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Question 1

'ill the operations of the International Stabilization
Fund be limited to the immediate post-war period?

Reply

In the Foreword to the tentative proposal for an Inter-
national Stabilization Fund, Secretary Morgenthau said:

"'Then the United NIations have brought this war to a
successful conclusion, they will be faced with many
urgent international economic and financial problems.
Some of these are new problems arising directly from
this war; others are continuing consequences of failure
to solve the problems that have been ith us since the
last war. The solution of these problems is essential
to the development of a sound economic foundation for
world peace and prosperity."

It is still too soon to mknow the precise form and magnitude
of postwar monetary problems. But it is certain that we shall
be confronted with three inseparable monetary tasks: to prevent
the disruption of foreign exchanges, to avoid the collapse of
monetary systems, and to facilitate the restoration and balanced
grorth of international trade. Clearly, such formidable problems
can be successfully handled only through international action.

'7hile the Pund can be of enormous holp in the solution of
the monetary problems growing out of the war, it would be a
serious mistake to regard the Fund as an agency desigVqd ex-
clusively or even largely for the postwar period. To think of
international monetary problems as simply an aftcnaata of the
war is to overlook the fundamental realities, For two decades
before the uar the world suffered from serious monetary dis-
orders writhout having any means to act together to prevent or
to reaedy the ills out of which they grew and the evils vwhich
were their fruit.

Long before the war, the nroessary monetary and financial
basis for international prosperity had been tvoaki.n.d by com-
petitive currency depreciation, by exchangsc restrictions, by
multiple currency dovices, and by other discriminatory foreign
exchange practices that hampored and .."n throttltd world trade
and the international flow of productive capital. Unless the
United Nations cooperate to provide a sound foundation for the
balanced growth of international trade, we must expect a re-
currence of the same monetary disorders.
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The Preamble to the draft proposal status:

"These are not transitory problems of the immediate
postwar period affecting only a few countries. The
history of the past two decades shows that they are con-
tinuing problems of vital interest to all countries.
There must be a general realization that world prosperity,
like world peace, is indivioible. flations must act to-
gether to restore multilateral international trade, and to
provide orderly procedure for the maintenance of balanced
iconomic growth. Only through international cooperation
will it be possible for countries successfully to apply
m*easures directed toward attaining and mwintaining a high
level of employmennt and income which must be the primary
objective of economic policy."

International monetary problems cannot be solved by occasional
cooperation improvised among a few great countries to meet a
threatened disaster. Such monotary difficulties can be met only by
continuous cooperation, to prevent thom if possible, to remedy them
when nccessary. It is for this reason that the International
Stabilization Fund of the United and Associated N:tions is proposed
as a pernmnent institution for international monetary cooperation.

0
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Question 8

T;hat is the formula ifor determining the quotas of member
countries?

An exact formulation of a method to bu used in measuring the
participation of the various menber countries was not made a part
of the draft proposal for an International Stabilization iind.0· ~ This was considered to be a matter on which a decision should be
reached only after there has been ample opportunity for conisulta-
tion with all the prospective participants. Considerable atten-
tion has been given this matter in discussions with the technical
experts of other countries.

After examnining a great number of suggested bases for quotas,
it is the view of the technical experts of the United States that
no single factor can allocate participation among the wvrious
nations in a satisfactory manner. Several metliods for combining a
number of factors were then tested. The irmthod which is discussed
below seeT:s to combine the important relevant factors in a rnason-
able way and to give relative quotas that seem fair when applied
to the approximate data available for a number of countries,

A satisfactory quota forniula must Aive consideration to the
multiple functions of the quota. The size of a mmbeor country's
quota determines the amount of thle contribution which that country
makes to the resources of the Fund and is the basis for detcrtining
the permissible quota of that country for the purpose of purchasing
foreign ixchango from the Fund. The size of thc quota is also one
of the factors which detenmines the relative voice of that country
in the management of the Fuund, ThL aggregatc sizt of the quotas
will dotemine the total contributed resources of thc Fund.

