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OTTAWA, Ju:'E 9, 1943.

General Ohservations of Canadian Experts on Plans for
Post-War Monetary Organization

i. Oefficials of tile Canadian Governiient have hblad an opp'tiunity of
examiling the hitedI States Treasury Depainrtmnent Preliminary Draft Outline
of a Proposal for a i hnited and Assoiated Nation Stabiization Fund, and
have received cxjplnations of his propo al from Aneilhan )f~ficals. A smlndar
procedure wtis followed in cln,,lilhn .wilii tile paper eonhtiningi proposals by
Bfritih experts for an Interiational U( haring I'njtie Tie (li'cusions with both
Bltils nild Amernican olicials have been entirely exploratory and i the Canadian
(G¥erlnlrt'n hlt .i. ....t ei committed to alny coulrse of fItioi as fa rtoIlt of thIse
conversations. Thie A\iici: an anid Britisih Ixperts, for their part, have }aid stres
* on t ie fact t ati iiai .r..apia] arc tentative ix clharacter, and have made it
alear io rcprescnrtatives of ihe Canadian Goverminent (as well as to those of
otlheir governinorts) t t iat the x inhiid welcome critical eo/mment and constructive
suggestions. Canadian experts wlo have been studying the Britisih and the
Amnerican pmrposall are, lherefi we led to mItike certaim observitihs of a general
chamraeter and to submit an altornaleiv plan. Like the Brilfish and the American
plans, tihe propoalis of tile Canadian expetts are provisional and tentative in
iinaracer; they incorporate iiportant` features of both the Amlerican and the
British plans and. add to tihem certain new elements.

2 Tile mrain objectives If thI American and the Biiitii proposals appear
to be identiecal. namely, the establishment of an international monetary

elbanissnm which will aid in the restoration and developmient of hiealthy inter-
national trade after the war, which will achieve a high degree of exchange
staIbility. and which will not conflict with the desire of countries to carry out
siuch policies as they may think appropriate to achieve, so far as possible, cco-
( .noac stabiity at a high level of employmetnt and in ao ii.s. To aid in the

achievement of these objectlives, the British and American experts have prn-
posed the establishniment of a new international monetary insiitiution. Their
proposals are large in eol I:r.eptin, but no larger than lhe problnem itself. There
is eVr y eiason to improve( thIe trktIure and ,(}plati(ii of till monetary nechli-
ITool Oil th(, baiis of ('x'meacrice. But theire i, no eiisoni whvy pi'oposals should
be based exelnsively on the liaieod, and (.n tie whole, bad expeienice of the
pnast two decades,. UIless dependable exchange and credit rlation between
COutItries can be achieved before thie stesses and strains of tihe post-war period
begii, there is litltie likelihood that irreparab damnage can be avoided.

3. If plinsi for interlnational morertary organization are to ibe successful,
othecr problems -by no means less dlifficult or less important will also hiave
to be faced and .Iohd by joint intcimutional action. It would, indeed, be
dangerous to attaclh too much imuportame to monetary organiiilzatin If anld by
itself, if this iresulted in neglect of other problenms which maly be even more
important and diffieult, or in a n misguided faith that with a new form of nmonetarv
organization the other prmhlbems would solve tiimnselves. In tile jiltenmational
field alone (to say nothing of the innumerable domeslie problenims involved in
the profound changes in tihe structure of production and empliloymcn t which
have taliken plance in all belligerent and many non-belligerm t e. .i.mtries due to
thie exigeneius of the war) it will be necessary to attack inmitly suchli problems
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as comrnimecial policy, inmelnnational investm eci t, the instability of pri ary
product prices-to name but a few. No international monetary organization,
however perfect in forlm,n could long survive economic distortions resulting from
bilaterali trade practices, continued refusal of creditor countries to accept
imports in payment of the service on their foreign inveslioeit or to invest their
current account siirplus abroad, or enornous flutuationiin in food an.. raw
mateoial prices suceh as charactiize zdI tIe years between the two wars. But the
fact that there are tiony problems to be faced cannot be used as an excuse for
facing il one. A stark must be made soie c, aislii fill' tihe reasons given in
paragraph 5, tile problem of international monetary olrganization is a logical
and fruitful starting-place

4. The establishment of an international monetary organization is no sub-
stitute for tile ale taues of intrnational relief and ichabhitatio.. which will be
required as the war draws to its conclusion and afterwards; and. in he, view
of the Canadian experts any .n.a.etary organization whichi is set up should not
be (alled upin to finance transactions of this nature. Some continuiing and
stable it, ng ilt s , gctrdix g i[h I( l II clal[ IIlo. . t..ii ..lVcst..i elnt flre also clearly
essential if equilibrium is to be achieved and mantained. Nor shouMi it be
thouight that the proposed international monetary institution is merely an W
instrinient of the transition period from war to peace. True, it has special
importance in tlhis period, but it should be designed as a permanent institution
ani no(t ast a stop-gap to fu neation during a relatively slirt perioi of time.

5 An iii .orlaiin, pefrhaps tile most iliportant, fcature of ie BritM and
tile American proposals is the provision in both plans for the extension of credit
between countries Tihe two plans differ s ]egai the prcie techniques
to be used in extending credit and as regards the amounts whicb may be involved -
hut both plans provide tihat foreign credits are to be available under certain
conditions to countries having need of them, and that they shall be made
available iithroughi an international monetary organization rather tihan thiirough
bilateral arrangements between pairs of countries. The provision for credit
rxtension is noldlng more nor less than a straightforward and realistic recogni-
tion of the fact that at thile end of the war a large number of countries, whose
impo(rt recqtnrimn its will be considerable, will not iave ininmediately aviil able
a suffeieont reserve of foreign assets to enable them to expose thenasle- it,
the risk of participation in a world economic system. An interval will Ii
needed to give time for adjustment and re-organization. If the penury in
foreign nl.. Cis of payment of certain important countries is to be allawed to
fix ile pattern of post-war trading and domestic policies, then all can iook
or.ward to pennory-no country, rich or poor, will escape the impoverishmient

lniting from the throttling of international trade which will resilt.

