwrrency has been held by the Fud for at least six womths in an anount
less than 3/4 of ite quota, way use the rescurces of the Fund for any
purpose, including capital transfers, unless the country has been declared
ineligible for other reasons. The amount of currency bought from the Fund
for capital transfers, however, may not be so great as to inerease the
Fund's holdings of the cwrrency of & coumtry buying exchange to 75 percent
of its quota, nor of reducing the Fund's holdings of the cwrremcy bought
below 75 peroent of the quota of the mesber comverned. In this way
countries whose cwrrencies are in relatively grest demesnd may replenish
the Fund's stogk of their currency without, at the same time, contributing
to the scarcity of other currencies.

HJB smww
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Article VI - Capital Transsctions
Section 3 ~ Contwols of Capital Transfers

The Vund Agresneat authorises the aemburs to impose such controls
of exchange a3 may be necessary to regulate internstional capital movements,
but the members aay not use these controls for purposes which will restrict
paysent on cwrresnt transagtions or wideh will put difficulties in the way
of later tranafers of funds needed to settle cwrent ocbligations. This
clause of the Agreessut, however, may not be comstrued so as to prevent
& country {rom exercising centrol over the use Ly its matlonuls of @
currency desclared scarce by the Fund. In the cuse ofa sgarce ourrensy,
the Fund must ration its own supply of the swrensy, and after the formal
declaration required, the mesbors say alse impese recirictions on free
exchange which have the effest of reticning e scarce swrrency. Sore~
over, under Article X1V, Seotion 2, & country may retaln exchange
restrictions adepled prier to the war if it makes use of the privileges
utﬁmmm. Such restrictions may be applied to cuwrrent
internationsl trensactions, though tie members agree to withdraw such
restrictions as soonas it is possible Lo do so without wnduly disturbing
their exchanges or restricting their ability to balance their paysents
withoul excessive recowrse % the Jww,
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Article V - Transasctions with the Fund
Section 1 - Agsnoies Dealing with the Fund

The Fund is an agency for mometary cooperation smong the member
countries. nummum—wmﬁ-’w.'
In its operations the Fund is to transact its business emtirely with
governmental agencies or central banks, which operate in the public interest
even though they may not be owmed directly by the government. By limiting
the Fund's operations to dealings with the member countries through their
Treasuries (or Finanoce linistries), central banks, stabilization funds or
other fiscal sgencies, the Fund is prevented from acting in a country
contrary to the wishes of its government. It canmnot operate directly in
the private exchange mariet and so possibly, of its om accord, interfere
with the monetary policies of the mesbers.

By comfining its opsraticns to governmental or quasi-governmeatal
institutions, the Fund may avoid any charge of favoritism to particular
private corporations. Its transactions may assume very large proportions
and the commissions which private banks -r exchsnge dealers could mske
would be considerable. R,W.*Mhﬂ-htﬁ
non profit meking institutiens.

In view of the differences in the orgenisation of the governments and
financial markets of the member countries, the Fund must be able to deal
with the various agencies charged with the operations with which the Fund
is converned. Simoe its operations will comnsist largely of the purchase
and sale of gold and currencies, the Fund must be able to deal with the
suthority holding the gold reserves. This may be the Treaswry, as in the
UuS., or the stabilisation fund, as with the British Bxchange Bqualisation
Aogount, or the central banks, as in most cowntries. The reserves may be




divided among various agencies so that the Fund may deal with several of
them. JNoreover, the Fund's holdings of mational currencies are to be kept
as deposits in the central bank or other fiscal agencies where the
country does not have a central bank. The Fund, therefore, will deal
@uﬁmuummcn—uwumm.
The member countries, in acoepting the Agreement, assume certain
obligations regarding exchange rates, exchange controls and other
regulatory activities which affect the stability of exchange rates. The
enforosment of the natiomal regulations is. emtrusted generally by the
member to its central bank or to its Treasury or Finance Ministry. It
is desirable, therefore, that the Pund should be in direct comtast! with
the organisation which administers these regulatioms. This is particularly
important since under some conditions, sanctions may be imposed teo prevent
the misuse of the Fund's assets. These sanctions will take the form of
limitation or suspension of currency sales to the member, and will be
applied to the public agency and not to the private exchange market.
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Articls V -~ Transsctions with the Fund
Seetion 2 - Limitations on the Fund's Opsratioms