In vicv of the functions of the quotas, it would seem that the
formula for thu dltenaination of relative quotas for member
countries should take into account the. ability of a countr to
contribute rLsources to the Ptnd, the aced of a country for use of
the resources of the Fund, and the economic sitificance of a
country.

The ability of a country to contribute resources to the Thnd
is beat indicated by its national income. In a sense, participa-
tion in the Fund is an investment. The cxtcnt to which a country
can devote resources to this or other purposes depends very largely
on its national income. However, because thl Fund is an interna-
tional institution that can function more, effectively if sorie of
its nsourccs arc in the fon: of gold, it has bten thought desirable
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to ruquire pa~mnt of part of thJ quota contrioution in this Ion.
Undtr th: circunstancas, th: ability of a country to contribute
rusourccs to till iund in th. for, of eold is also inoicated by its
holdings of toldi and f. fore ign exchange.

Ti' jrobabla aced of a country for U:s. of te. rI sourcs of0
tin £uno is b.ust inoicat 6 by th. riagnitudc of tih luc-Jitlions
in its balance of papymnts. Ithc; is a yood dt:al of d1i 10iculty in
dcalinb directly witih fluctuations in thi balanci oP pryr tts.
For tiffs reason it was found prcf•raflt to utiliz> kMort and
Lxport data. n country's need for for irn cxcitani C t n r ally ari s
from thm fact that its imnort> mtiy ! rnaintalcd rii!n its (xrorts
fall off. i hayv, tiihrefory, nmade us= of av iraFt: annual iJnptrt:
and aiximum fluctuations itn r, orts as indications f a country's
nced for us, of the rusources oi Al ilund.

Th econo!mic si[1iificancc of a coUntr;- in thl world'I con1omy
is an intaniible factor immossible to rtasurc vn a rc atly.
Iti dpiinds on its national output, its foreign trar>, its Dro {!n
investLxit, its Economic an-, political strength. In tih final
dit teraination of quotas aliowance is mad, for this factor lhroufil
us, of a soecial allotment for thi ~quitall adjustn-wnt of quotas,
vwiiich is urth. r Uiscussed blowv.

in order to takec account of th, abov,. factors it isr ~sFs.d
that the qluott of a countr2v be dutrinlncd h th( followin forriula.

(a) 2 percent of thi national intone of 1940;
(i) 5 pyrcunt of th, holuings of p1ol1 ani 4rcu

forn itn exchangu as of July 1, 1949;
(c) 10 purc~mt oi average amnual imports,

1934-193S;
(d) 10 purcent of naxisum va!riation in annual

cxports 194-19>.

It is further proposed that th. total so dutF.lintur b,
lcrm> sod for acoh country by thl p romtage ratio of its aV ragc

aontual xNports (1934-1938) to its national incorm. In tiii way,
special ccnsiduratiorn s given to thosc countri .s thos national
i.CoML is particularly aPffctod oy intcrltiohal trot{.

Afttr testin, this fontula for a nurbhr of countrires, w, haw
Come to the conclusion that on thi viol th it rsuits ar as sal.s-
factory ts can be obtin,.d throughh tfl usC of ozy fnaula.
rICcl'i zt that under this formula some countries may, for vLaio/us
ritasons, bc piven ontir!Jy tnaoeqiuate quotas.. .It. anY fo;ula,
provision must bc :±ade for adJustment of inequitablt quictas. k
hnvw proposed that bfore dectrmining individual quotas 10 p. rcmnt
of Laggreato quotas be r5sLrvcd as a sp.cial allotm'ent for thV
equitabl adjustment of quotas. For exa.p], if the agi r gatt
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quotas for all lmember countries should be equivalent to 8 billion,
the formula would be used to apportion 90 percent ($7.2 billion) of
the authorized aggregate quotas among the member countries. The
renaining 10 percent (zo00 million) could be used to increase tile
quotas of any countries whose quotas, as deterrined by application
of the formula, secw inadequate. The adjustnent of the quota need
not always be based upon a country's need for access to tlie Lund,
Since no formula can take account of the intangible factors, the
special allotment will also be needed to assure to each counitry a
share in the responsibility for management of the Fund commensurate
with its potential position in international economic affairs.