(6. It is useful to consider what would happen if no action were taken to
set uill international machinery of the general character suggested by the experts
oF thile United States andil the United Kingdom. Theoretically, one alternatirve
wotld be immediate casb settlement for all international transactions. But Low
can casi be produced for purchases abroad? Only by selling goods or ervics
shroad, or by disposing of acceptable foreign assets such as securities anrd eoli
Thlie facts regarding the distribution of the world's monetary gold rtseves ii
I W ehinari ges whi i cli have taken place in thile course of I lie war in varioui s enii ntries'

holidings of foreignm securities atr too well known to require eliabloration . Broadlv
pieakiiin. : ad allowing for certain exeptionsa and time-lags. a casth biasi fir

the settlement of international transactions wouldi mean that any country's
capacity to export wouii lie linnii d to ithe armorto of its own currencyv it made
availiid, lo foreign erolitri¢$ t'(lroih it, ini'l'rtts and other cur1'renlt payments
abrload in other words, trade would in effect be reduced to barter. In point
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,i fact, however there is no possibility that countries would for long allow
themselves to be confined in such a strait-jacket. Faced with the problem
of an unsalable surplus of export goods and with consequent domestic unem-
ploymnent, they would refuse to accept the penalty of disorganization of export
trade if that penalty could be avoided, even temporarily, by the extension of
credit. Countries would embark on bilateral credit arrangements, no doubt
linked with deals relating to the purchase and sale of goods; and as soon as
certain countries began to adopt this course others would find that they had
to follow suit to protect their trade interests. It is difficult to imagine a more
fruiitful source of inltemrnational dissension than a ,miinpetitive trade and credit
extension program of this character.

The Canadian experts believe it to be true, therefore, tiam the Stabilization
Fund or Clearing Union plans do not involve a decision as to whether foreign
r'edits shall be extended or withheld. In some form or other, credit will in
fact be extended; and the decision which has to be taken relates primarily to
the method employed. For the reasons given above, international arrange-
Ilmcnts are greatly to be preferred to bilateral ;eals.

7. This leads to the question, how tmuch credit shiould be made available
through the international monetary mechanism? A vital feature of any plan
of this sort is the provision it makes for the borrowing power of each participant
and for the contribution to the resources of the organization by the participating
countries through the provision of capital, the accumulation of balances or
through loans. Some concern has been expressed in regard to the size of the
commitment which may be assumed by prospective creditors. It is probable
that Canada will be a creditor country on current account, and the Canadian
experts have therefore given careful thought to lhis aspect of the arrangements.

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

9. It seems apparent that, in one way or another, substantial unregulated
movements of capital between countries will be prevented. In these circum-
stances. countries will, by and large, lose or gain foreign exchange to the extent,
but only to the extent, of thle inbalance in their current account transactions
with the rest of the world. If a country is building up a substantial credit
position, it will know that this sitiation is proiiced because it is selling more
goods and services abroad than it is buying abroad. If it is dissatisfied with
this position, if it wishes to reduce its credit balance, it has through participation
in the proposed organization lost no single one of the courses of action ever open
to it. True, it is by no means easy for a country, acting alone, to solve problems
of unbalance But as a last resort a country can find a solution by unilateral
action. It can do the only things it ever could do in these circumstances; it can
buy more abroad-goods, services or investments; or it can sell less abroad.
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It is therefore quite wrong to assume thIat coulntries patti cipating i il,
proposed institution would, because of this participation, be left without clrioi
over their international commiitments. It may be, and no di oubt is, useful to
erect danger signals at various stations along the leoad followed by boteh dlebts
and creditors. Su ch signals are useful reminders. But there is nothing to preownt
either creditor or debtor from taking remedial action at any time.

10. If the foregoing is a correct analysis of the situation--and it would
appear to he a simple statement of fact creditors need not be unduly concerned
about the possible size of their investment in the Fund. knowing that the
uitimate actiual size of their stake can be detelmirmed by their owi coulrs, of
action from day to day a.nd fron I year to year. vert ss even the appear-
anee of an unlimited commitment is probably I d i. [(iratb d and in thr tentative
proposals of Canadian experts, a limit is placed on the obligation of each
participant to provide resources to tihe institution. But there is less real dain-or
to the interests of creditor eountlrihs in tile estahlishmenit of a Funni or a Union
whose potential resources are unnecessarily large (and may in consequlence
never be entirely used) than there is in the establishment of an intitullien
whoose resources are obviouslv too small. The interests of all will best be served a
hy providing a fair degree of latitude, a satisfactory breathing-space-to cleltors ·
and creditors alike. If its objectives are to be achieved, the resources nust he
large enough to permait time for baslic rc-adjustiments to hbe aicomp]ished: iii'
must be such, that the organization will comma nd general confidence in its own
stability. For if this is not the case, what will bappen? It will be believed that
certain currencies are likely to become "scarce" curreniees a belief which ni!l
be reinforced by the reduction in the institution's holdings of that particrlir
currliency. Countries which are likely to requitre a '"arce" ru ireney wil liasten
to make itheir purchases which are payable in that currency. As the holdings
of tile '"scarce" currency are used uilp, as discussions and arguments eommence
regarding all enlargement of tie quota or some other form of extension of credit.
grave misgivings in regard to the international situation will arise. The position
will be very much akin to that of a bank whose cash reserves are feared to he
insuffiient. There will be a run on tihat currency in the institution; and if the
currency comu'erned is an important one, the international effects will be very
serious indeed. No forin of international mo..in.l y organization can con-
tinuously compensate for chronic maladjustments in the current account balance
of payments of the countries whiich ima v be eoncerned, buhot it wouId be moist
unwise to set up umachinery ivhich stool a fair ouance( of facing a crisis at a
comparatively early date.