The Agremmnt defines preciscly the scope of operations en the part
of the Fund, Considering tiat the assets of the Fund will be spproximately
$8.8 billien, it is necesswry to specify what should be dome with thds
money. If the Fund were not limdted, these funds might be used for
investment or otherwise coatrary to the purpose of the Agreememt, which
envisages mainly the assurance of stability in exchange rates as a devics
for encowraging stability and growth of intermatiomal trade. While the
meuber countries agree to certain limitations upon their exchange policies
and astivities, they may need the assistance of the Fund to maintain the
stability of these exchange rates. The basic operation of the Fund,
therefore, will he o supply the members with ewrrencies which are needed
to balance their payments without seriocusly disrupting exchange reates.

The Fund will not, of its own accord, take active steps to stabilise
& particoular exchange rate, and it will not buy and sell exshange in the
markets of the mewbers. It will coms to the assistance of & eountry only
when the member applies to it for the purchase of soms foreign currensy
or currencies needed to setile its balance of payments. The traders and
bankers of the member countries will carry on their exshange transsctions
in the ordimary way. Only when they are unable to cbtain meeded exchange
will the central bank or treaswy go to the Fund to purchase the foreign
curreney, by offering gold or its own cwrrency. By supplying the desired
currency the Fund will be able to tide the member over pericds of exchange
stringeney which otherwise might induce devaluation in the attempt to
secure equilibrium in the balance of payments. Uy providing a dependable
source of exchange for & member requiring it, the Fund will contribute to




the maintenance of the stability of the exchange rates of the other
members. The member, however, does not secure this exchange without cost,
since the Fund will charge 3/4 of 1 percent of the amount of currency
secured, while the member mmst pay the Fund an additional charge on its
holdings of member currencies above the quota.

It should be noted also that the Fund will supply currency only &s
long as the members adhere to the provisions of the Fund Agreement. If
they viclate its terms or tend to use the Fund's resources centrary to
the purposes of the Fund, the Fund has the right under Seotion 5 to limit
their use of the Fund or even to declare the country ineligible to secure
any currencies through the Fund., In more seriocus cases the nember may
be compelled to withéraw, '

8/21/44
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Article V - Transsetions with the Pund
Seetion 3 - Conditions Governing Use of the Fund's Resources

(a) A member may buy the currensy of ancther member from the Fund
provided that four conditions are met.
l. The member may obtain the currency enly for purposes which are
consistent with the provisions of the Agreement, In prastice this means
that the currency must generally be used to meet balances on current
transactions, which are defined to incluwie payments for goods and services
and normal short~term banking operations, payments of interest and divi-
dends, payments of moderate amounts for amortisation of loans or
depreciation of direct investment and moderute remittances for family
living expenses (Article XIX, (1)). In general, wnder Article VI,
Section 1, the member may not use the Fund's resources to meet a large
or sustained outflow of capital. Kelatively small eapital transactions
required for the expansion of exports or the ordinary course of trade,
banking, or business, may be firanced through the Fund, A special ex—
ception to the provision against the use of the Fund's resources for
eapital transactions is provided for the case of countries whose currencies
have been in relatively short supply in the Pund, that is, where the Fund's
holdings of its cwrrency have been below 75 percent of the quota for a
period of six months or more. Such a country may purchase the currencies
of other countries with its om currency for any purpose including capitel
transfers., In short, the purpose of this section is to assure resources
for current transagtions but where a country's currency has baen in
relatively great demand its purchase of other country'’s currency with its
own money would not only not weaken the Fund, but would alse enable othar
countries to balange their sayments more easily.
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2. Vhen & cwrency is declared scarce under Article VII, Section 3, the
request of any one sountry must, of cowrse, be subject to the Fund's
degision in equitably apportioning the searce currency among its members,
J¢ The Fund Agreement imposes two quantitative limitations upon the
amount of foreign currengies which a member say purchase by offering its
omn currency. The Fund's holdings of sy one currency may not exceed
200 percent of the comtry's quota. Consequently, the limitation on net
purchass of ewrrency by a country is equivalent to the smownt of its quota
plus the amount of gold subseription. For example, 1if & country has a
quota of §100 million and it has paid §20 million ia gold, the Fund would
not hold 200 percent of ite quota in local cuwrremcy, thet is, the equivalent
of $200 millien, until the country had purchased $120 million of foveign
currencies from the Mund, Since its gold contribution was 20 pereent,
only the amount of its quota may be secured frem the Fund's resources.