Attention is called to the provision that quotas shall be
adjusted on the basis of the most recent data thrte years after
the establishment of the Fund, and at intervals of five years
thereafter, in accordance with the agreed upon formula (11-5). At
the time of revision of quotas, the special al'otmrnt may be used
to increase the quota of a country if the quota as determined by
the formula is still deemed inequitable. "Th special allotment mray
also be used in the periods bctwccn recurrent adjustmsnts, if
devclopments indicate that a country is entitled to a larger quota.
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xcxxn~ . Th;: contribution i- th, feorm ¢:f ro1,i 1; :.1l r !a :re-
!ortinr to ti, quotlt for :uchi counris than fo ontr
r iat] v Uy 1:.rg~ Iold fio!iings (1i-3-a'). Countri siti 1 md
l'r, n:11,- n cxciht[L holcings which ar ]I thir

qiU[( !ilt us, a111, []rt of their gold holdlnf: in iP6 l-

lor r .Uixci :a c.a from th Fund (¥-2-n). A. coutt s :th ci !
Lolol nttg .i;nich anr 1i ss than : r, rc ut o thi :or.o

riot o'ir tv s,11 to ti' Fund I n/ in qnt oh acqucrt
so 0oa a2 tlil of£itL 1 holdinrs ar2 balc, t.his i-6)

0



1)e0 t e Internlationoal Stabiliz ation ?tl0 iU ' pro poOl pro iu.

or a qmua-i-autoati c increase n quotas to facilitat' the
'i of . n nerea:siu{ voluie of .rnteIna.tior a trade?

Tie "varactrI ,t±c ifiature of tqLo draft . .iop ') an
Inttrnutiunal Stalbi]ization Fund> is its flexihility. II g ra
ti Y: ]rlid pro:posal does not depen:d otn quasi-autor:~ti c rovisions

ior its ef'icctivenics. irstouadl, 4] Board of L-irect)ts isc-
aonly <ivan iutho:rity to adjust th. ioliois of tie a i to t,[.
c! ition 2pl'(vailring in partic-'ar caces, acttin F{ tl r· x

pr'ovio;iol s i-itenode to sa£fe p{art tri resor rc s of tho ic' , n
bh. interust.; oi mnirber countries.

Thc revised draft provides that the ouatas 0o ll er c It 2
sh&A ibe iJtjusted or the basts of the mosti cur t rIto 1 t r ' rs

t·. .r treeo ,tllblhi-- rrnt ai the ±Khnd anId at intnrva' s of five Ly/a3
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uitlbi niustm,,nt. of quot os (I-4)
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? plc d on th, }nd' tilit r t) ht 3 n · r r bor-

rpct ctrn i rts fron :b , Cunt, lby
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holdin gs of i:; ' COa try Crtl ICY.
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of th :ioar, of }liractors, .e <unrd ina acc'.re loa, i cr,
ii exress o0 t ese iJmits unier appropriat oiton.

t£ the s!ccecssul operation of thy( tind Julcare tLatt
i uess ~cay, be lincreased by- n expansion of aggL;re;r't

ii:otes hof,rach mieber cointry can accept tVe increasOe iz i L
qaot+, in th, periodiic adjus tmen t of quotans iJ ie 0 }
grenerally y re'ar'd as desirable, tiae moembner countrs cl sit
ln: tine chalie the for:.mula y which qu(ots are aeturr:;ira.