11 To avod i iisundersianding it slio lid e enphalsized that it would Ie
extremely dangerons to use shin't-tenr c'redits as a device to eover up basicaoly
unsound positions. This would be no lers disastrous in the international than
in thle doimestic field, and any miineetary syvsten which made such an attempt
on a large scalc would inevitablv blreak down. A chlonic ilnbc lance in eurrent
account balanlces of international payments which is not mathed by voluntary
long-term eapitali noveennnts-lnding abroad by creditor countries, and bor-
rowing abroad by debtor countries-is symptomatic of a deep-seated maladjust-
imet which hias to be dealt with if equilibrium is to be restored. No debtLri
country can live beyond its resources indefinitely; and no creditor country call
persistently refuse to lend its surplushr s W dr or mnke othler adjustmients to its
creditor p )si ion without ripping the international falrie. But time is required
for adjustments to be made and for remledial measures to have their effects,
andi thie contention of this paper is that the time allowed must be adequate
More time may be purchased at a smaller real cost than less time.
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12. There is one final observation. of a general Icnarattr whiceh should be
made. The new international monetary institution which it is proposed to
establish will be neither omniscient nor ominnipotent. Its anim will be to promote
conditions in which member countries are free to carry out soiund ceonomic
policies for tile welfare of their own people and in which they will not be i.nduced
or foreed, for lack of organized co-operation, to pursue policies which impoverish
themselves and contribute to the imnpoverishietnt of the world. The organiza-
tion should be international and not supernational. Nations should enter into
the proposed agreement for common purposes and advantages, realizing that
without sucb agreement the ominnon puiposes cannot be ac, hievedi. I theiii
national policies, countries should be limited onvly by their owa will in entering
and rema. aing in tie organization. If the proposed institution finrtions well,
it will have at its disposal more inaformation iregarding tic eurrents of inter-
national financial transa ctions and the causes of disequilibrium than ias ever
beren available bef'ore It will be in a position to offer informed and diintaer-
ested advice to its mreribels. It may h hoped thiat thle quality of the advice
offered will be such that it will carry great weight. But no member state should
be asked to bind itself in all circumstances to follow the advice given by the
organization. Moreover, if a country feels at any tBne that its national interests
are being jeopardized by the actions of the organization, and is willing to
sacrifice the advantagfs of continued membership, it shioildl be free to witidraw,
after making provision to liquidate its obligations to the organization or, if the
tountry is a creditor, it should have returned to it its original contribution to
the resources of the organizalion. The proposals here advanced are put forward
in the belief that a soundly conceived international agreement can give greater
scope for national policies than can exist outside it.

13. To sun up these general observations. it is suggested that:--

(a) An international agreentcii fr the estabi liniment of an international
inletary organization which invcles th(e extension of credit is
essential if international co-operato,. in tie post-war world is to be
acehieved.

(b) Such macbini iii dlc widali only one on thie nollnitrous problems wihich
must be faced. but it is a logical and convenient starting place for
joint international action.

(e) The credit made availableo through the intelrnaional it..etary organiza-
il, should be adequate to deal with that portion of current acenint

surpluses anid deficits which is not met by relieif and titer concerted
international action in the years i mm ediately after the war; it shouid
be suifficient to proivid a fitin asis on wiii inb Itiltihattel woild trade
can be rc-tsttal.sIed after ithe war; Ind it siml proaide tb.i. to
countlies whiicih find their inte In ati oi accounts unbalanced to take
the necessary corrective measures to adjust their position.

(d) The extension of credit is not a rcue-all; it ..r rely provides line for
adjlst ilnca(ts; anI inless unbalanced poslitions (except those aeloinpany-
ing long-term capital nmve..ents) are brought into equlilbrium, alny
arrangements maie will break down.

(e) No country participating in the arirangemrnIts Iasvs confi h over the
size of its international comit .mments, since it can determine their size
by its own act .a, if it wishes to do so.

i) No country participating in lie airangmeinits hloes ontrol over its
idomestic C ecConomnic poiicies.



Tentative Draft Proposals of Canadian Experts for an
International Exchange Union

I. Purposes of the Union

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

2. To provide a convenient clearing mechanism to settle balances in inter-
national payments.

3. To provide to all countries access to foreign exchange resources in o-der
to reduce the danger that economic and comnmercial policies in the period
immediately after the war will be largely determined by a shortage of foreign
exchange and to enable countries tlcreafter to be guided in their economic
and commereial policies by long-run considerations when faced with a temporary
reduction of foreign markets.

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

5. To contribute to the re-establishment and development of a multilateral
trading system and to the elimination of discriminatory trading and currency
practices
11. Resources of the Union

Member countries shall agree to make the following resources available
to the Union:

1. A capital subscription to the amount of the quota assigned to each mec..br
cimtutry. the aggregate of such quotas to be $8,000 million.

Detailed provisions
regarding l-Quotas and Capital Subscription

(a) Determination of quotas
The quota for each member country shall be determined by a

formula which will give due regard to factors such as international
trade, national income, and holdings of gold and foreign exchaInge
convertible into gold. A special assessment may be levied in any case
where this formula would be inappropriate.

(b) Payment of capital subscriptions
The eapital subscriptlion of each member country shall be paid

up in full on or before tihe date set by the Governing Board of the
Union on which the Union's operations are to begin. Each member
country shall pay in at least 15 per cent of its quota in gold and
the balance in national currency; a country may substitute gold
for national currency in meeting its quota requirements. The Union
may make such arrangements as it deems appropriate to provide a
period of time within which countries having less than $300 million
in gold or foreign exchange convertible into gold in official exchangen
reserves may pay up their gold contribution in full, the equivalent
in national currency to be paid in the interval. Notwithstanding
the provisions of subsequent paragraphs, the Union shall sell foreign
exchange to stich member countries for the purpose of aequlring gne
to pay their capital subscriptions.