The meond limitation i¢ en the rate at which the member country may
purchase owrencies. Ia any twelve-month peried the msmber may not purchase
foreign ewrencies in an ssount which would increase ths Fund's holdings of
its own currency by more than 25 percest of the quota. "hile the Fund nay
make special exeeptions, there is & general exception provided for the
case of ourrencies which the VFund has held in an amownt less than 75 percemt
of the quota. These currencies will be those in great demand. Asccordingly,
the nembers whose currencies have been in desand are permitted to purchase
in a twelve~sonth period more than 25 percent of their quotas An other
currenciss provided that the Mund's total holdings do not exceed 100 pereent
of the quota in thet peried,
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4e A country may not purchase currencies from the Fund in case it has
been declared ineligible to use the resources of the Fund. It may becoms
ineligible under several clauses of the Agreemsnt. If itsuses resources
of the Fund scomtrary to the purposes of the Fund, the Fund, after presenting
& report and giving reasonable time for reply, may (under Article V,
Section 5) declare the country imeligible. The same penalty may be applied
Af the member ctanges ita per value despite the objection of the Fund
(Article IV, Ssction 6) or if it neglects to exercise appropriate comtrol
over capital movements when requosted to do so by the Fund (Article VI,
Section 1), Ineligibility to use the Fund's ressurces may also result
from the member's failwre to fulfill any of its obligations under other
seotions of the Agreement (Artisle XV, Sectien 2) including the cbligation
% remove restrictions on exchange inconsistent with the purposes of the
FPund (Article XIV, Section 4).

(b) Ordinarily members will not be permitted to ssquirve foreign
eurrengy from the Fund to hold against forward exchange transactions, The
purpose of this clause is to prewent the use of the Fund's resowrces for
speculative purposes, which often contribute to exehange instability. ‘
Speculative profits could be made &t any time when the aaticipated market
grice of & currency axcesded the Pund's selling price and eharges. Thile
private speculation and arbitrage operations are not prohibited by the
Fund agreement, the member governments may not use the Fund's resourves
for these purposes. They also may not use the Fund to sover short sales.
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It is recogniszed that there are proper non-speculstive uses of the
forward exchange market, for example wiere a bank or an exporter receives
bills payable at & future date, Cases may arise where it is desiredle
to permit the member to cover sugh transactions by use of the Fund's
resources. Ihis might ocowr in the case ol erop movemsnts or other
transactions of large smount which might require anticipation of exchangs
needs at a future time. Zhe Fund at s diseretion may permit the sale of
cwrrensy Lo cover such tramsactions amd thus avoid Uw risk of exchange
{luctustions.
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Section 4 - Faiver of Conditions

The requirements of Section ) are intended %o apply genmerally but it
must be regognized that there are unforeseen contingencies which might make
their striet application undesirable in that instability of exchange might
vesult. The Pund, therefore, is permitted to waive these requirements
especially for countriss which have not made large or continuous use of the
Fund as a means of securing fareign currensy. A country may suddeniy find
itwelf in serious exchange difficulties as the result, say, of & crop
fallure, & changs in the prices of exported goods, a sudden shift in the
world demand for its products and wnusual eircumstances such as matural
disasters. It would be unrecascnable for the Fund to refuse to provide
currency under sush circusstances if it may anticipete that the demend for
foreign currencies will e of relatively short dwation. Countries dependent
upon the export of crops may have unusuel seasconal requirements for exclange
and the Fund may take such special conditions into consideration.