.iŽ, aln molortait step, alffectiln as it wolid thli rnlatiw,,
p) tion oif each mremlber cowitry i? the Ti i, siUol!d bc vL' r-
t<-:cr: ¼:'y after careful con sid, ration by te Board 0' [}i-
rectors ani only vwith the general ap:proval. of neOer cointrJ
7Ior tt: rson, a four-fittLe vote i3 regulrd to ci>:,g tI
iuota fornwula. * o safeguird cany coiJintry from being c 41p0 l-d
to coritribut(l adi=t e-_ rources to lho z' it 4. previlded
tiat Ln intcr* se in the quzta of a COu/itrj ~n Car b: :isd, onl]y
<ih i% co ls.nt.
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In hhat for, will merber co'rtries moet supplumontary

contributions if their quotas am increased?

eo specific provision is made for the foun in v'hich member

countries imay meet supplementary contributions if their q(uotas

are increased. :nless specific provision is reParded as nrrces-

sary by some membicr countries, it 'ould be dosin'ble to ,iv

thc Board of Directors complete authority to r quiro me mber

countries to meet supplementary contributions in the fearm hich

seems most appropriate to the Board at the time the supplemen-

tary contributions are made.

It would not be possibl to specify in advanc, ix what

form it woald be most desirable to have supplomontary contribu-

tions to th, resources of the International Stabilizction pond.

If the Fimd has xJeriiencod c period of successful operation,

oith its resources appropriately distributed among diffrent

member currencies and vith adequate holdings of qold, th'e

could be no objoction to having supplementtary covtributions

paid largely in member currencis. On the oth:r hand, if thi

F-nd has Lxp-riencd some difficulty in meeting th, dctmmrds

for some currundcis, it would be pitferable to strangthon the

Rald by hsving some part of the supplementary contri.butions
paid in gold.

mh,;rn may be somo member countdius that would oish to

ssur', thofmeelves against a requireomnt that they m-set sup-
pknvutAar-y contributions 4ath an >xcesi payment in gold.

Whil, : country could -Withhold its coTns/rCt to an increa¢- 22i

its quoto if too larga prt of the supplum ntary contribu-
tlon is called for in gold, this rvy not b- atgcrdd as Sn
aduquatu saf-gunrd. Such *tountiu s mirht pnfer g provision

that suppl)rlantry contributions should b> mcd' in the sam-

proportions s th originwl contributions a d on thte N-si of

thne relation' of gold and frno foreign -xchcngo holdinrs to the

r visod cuota c$ arnscribud in II-3-a.

A: altn-ratJvw provision could provide ths ni c wary
sC',Xguar to m:mb, r countns whil retaining for th- RiFd
consid-,rcbll flexibilit. in detoaning the form in bhich sup-

plemn-mtary conrtributions should b. mad/. The inmd could be
given autihority to c-11 for contributions in tht ~v r form it
diems in thu general interest, but lii-ting >h< contribution
to b. paid in gold to not rnora trhan the proportion :,cifiid irn

iI-3-a. Of cours;, any schedul for pa'n.M ts in gold in con
nection eith supplementary contributions should b- ap1i d

uniformly to all member countrie~s.



fould 'he Intematior! Stab iliJzatior Thnd contribute in

any wa., to tie maintenance 1of mi t--, for I ,old?

Because gold has world-wide market, it is superfluous
to speak of tihe Fund us contributing to thie --inta. o ..

<Ir:<rkt for gold. 'Fith or without the Furnd, gold vaill oo'tlnuu

to be held as monetcry reservcs and to be usod bhrnvgolt the

world in tih settleo:ent oF intornctirnal balances. The pro-
visions of thin Fund in no ¥:a chcnge the stcblishe6 position

of gold. They ore destgncd to utilize the roco:nizifd status
o f fold cs th accepted reedium of internrt ornal psireonts ir

order to ficilitt te the sottlument of intonamtioncsl bv]srmctls
snd the rnintarnanc- of stabl> cxchtnges.

[he Intorii r oIl oI Stobili vtion Fuid utilizes the ;c-

ceptuo position of gold in a number of vays. iT thie first

piece, ti} lrAn iself is oxpct:d to hold gold, /ntlrely

for the puirosz of assuring to trember countrics n adout

supply of <nYi m,:b r currml icy that nmy be doi? t:d. As has

bhor indic- Ld ii the reply to Cuestion 6, the Find must hold

n [ad qute ,mortt of general resourcos sMic h :; old h cv-

c.;s <cuivailc t to cold.