10
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(c) Change in quotas
Tihe Board may from time to time change the quotas of particular

member countries, provided, however, that in voting on proposals to
increase quotas the voting strength of each member shall be increased
or diecreased to take account of tihe Union's net sales or purchases
of the currency of each member country in accordance with the weighted
voting formula set out in paragraph IX.3 below. No increase shall,
however, be made in the quota of any country without the consent
of the representative of the country concerned.

2. Loans to the Union, as required, in amounts not exceeding 50 per cent
ol the quota of each mlember coulntry.

T)etailed provlsions
regarding 2-Loans to the Union

(a) Conditions of borrowvin
Tihe terms and conditions of loan, made by member countries to

the Union under the provisions of paragraph 11.2 shall he set ,oit in
the rules and regulations of the Union The Union's authority to
bo}rr)w domestic currency from memuber countries in amounts up to
50 per cent of their quotas shall be a revolving authority. The Unlion
shall not exercise its right to borrew until it has used its available
gold resources to acquire aridditional supplies of the currency in ques-
tioin. Sulbject to the provisions of the preceding sentence, the Union
must exercise its riglit to borrow when its holdings of the currency of
any member country have been reduced to 10 per cent of the quota of
l aet member country. When the Unionii exercises its right under the
piovisions of paragraph 11.2 to borrow additional supplies of tihe
curreney of any member countly it shall have the duity to attnmpt to
improve its position in the currency concerned by acquiring the
currency or gold from the holdings of other member countries for
payment in their national currcncies or in other foreign exchange
they need.

(b) Conditions of repayment
The Union shall have the right to repay loans contracted under

the provisions of paragraph 11.2 at tiny time. The member country
making the loan shall have the right to demandt repayment in gold to
the extent of the Union's gold holdings at any time and shall also have
the right to demand repayment in its national currency provided that
such repayment does not reduce the Union's holdings of that currency
belhw 50 per cent of the quiota of the member country. lcmheir
c,.l.ntries shaiil agree to give 30 days' notice of diemand for repaym.ent
of Il.ns madie to the Union ir. ler tihe provisions of thic present arltele.

III. Monetary Unit of the Union
1. The monetary ,init of thie Unina hall be an international tnti of scil

nan/e as nmav be agreed (hereafter referred to as the UTnit) and it shall consist
of 137i': grains of fine gold The aecounts of the Union shall be kept and
published in ternls of the Unit

2 The value of the Unit in terms of gold shalil not be changed without
the approval of four-filfthlis of I etmberer votes.

3. Menlr countri,..es shall agree with the Union the initial values of
Iheir uiirrencies in terms of gohd or the Unit and, except as piovided in para-
rlaplih IV.2 belov, shall undertake not to alter these values without the approval

of the Union
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4 D)eposits in terms of tile Unit may bie acebtIed by tile Union fianm
emirber inuntriecs upon the delivery of goldi to tile Union. Such Unit dep,,iits

sltllll be transferable to other member courntries They shall be redeeimable in
gold amnd the Union shall maintain at all times a 100 per cent reserve in gold
against all Unit deposits.

IV. Exchange Rates

1. The Union shaih fix, on tie basis of exchange oties initiMly agreed
between it and each member country, the rates at whichl it will buy and sell
one memlber's uinlrelncy for another's anti tile rates in local eurleneies at whibi
it will but and sell gold. The spread between thile Union's biaing and selling
rates for member Curreneies and for gold shlal iot exceed 1 per cent. Except
as jlovided in paragrapli IV.2 below. menmber couniries shall agree not to
chancg file initi liv y agreedI excheange rates witin .t ile approval of tile Uni in
and tnv e iunirv whichl alters tile value if its eiureney withoult tle (lonslent Of
the Union shall be declared in default of its ohligations and bc:nome subject to
the penalties provided in paragraph XI.1 below.

2. Notwitistandiing the provisions of paragrapb IV.1 above, iny rmetrber ·
country whi cl is a net purchaser of foleign excilange from the Union (arising
from lecr i than capital aceoitlint transactiions) to the extent of at least 50 per
cent if its quota inrd has so been on the average of the ipcedingg 12 months
shali be entitled to depleciate its exebange t. the maximuim xtent of 5 per cent;
provided, however, that tile provislons of this laragrapl shall nit appily to a ny
,rultry nwich holds independent official leserves of gfie and foreign currencies
freely convertible into gold in amounts exceeding 50 per cent of its iquota. N

ouniitrv sall be entitled to repeat thile exchange depreciation provide( for in tis
paragiaph withlout tile specific approval of the Union.

3. No chiange in lihe value of the currencies of inmrlter centries -iall li be
permitted to after the lue a of tho , assets of tile nion inll terms of gold or the
Unit. Thus, if the Union approvcs it reduction illth tvabi, of the urency of
a member country, or if a eontlry depreciates its exchangog e under t he proviioins
of the Ipi'ec:eding paragrapli, or if a siginificant deprie jation in tbhe value of the
curreinci oif a neinber. as determined by qutiationi, on the exclanr'i :marlkts
el I/.[.ci meL..bei countries, has ill fact ocectred, that country inius i on request
delive, to tile Union al amount of its local cullrnei.y equal to tile declease i lkilt
value of that currency held by tile Union. Likewise, if the Curreny iof a ·
particuiiar country siould appreciate, tile Union must retirn to that country
an miti.lil i in the currency of that cunitry or in gold equal t lile reslktint
ineie:tse in tile value of tbe Unbmo's Iikidings.