Furthermore, there may be occasions where a country is willing to
pledge collateral to the Fund to segure currency. This collateral may
take the form of gold, silver, securities or other assets acceptable teo
the Fund, The member may be willing to pledge part of its gold reserves
or offer marketable securities as collateral if it expects that its need
for the currency will be relatively short or when the sals of its gold or
muwmmmnm-wm
lhm-yhmm&ldlmluﬂﬂnmllhﬂ;ﬂ
it receives adequate collateral to protect it against loass, than if it
received merely the currency offered.



Thenever the Fund waives the ordimary conditions for the sale of
ourrency it has eomplete disoretion to set the terms for the trensaction.
Tt mst, however, soll on terms which proteet the interests of the Fund
so that the collateral offered must be adequate, er 4if the conditions are
waived without eellateral the Fund must be reasomably sure that the
country applying will be able ¢o repurchase its own curreney in due time,

Hd B smww
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Article V - Transuctions with the Fund
Section 5 = Ineligibdlity to Use the Pund's Resources

The Fund may apply sanctions to members which viclate the Agrecment
or use the Pund's resources combrary to the agreed purposes. For example,
if a ecountyy regularly appeals to the Mund to purchase other countriss'
currencies and these purchases contimue over & period of time, it would be
en indication that its exchange position is in fundamental disequilibriume
Since the Fund iz not intended to provide resources to ensble countries to
secure &n exoess of imports over & long period of time, the member is
supposed to take msssures to correct its disequilibrium by increasing its
experts, reducing its imports or perhaps inereasing the productivity of its
esconamy by ompital improvement. The country's net purchases of exchange
say algo be the result of an ineppropriste fiseal poliay,

Vhensver the Fund eoncludes that a menbeor is using the Fund's rescurges
contrary to the purposes of the Agreement, it may present a report to the
member explaining its pesition and waking recommendations for a ghange.
When this report 1s presented the Fund 1s permitted to limit the suount
which that country may sscure from the Pund. If the nember, after reason=
sble motics, does not give a satisfactory reply to the Fund or neglscts to
present any explanation, the Fund may continue the limitation and af'ter
additional notice may declare the country ineligible to use the resources.
In this way the Fund w1l be protected against the possibility of some of
the mexbers relying contimually on the Tund for the correction of their

balance of payments rather than taking more fundamental msasures for ccrreetieme
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Artiscle V - Transactions with the Fund
Section 6 ~ Purchase of Currensy from the Fund for Geld

If a mewber desires to use its gold to purchase foreign currengy it is
expected to do se by purchasing it from the Fund provided that it can do so
with equal advantage. This section will provide the Fund with a source of
repewing its gold reserves and so strem;then the Fund and increase its
ability to acquire any desired currensy. Thet is, when & mesber sells gold
to the Fund for the currency of Country A, the Fund msy use this gold to
secure additionsl supplies of A's currenay or, if desireble, the Fund may
use the gold to acquire L's currency, which it may meed in larger amount.
The principle invelved here is roughly analogous to the comcentration of
gold reserves in the central bank, It will prevent the dispersion of gold
reserves beyond the needs of various countries and will enable the Fund to
operate more efficiently.