IIn the III¢,rs of conversations In Waselingtn te ('alilad xpLs exp i he view
that it might be desirable to Proa vit for a 8olI'Qxl it vi,.ttr plV t lIVILI I IalleU of i 0¢ t
in exchange Iate, with sOniewhiat dterltrnt haf(*IULaqtihail 11'ose iJ'(!ri,4~late4 1i paragr 'aphI.
IV2. The ioIluiig is a draft of a a llaLglpl wMlleh mig..ht be u[)mt(iiud toLL lialagla;pli IV
of the text;

"iNotwiIt'taniding tie ItI rleis/onL of palagraph I[1 aLIm i.IL, Il , I l flIlhiltly t }ililt
]Ia bat all avIIeI' bainnee of pYilS 1 O[ {lilelit a*kohlut L...ii/g I tWO year period of

s.,LLh aagnitude that it hli utilised. toI e toir Iii defieit. t iil ,1 of its ilt itepeandont gold
anld freIigrn exchange lit'lsrI al3L iK ii aItlditolL. ra ot pnI l(h'i.'lh if forign o:. ltange itroni
the Uenin to tie e]x:t/nt if 50 per rent of itf quota p 4taE] Ill hrttiI'(i to dI.i.lllate iLt ezclillg
rate to tie, ' '. xiLll CIrI exti tf ] ) eI I cnP t (t. Th pl,'O i'lSn$ Of ills iTlIrLtgl apt I ha/Ill y

be alwj)icl4D OYuLH ill respect o(f ea ll mIl. er c.. l titllaly uilllksg tli, ~lrjfic apiiiia oI iOll
nioem ias bern obtained. Any niemlir .olnity -iYtlitcoldg t1 drl,rciate ils e,(,aisge rLte

Itiader he plov iolm of this paii iap]hl ] ollfiinfor thi il.a.L.....111.. IIt If the tI i.o.. in 0A]¥:i0{
aIll slIa ll ilori'd it an oplportulity to iile.o ,iim i.lr .o ltatllr4~ aI } it dcer s aplrlir liate hriore
taking such aetiou."
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V. Operations of the Union-Provisions of Special Applicability to
Deficit Countries

i. The Union shall have thile power to sell to tile Treasury of any iiember
country (or exchange fund or central bank acting as its agent for the purpose)
at the iate of exchange establi she I by the Unein, (uriren'cy of any country which
the Union holts, subject to the following provisions:

(a) Without special permission, no country shall be a net purchaser of
foreign exchange from the Union except for the purpnse of meeting an
adverse balance of payments on current accolint aSi.. tile Union may
at any time limit the amounts of foreign excih.nge to be sold to any
member country which is permitting significant exports of capital while
havling an adverse balance of payments oi current account.

Detailed provisions
regarding (a) Restrie tion of Right of Deficit Countries to i'u-

chase Foreign Exchange to amounts required to
meet an Advers Balance Bof Payments on Current
account.

(i) A country shall be regarded as anet purchaser of foreign exchange
if as a rs ult of tihre Union's purchases and sales of curie .. Cs tihe
Union's ildings of its enrlelm 'y rise ai ox- lhe amount originally
provided to the Union by iwa of capital subseriptnm.

(il The iniln may require any member country to furnish at pero.die
intervals statisties of its balance of internathinal payments on
current account and on capital acrrolnt iandi statisties of goldi and
foreign exchange holdings, public and private. Each such member
country shall agree to furnish offiners of the Union withi detailed
explanations of the basis on which such statistics are omnplted.
If at any time the Governing Board has reason to believe that an
outflow of capital from an v membniler ctountrvy is resultbing direetly
or indirctly in net purchases tf foreign exchiange by that country

nl n the Union, it shall have the right to request a eontrl! of
outward ctapital mo(ve.l.cnts as a co .it ilfl iof rnmakin additi onal
sales of foreign exchange to such country. Without liniiting the
generality of the foregoing, tile nion shall nimalv req uire any
miemsber country whiclh has been a net pureri ameirf f .ri.gn eg xcilan g e
Ito thie extent of 25 per ccit of ifs quota to irnmpise restititms om
outward capital movements if none exist.

(iii) In considering applications from eont ries which hl ave been net
purch asers of foreign excllaligc fro n the I Tni.n fir tic special
permission referred to in pararniaph V.I (,) tt parchase ftireign
xcihange fir priposes other thian the meeting of all aiverse

hala .ie of payments on current account, tie ( lovein g.
Board shall give canrfil attention to applicatiocs for foreign
exchange to facilitate ii ndj iustmeont of foreign cidebts where this
is deemed to be desirable fronm the point of view rof tie general
economic situation and shall also give special attention to appli-
cations fri foreign exchanige by tlalbl ei' oo ntries IIl i in default
.n. their foreign obligations for tihe purpose of maintaniing con-
tractual principal payments oiii foreign debt.

(b) In order to promote the most ifecleive utilization . if existing stocks of
gold and foreign exchange, no member counntry shall have the right to be
a net purchaser of foreign exchange fr-m the Union so long as that
colintrys holdings of gold and foreign currencies freely convertible into
gold (including private as well official holdings) exceed its quota.
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Detailed provision
regarding (b)-Restriction of Riglit of Countries holding large

Independent Gold and Foreign Exchange Reserves
to purchase Foreign Exchiange from tihe Union.

In interpreting this provisio the Goveorning Board shall give
special consideration to the position of certain Asiatic countries
where gold has long been used as private treasure.

(c) In general, the Union shall have the pow,s r io sell foireign exchiange for
domestic currency to member cluntrieN up to 200 per cent of thie quota
of each such membeer country. Net sales of foreign xchamnge shall not
exceed 50 per cent of tile quota of each member ncountrv during thile first
year and the cumulative net sales shall not exceed 100 per cent, 150 per
cent or 200 per cent during thile first two, three and fior years of the
operation of the Union.

D)etailed provision
regarding (c) Restriction of Sales of Foreign TExchange to Speci-

tied Limits.
On special vote of the Governing Board, in which voting

strength shall be weighted to allow for the Union's net purchases
and sales of each member country's currency in accordance with
the provisions described in paragraph 1X.3 below, the Union may
purchase any currency in excess of these limits provided that (a)
the country whose currency is being acquired by the Union agrees
to adopt and carry out measures recommended by the Union to
correct the disequilibrium in its balance of payments, or (b) it
is tile view of thile Governing Board that the country's prospective
balance of payments is such as to warrant thie expectation that
the excess currency holdings of thie Union can be disposed of in
a reasonable time.

(d) In order to promote the most effective utilization of existing stocks
of gold and foreign exchiange, time Union i ay, as a condlition f inmaking
further sales of foreign exchange to any member country which would
bring its net purchases to an amount in excess of 50 per cent of its
quota, require such country to ellI the Union, for domestic currency,
approproiate amounts of any reserves it (or its residents) may hold of
gold or foreign exchange acceptable to the Union.

(e) Notwithstanding tile provisions of paragraph (c) above, whenever a
member country is exhausting its quota more rapidly than is war-
ranted in the judgment of the Governing Board, thile Board may make
such recommendations to that country as it thinks appropriate with
a view to correcting the disequilibrium, and may place such conditions
upon additional sales of foreign exchange to that country aits it deems
to be in the gnm ral interest of tihe Union.

2. A charge of 1 per cent per annum payable in gold shall be levied against
member countries on the amount of their currency held by the Union in excess
of tile quotas of such countries.

VI. Operotions of the Union-Provisions of Special Applicability to
Surplus Countries

1. In order to prmnomte the most effective utilization of the available and
accumulating supply of gold and foreign exchange resources of member countries,
each member country shall, on request of the Union, sell to the Union, for its
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local currency or for foreign currencies which it needs, all gold and foreign
exchange it acquires in excess of the amounts held immediately after joining
tile Union.

Detailed provision
regarding I-Aecumlul aiing Supplics of (Iold and Foreign Exclumg.

For the purpose of this provision, onty free foreign exchange and
gold are considered. Each member country shall agree to furnish the
Union with periodic reports of gold .Il(l foreign exchange holdings,
public and private .

2. When the Union's operations haive rsLilcii in net sales of the currency
of any mnemb e co untry to thile excent of 75 per cent of tile quola of lthat country
the Union may, in order to increase its resources of tile currency in question.
attemlpt to arrange, ill co-operation ;with sucih agencies s mnay be establiished
to promt te iot( ai lt om i niit vcstmneint, with tile memnber couintry a programi of
foreign capital investment (or repatriation) and may sell foreign exchanne to
facilitate such capital movements.

3. When the Unlons holdings of thile curency if a miember country are
being exhausted more rapidly than is warranted in thile judgment of the Gov-
elnlig Board, tie Board imay nla!e a repoelt on the sitiuatio n dit nout lesriot-
ing the generality of tile foregoing, wheneve- the Union's operations have
resulted in net sales of the currency of any menmber country to the extent of
85 per cent of the quota of that country, the Union bas the authority and the
duty to render to the country a report embodying an analysis of the causes
of the depletion of its hioIdings of the currency and recoimmendatiiions appropriate
to restore tile equiilibrium of the inter n ti ha alnres f }ihc country cooncerned.
Such receimnind dations mnly relate to mllonetary and fisal policies, exchange
rate, iimlili,]?eial policy and international investment

IDetailed provision
regarding 3-R(eport on Countries whose Currency is becoiiiing

The B1'ard inemliier of thile counitry in question shall be a member
of the Union Committee appointed to draft lie report Tile report
shall be sent to all memlber countries anid, if deemed desirable, niade
public.

4. The Union shall have the right at any time to enter into arrangements
wit ii ainy meminbr country to borrow additional supplies of its curirencyV on
t t iit Ilens anI conditions aIs may be mutually satisfactory.

5. iThe Union shall have tie rih 1it at any time to enter iato speeia I lurange-
InlllrlS with ally nmember couintry bor tilel pilpoo of prl'idirng all emilergecy..
supply .f the currency of any other member country on sulch termrs an .I
* nmiitiions as may be mutually satisfactory.

6. \Veiniever it bI.. ,m es a apparent to the GovBrnig Board that tile antici-
patel deiiiand for any currency may soon exhaust tile Union's lolings,
te ( Governing Board shall inf ii. thie menmie r countries of the probable soupply
of this curremncy and of a proposed method for its equitable distribuition togethil
with suggstions for helping to equate the anticipated demand and supply.

D)etailed provisions
regaeding 6--Ralioning of Scarce Currenceies

(a) The provisions of pagragph Vi.6 shall coic into force only after
thile Union has exercised in full its right under paragraph 112 to
borrow additional supplies of the curieecy of the member country
and after the Union has taken such further steps to increase iit sinpply
of this currency as it has deemed appropriate and found possibhie
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(b) Tile provisions of paraglaph V.I(c) shall, if necessary, be restilted
by tile duty of thile Union to assure an appropriate distributlion ainlIg
various members of any currency the Union's supply of which is
being exhausted.

fe) In rtuioteng its saies f any scarce currency tile Union shall be giided
by the principle io satisfying thile most urgent needs from thile piint
If view fi tile general international ec( nlimi sit sitbtmi. It shall

also consider tile special needs and resources of the various countries
making the request for thile scarce currency.