It is mot intended by this provision to limit the market for gold or
to compel the membars to sell their gold to & single buyer. Hemse, if the
member can sell its gold more advantageously to a member country or its
nationals than it can to the Fund, it is permitted to dovso. The "equal
mmum-m«mm&mwma
uniform handling charge on trensactions in geld. nummm
transactions can take place with private persons or with the central tanks
or treasuries of other countries at lower cost than with the Fund. This
will not be prevented by the Agreemsnt. In some cases there may be other
factors entering into the situstion such as the conveniense of transperta-
tion or the ease with which gold can be secured or the spged with which
transfers can be made by earmarking or otherwise.




This provision of the Agreement also does not apply to newly-mined
gold produced in & member countyry. This gold is free of any restriction
and may be disposed of in any market without restriction by the Fund.
Uold mining countries are likely to treat gold as an ordinary export and
dispose of their gold through recognized chanmels. If they were required
to sell their gold to the Fund, they might in practice be deprived of the
advantages accruing to other countries in buying foreign currencies with
their own national currency.
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Article V - Transactions with the Fund
Seetion 7 ~ Kepurohase by & Nesber of ite Currency Meld by the Fund

(a) A member country hee an insentive %o repurchase its currency from
the Fund since it pays & charge ou the Fund's heldings of its gwrrengy in
excess of the guota. It may voluntarily repurchase its currency by selling
gold t6 the Fund, and when geld is offered, the Mund is reguired to accept
it in payment.

(b) This seotion is intended to prevent the use of the Fund's resources
by & member to & greater extent than it is willing to use its own monetary
reserves to settle its balance of payments. kember gountries are, therefore,
required, wnder specified conditions, wumally to repurchase part of their
currencies held by the Fund. In saking payment under this clause, the
menber must offer gold and convertible surrencies. For the pwrposes of
the Fund, a eurrency is convertible whensver a member country has accepted
the conditions of Artisle VIII, Sections 2, 3, and 4, and }us not availed
iteelf of the privilages of the transitionsl period under Artisle XIV,
Seetion 2. Iin prectice this means that & curremcy will be regarded as
convertible if the member imposes no restrictions on payments and transfers
for current imternational transsctions, i it does not engage in diserimina~
tory curreney prectices and if it perwits the free conversion of balances
acquired as the result of currend transactions or which are needed for
making payment for current trensactions.

#hen a member's monetary reserves are larger than its quots and have
inoreased in the course of & year sore than the Pund's holdings of ite
currency have decreased, the member is required to repurchase its currency
to an amount equal in value to one-lalfl of the met increase in the Fund's




holdings of ite currency plus one-half of the net imeresse in the member's
monetary reserves. .In making the payment under these ciroumstances the
member must use one-helf of the increase in each type of reserve, timt is,
it must use one-half of its geld scquisition and one-half of the incresse
in each of the convertible cwrencies. The balance of the repurchase from
the Fund must be paid for by using the reserves in propertion to the wmounts
held by the country. To illustrate, let it be assumed that the country's
quota 1s {100 miliion and that the Fund's heldings of its currenay have
inereased $20 million while its own monetary reserves have increased $40 mil-
n-; The member would, therefore, be required to repurciase half of o
increase in the Fund's heldings, that is, $10 milllon, plus cne-half of the
increase in its nonetary reserves, or $30 silidon. If the member has
increased its reserves by 410 millien of gold and $10 million of each of
the convedtible currencies, A, B, and C, it would pay the Fund §5 millien
in gold and §5 millien of esch of the comvertibls eurremsies soquired,
The resaining payment must be divided between gold and vomvertible currencies
in She preporiions in which thay sre then held by the ssuber. (Cf. Schedule B,
pe 42) '

it 4s also possible for a nesber to sake & disproportionates use of the
I-l'a_muiumumnhwmnﬂ-mud:
Jear, but by an smount less than the incresse in the Fund's holdinge of its
SUrTency. hmtmmm_um‘unmmd
the increase in its curreney held by (he Yund less one-half of the decrease
in i%s own monetary reserves. For exsspls, if & country's quota is $200
uillion and its monetary reserves have decreased from $1350 milliom te
$130 million, while the Fund's holdings have incressed $30 million, the
asount of cwrrensy repurchased must be equal to §15 million minus §10 million.
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In this case the member inm buying back {5 willien of its own currency must
use gold snd emmvertible eurrencies in the proportion in which they are
held in 1ts mongtary reserves,