() Mem .. tber countries halii agree that restrictions imposed by other inorbel
countries mon the importation of goods from a country whose currency
is being rationed by the Union shall, for the duration of such ration-
ing. not be rigordes a, constii ug anl inraetion w the moot-favoured
nation obligations of commercial treaties except in the case of countries
holding official reserves of gold and the currencies of inembel countries
in am<ounts exceeding 50 per cent of their qu{taas.*

7. Whenever the Governing Board bas, under tile provisions of tile p)e-
raiing paragraph, taken steps to ration the Union's supply of the cuarll a-'
of any memnber country, it nlay require the remaining cmember countries to
prevent thile sale by their residents of each other's currencies, incluiding bills
of exchange, in tile country whose currency is being rationed anl. to toprevent
thile purchinse by their residents of the rationed currency through the exchange
markets of non-member countries. In addition, whenever the BRonrd has tfi en
steps to ration thile Union's suipply of thile currency of any member crontry, it
inll have the duty to re-examine the prevailing exchange rates and to relinl-

menid such changes as it may regard as appropriate to thie charen d rirel in-
itances.

VII. Powers of the Union GenerIl
1. The IUnion shall have ti! powl, rS to lake such actinis as are requilred

to airy out thile operations (rnumcrated in tilee preing jpanragraphs, For
greater clarity, ihie [nion sha ii have tile hpowr to buy, sell a I ohl gold,
currenies andi governmenlt securities of milber coulntries; to accept deposits
and to carmnark gold; to issue its own oligai ... is cnal to discount or offer them
for sale in omember countries; and to act as a clearing house for tie settling
of international miovemlrents oI friois ailnd ~4ld

Detailed provisioin
regarding I--General Powetrs of thile IUninn

Member countrjs agree that all t ile Union's loceal curtiencev
bioi ng0 s ,hall be fr frilon allv restrictions as to theilr as for
parments within the country concerned.

2. When tile Uilon's holdings of tie l..al .'nrrenev oft inmember country
exceed tile quota of ihat eounty thile Union shall have tie ipowr to resell to the
me.mber coiuntry, il pon its request, the Union's excess holdings of its currency
for gold or acceptable foreign exchiiange.

3. Thile Union shall ibave the power to invest ay of its cihl heyi ioldligs
in government seuritLies of thile co untry of that cm'renic, provided that tile
Board repm reen(taiveil of tile country concerned aippoves.

4, Tile nion inall hiave the power to buy and sell currencies of non-
membler ,o .trfies. btt shall not normally hold tile Clrrn'en l$s of ii.n-nlineir
countries beyond 60 dlays after time (late of purchase .

* This proposal ill iearly have to be reviewed in the light of smh general .rrange-
mens I s may oe made regarding international commrc.ial policy ndn co-ordinatled with
those alrangement.s.
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5 The Union shea have iiithe power to levy upon .. inember countries a pro
rata share if thle expenses of opertitng the In i., such levy to be male, however,
onvly to thle extenit tha tihe ealrdnins of the Uinion are inadequate to meet its
(ilrient expeIses.

, T'ihe Union shiall make a seirvie clioge hr o.. ie-qnaiter per cent on all
gold traisactions.

7. In conducting its own operati(lio the Unin ihall hlave thle ploer to leal
only with or through ia) the Trliies, exchige firnrids or fiscal ageants of
govvrmnents, (b) central banks, with the rOl-tIiL of ille mnemnber of the Board
rcprsetniing the em Irt ry in quts[ion, and (c) any internalion al banks ow ned
predorminant l y hy moeabe c,unticl Thle l:m... m.y. neyeriwtholes, wit il tile
approval (if the rincllpr of til ' Boald re p'nouniig the eountly vonevnedi, sell
its own securitie s diretly to the public or to ilnstitutitions of nilember countries.

8. The Union shall have the piower aid, lie dlyp to co-opeliate with suchi
,th(i institut i..s of an inter national charater as mayiv exit or be established
to ideal withi matters of inhlnmatinoal cmreerl, incldiin, but not reh'ieted to
intrlnational inlvcsrtlns t andil com!lrciaal policy.

V11f. Abnormal Wiartime Balances

D)ilin tihe first trIi yarso of opeatilln tile lUnion shall have lite right to
Lle1ahse abnormal wartimne bailances iheld by member couintries in oiher le .lhber

I r ... (Is fio[ lhe natiional currency of thie county seling such balances or for
!flutign txehlrna re (eeded tno meet CUirct ct dMcco t (fieeits in sluch counltry's balance
of intielnrational p[ayelont-. ill .tlll.tlnts rit (c{ teeil/2 in i ile :nugregae 5 per cent of
Ill ridta of itll miibder eountrhies. At the end of two years of operation the

Co.erriin Board shall prlpo-e a plan for the gradual further liquidatinl, inl
whole fr in part, through the Urnen, of abmrrmral wartihe balances lying to the
credit fo member colnihiles ini other member countiess and oithier flt.. tlail

indeId iness of a sinilar e iihiatelor If tile Glovernlig Board feets unable io
remiillnnI thlat tile Union' rsuilrcels hbe ued for this purpose it shall have the
dulty to projio e oline ohlier n .i.lliId by w]hclt irte ioblem call be considered.

IX. I'oting Power
I Eachi uecitr erinoutiy shalli hiave 10(0 votes plus one vote fori the equiva-

lent hf each 100,000 Units of its quota.