It would glso be possible for a comtry te use the Mund's resources to
build uwp balances in the owrrencles of other members vhich are mot nseded
for the ordinary purpeses of trade but shich may be held for future use,
for speculation, or for capital investaent. That 1s, country A might
insist in its trade with comtry 5, that B pay in C's cwrrency, and A,
therefore, sccrmulates a balance of C's currency. Then if, after the
repurchase as described in the preceding paragraph is completed, it appears
that the mewber's holdings of ths other member's currency have increzsed as
the result of suoh transsetions 1t must use the exvess of the foreign currensy
%9 repurchase its own currency from the Fund,

The requirement of repurchasing cwrrency is subject to three Qualifios~
tions. If a member's monetary reserves are smaller than its quots, it is
not required to repurchase its cwrency. Secondly, if the Fund's holdings
of its eurrenuy are less than 75 percent of ite quots, it is not required
te repurchease. In this case repurchase would further reduse the Fund's
holdings of the currency and se wmake 1t more difficult for other sountriss
to obtain it, Vherever the Fwdl's holdings are below 75 petoent of the
Quota, it indicates that this currency is in demand by other coumtries,
and 15 & desirable asset in the Fund. In making payments $o the Fund in
the repurchase of currengy, the member may not use any cwrrengy which the
Fund has in excess of 3/4 of the quota, mor may the smount paid to the
Fund be such as to insresse the Fund's holdings of any currency beyfind this
3/4 1imit, If the country has built up ite reserve by sequiring convertible
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currencies which the Fund holds in excess of 75 pereent of the quots, it
sust fay & lurger proportion in cwrrencies held by the /und in smaller
ancunt, Simdlarly if its payment were to increase the Fund's holding
beyond this limit, the currency involved may be used only to the limit and
the balance of the payment made in proportiomally larger amounts of the
ewrrenaies held by the Fund in amounts under three-fourths of the quota.
Fisslly, if & nop-momber cwrrency is regarded as convertible by the Fund,
& member's holdings of it are included in the ssount determining repurchase.
But pon-member ourreucies say not be offered to the fund in repurchase, so
that the preportions of convertible mexber currencies used in peyment must
be increased,

Hdo smww
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Artigle V ~ Transactions with the Fund
Section & - Charges

The Fund, whenever it sedls one member's cwrensy to another, will
charge the buyer a sertice chargs of 3/4 of 1 percent. Under the Agreement,
the saximum permissible variation of spot exchange rates is 1 percent {rom
parity. Consequently in purchasing a cwrrency from the Fund the member may
obtain 1t at 1/4 of 1 percent less than the possible maximum price on the
open market. In addition to this, however, ths member must psy & charge
to the Fund on the Fund's holdings of its own cwrrency. The Fund is alse
permitied to increase this service charge to 1 percent or reduce it to
not less than 1/2 percent at its discretionm.