2 All decisions, except where spciftically povided otihrwis, shiall be made
l maijority of the member votes.

3. Notwiithstandingi the provisions of paragraph I abhove, in any vote on a
11iisal to ini'llrease tile qiluta of any nilnher c.ountry , me lnb.er countries shall

nilliti!( one additolinal vote for each 100,000 Units of its contribution to the
(rrs*ur ces oIf the FPund (by way of original capital subscription or by way of

lovns martde onder the preoisions of pl)agra]ph 11.2) whieb has been utilized.
net o tile average ,f the preceding year by tile Inion for sale to other member
etoImtris; andi member countries shall lose one vote for each 100,000 Units of
their net utilization of the resources of the Union on the average of the preceding

X. A.anagement
I. Thie adminnistiation of the Unioin shall be vested in a Goerning BoardI

Each orinmeont shalli appoint a representatiiv e and all alitrmate wio shall serl't
oin tihe Blloard for a period of t..re. years subjeet to tihe pleasure of their gov,;(rn-
ienti RBepresentfalies andl alternaos Ilay b. e r'-a]ln0li[]c(id.
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2. Thile Governing Board shall select a Governor of tihe Union and oine or
more assistants. Tile Governor shall become an ex officio member of the Board
and shall be hief of tile operating staff of tile Board. Tile Governor and his
assis.tant shiall hold office for five years and shall be eligible for re-election and
inn y be renmiovd fo cause at any time by thile Board.

3. The Governor of the Union shall select tile operating staff in accordance
wiii, regulatioms established by tile Governing Board. Me .l.bers of the staff may
be made availinblc upon request of member countries or of othlier institutions of
an internathonal charater fobr eonsultation in connection with eonomic perob-
lemns and policies.

4. The Governing Board shall appoint from among its members an Execu-
tive Comminittee to consist of not fewer than leven members. Thile Chairman
of the Beloard shall be thile Chairnman of the Executive Committee and the
Governor of tile Union shall be ex officio a member of the Executive Committee.
Meetings of the Executive Committee shall be held at least once every two
monthLs and roe r Irerquently if the Executive Conmiittt ec shall so decide.

5 Tie Govenining Board shall hol] an annual imeeti ng andl such other
mlectings as it may be desirable to convene. On request of member countries ·
casting ..oT-fJmIl·i of tile votes the Chairman shall call a meeting of thile Board
for thile purpose of considering any matters placed before it

6. Net profits earned by the Union shall be distributed in the following
manner:

(ai) 50 pjr cent to reserves until the reserves are equal to 10 per cent of the
aggregate quotas of the Union;

(b) 50 per cent to be divided ach year aniong the nrt nbers in proportion
to their quotas.

XI. Withdrawal and Expulsion from the Inion
1. A country failing to meet its obligations to the Union may be susjpeiedd

provided a majority of the member votes so decides. While under suspension
the country shall be denied the privileges of membership but shall be subject
to the same obligations as any other member of the Union. At the end of
tine year thile country shall be automatically dropped from membership uniless
it hbas lcen restored to good standing by a majority of the member votes

2. Any country which has been a net purchaser of foreign exchange fromii
lII Union may withdraw from the Union by giving notice and its withdrawal a
shall take effect one year from the date of such notice. During the interval
i,oeen notice of withdrawal and thile taking effeet of the notice such counctry
hrrall be subject to tile same obligatinns as any other member of thile Union.

3. Any country which has not been a net purchaser of foreign exclhange
from tile I/nion may withdraw ronm the Unibn by giving notice and its with-
ir:tal shaIll take effect 30 dlays from the date of such notice. During the
interval between notice of withdrawali and tihe taking effect of notice such country
stall be subject to the same obligations as any other member of the Union;
exept, h,cwever, that nTo country whichb has given notice of withdrawal shall be

,roined to make loans to the Union uinder the provisions of paragraph 11.2
above

4 A counir which is dropped or wbich withdraws from mneibershie p siall
have returned to it an amount in its own currency equal to its contributed
quta plus other obligations of the Union to the country and minus any suims
owed by that cointiry to the Uinion. The Union shall hnve 5 years in which
!. 5hluidate its obligation to such country.
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XII. Policies of Member Countries

In addition to the obligations assumed under the preceding paragraphs,
each m .ember country shall undertake the following:

1. To maintain by appropriate action the exchange rates initially agreed
with the Union on the currencies of other countries and not to alter exchange
rates except under the provisions of paragraph IV.2 above, or with the consent
of the Union and only to the extent and in the direction approved by the
Union. Exchange rates of member countries may be permitted to flictuate
within a range not exceeding tihe spread fixed by the Union itself for its own
purchases and sales of foreign exchange.

2. To abandon, as soon as the member country decides that conditions
permit, all restrictions on foreign excihange transactions, other than those
required effectively to control capital movements. with other member countries:
and not to impose any additional restrictions, except for the purpose of con-
tr.lling capital movements, without the approval of the Union.

Detailed provision
regarding 2-Abandonment of Exchange Control other than on Capital

The Union may make representations to member countries that
conditions are favourable for the abandonment or relaxation of
foreign exchange restrictions other than those required effectively
to control capital movements and each member country shall agree
to give consideration to such representations.

3. To co-operate effectively with other member countries when such
countries, with the approval of the Union, adopt or continue controls for the
ipurpose of regulating international movements of capital

Detailed provisions
regarding 3-Co-operation in Enforcing Approved

Exchange Controls on Capital Movements
Co-operation shall include, upon recommemndation by the Union,

measures that can appropriately be taken
(a) not to accept or permit acquisitions of deposits, securities or

investments by residents of any member cointry imposing restric-
tions on the export of capital except with the permission of the
government of that country and the Union:

(b) to make available to the Union or to the government of any
member country full information on all property in the form of
deposits, securities and investments of the residents of that
country: and

(c) such other measures as the Union may recommend.

4. Not to enter into any new bilateral foreign exchange clearing arrange-
ments nor engage in multiple currency practices except with the approval of
the Union.

5. To give careful consideration to the views of the Union on existing or
proposed monetary or economic policy the effect of which would be to cause
a serious disequilibrium in the balanee of payments of the country adopting
such policy or of other countries.

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

7. To adopt appropriates legislation or decrees to carry out its undertakings
to the Union and to facilitate the activities of the Union.
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