The charges mentioned above are payable on each purchase of currency
and ave applied to the amount of foreign cwrensy purchased. In addition,
however, each meaber must pay & charge to the Fund on the average daily
balance of its omn ewrrency held by the Fund in excess of the quota. These
charges are gradusted with the amount of excess cwrrency held and also with
the period of time for which the currency is hald by the Fund, If the
purchase of currency is under 25 percent, no charge is made for the Fund's
holdings of currency in excess of the Guota for the {irst three months.
For the balance of the first year, the rate is 1/2 percent per annum and
for eagh subsequent ysar that the Fund holds this currency the chargs
increases by 1/2 psreent. On the second 25 percent of currency held by
the Fund the charge will be 1 percent for the firet Jear and an additional
1/2 percent for sach subsequent year. 7The charge increases by 1/2 percent
for each 25 percent of the quota and for ecach addit ional year. The scheduls
of charges is shown in the table.
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which the Fund can hold and it is desirabls to have adjustments made as
quickly as possible #0 as to reduse the Fund's excess holdings. A peried
of 3 to 4 years should normally be adequate to retive the Fund's holdings
since in that period of time the member may make the needed adjustments
in its balance of payments position. The Agreemont, therefore, provides that
whensver the rate on & portion of the cwrenoy resches 4 percent, say, that
& 25 parcent purchase is held by the Pund ¢~ foru 7 yuwars, or & 75 percent
holding is on the books for 5 years, the Fund is to meke an arrengement with
the country comcermed to reduce its holdings of the cuwrrensy. While the
charges on any bracket are permitted % rise to 5 peresut, if the country
does not reach an agreement with the Fund at that time, the Fund may increase
the clarge at its diseretion,



e

The schedule of charges may be changed only by & 3/4 majority of the
voting power.

loreover, the payment of these charges to the Fund must be in gold
unless the member's monetary reserves are less than 1/2 of ite quota. In
that event, it pays in gold a proportion equal to the ratio of its mometary
reserves to 1/2 of ite quotsa, and the balance may be paid in ite om
currency. This provision is intended to avoid taking a large percentage
of the gold holdings of any country if its gold holdings are too small to
be adequate in view of its trade and its monetary requiressats.

These provisions for charges for the cuwrrency held by the Fund are
intended primarily as a msans of discouraging too great reliance on the
Fund's resources for foreign exchange rather than for the member to adopt
pelicies which will secure equilibrium in its balance of payments.
Incidentally, the charges will provide revenue for the Fund to pay its
cost of operetion and possibly to yleld a ssall retura to those countries
whose currencies are in use by the Fund and by other meaber cowdries. It
should be noticed that the countries whose cwrencies are in desand will
have a cost in providing them. Their shares of the quota must be paid in
currency payable on demand and in most instances this will mean raising
the funds by borrowing in the market, If they receive ne return on thelr
contribution their situation would not be equitable in comparison to other
countries whose cwrencies are held in excessive amcunts by the Fund and
whigh are permitted to pay their shares in & nen-interest—besring demand
note.

HdBimww
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MINIMUM CHARGES PAYABLE BY A COUNTRY ON FUND'S HOLDINGS OF ITS
CURRENCY IN EXCESS OF ITS QUOTA _

If after the Fund's holdings of a member's currency have reached the
member's quota, the member draws in each year its permitted maximum (25%)
mﬂuﬁrltdqotonhottourml,themuholmgaudngum
of the member's quota, the charges payable on the whole excess are uniform
in each year, as follows;

I, Sumary
lst year - 3/8%
2nd year - 1 1/8%
3rd year - 1 5/8%
Lth year - 2 1/8%
Sth year - 2 5/8%
II. Breakdomn by Years
Minimum Percentage
Excess over M cerE per Annum
First year
lst 25% 3/8
Second year
1st 25% 11/8
2nd 25% 11/8
Third year
lst 25% 15/8
2nd 25% 15/8
3rd 25% 15/8
Fourth year
lst 25% 21/8
2nd 25% 2 1158
3rd 25% 21/8
Lth 25¢ 2 1/8
Fifth year
1st 25% 2 5/8
2nd 25% 25/8
3rd 25% 2 5/8
Lth 25% 25/8
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The Fund shall have at all times the right to communigate its
views informally 40 sny member on aay mstter arising under Shis
Agresment, The Mund may, by & twoethirds majority, publish a report
to that member with regard to its menetary or cconomic conditions snd
developsants which directly tend to produce a serious divequdlidrius
in the intermational balance of payments of members., If the member
has not among the Kxecutive Directors & Directer appeinted by it, the
provisions of Artiels VII, Ses. ____ Spplys The Pumd shall not publish
a report whieh would imvolve changes in the fundamental strueture of
the econanic orgmization of meabers.