"hi ind is 'cathorizod to hold gold and to buy snd sol].

gold (¥-1), vnd provision is n-do for thu lFnd to aoqoiro

gold to trabli it to meet th;- iooes o wbcr coUlntri, s. PIrt

of the quota contribition is mrquiird in gold ([[-3), and mom-

ber countrliJs sr ruqulrod to pay for part of their foroim

oxch-ang purcbas ,s from the PId in Cold munl:ss t!,ir oyVm fold

and exc:u ig, holdoiinto cra inrdoqunte (V-2-a) . 11hmber cout ' °-s

holding a stated rniniuvr of ,old must rpurchase the ]?nes

holdings of their local currurc:iis w*iti port o' th:e ,old thiy

acquire in *xci is of thir holdinis at the ti-. of b coming

m:mbers of the Fund (V.-6). In the caJs of block d bilcnc ,

the countri> se:lling th, btlanccs an: the comuitri s ii' which

th. ba:nlcos ari hld must ropurchas regularly v ith gold st ted

portions of th.. urid's holdings of such blnec (..., c).

mrovision is lsr mad- fo: collecting vrtonus charges in gold

(V-l4; V-8-d).

Tho Fund lso utilizes the -ccepted post>on of ooiLo

facilitt th, rintialc c of oxchznge st bility. It is giin-

orilly r ;tcogui7 d tAct When currrlcy is d firnd, diivctly or

inidirctly, in tons o sold Lart the monatrry out ri ties ar

.. ror... to buy and soll gold (or currencies cquviV lirt to gold)
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r't !, trxfl!.a:t.ly f.:.:ci prices <i tryn of locrl c-r> cy, tle

·Xcn f n P- t bzct, can 2 A' d s rblc vitiin E 'pPro, i'nt

rangO. Vo riwts pri:: iolsl ofI thlf Ftnd projosp l 1' Qe ns of

Lhca rcustocm ry devices.

The mcnctao' ait of thy Tl&,lc the urnitss, is d f~ned in

tr s of gold (IlI-1) and mmbtr countrios I cfrr2'C iS ar

'st:blish d in torms of the unltcs (ITI-2). s!mb, r co'mtfi's
:w y not iiduc a de facto depreciation of their catrmrci s bs

rCvslng o]d.a, direct!y or indirectly, at a pico in louc
urtt >vin rxcs. oi thi gold-urmitsc;s-liTcncy pc rityi nor my

mtumber comltrkes indtuc a d_ frcto 'parlci tion of their our-

rcnl'ms by sillinr gcld, dirctly or indir ctly, Lt a IprlcO Jn

loc i currt c> be ov' this ty.y·bf~loo thl, ' =

Th Thn& itsalf is ,xs-.d to cuy 'd soll 1 :cal currln-

iofs for gold v;h2! this b corws nl.,c-ssrry for rvoidng tf'luc-

tuation ifl ,xclnm rtcjs beyond the rangc vstblishcd by the

iulmd (TV-I). t:.b r coantric , in turn, art .xpoctud to taku

appro'r::itc action to maiitain 2:xchango ratas within thL r-

scrib.d rang (VTq-1). By stablishd custom, suci rl'lppiopr'tt
action ircUud~s th½ uss of cold -rd foroign exching> r serv s

to Pr'vnt d %,rSct tio lnd the. rcquisition of .:old to pr,.v; wnt

pi'p. c:iLtieo of th. xchcngos.

hilt LVh Fired utilizos the rcogrni zd statu: c <old to
facliJ hELL its opsrotions, th-. und doas not -inposo any VlY$C-

fic oblig;tlous orn mcmbr countries to hold or uss fold for

any purposus othsr than to l:l/ mcintgin sthbiliht of th. .x-

ching.s. Thur is no obligition on tih .rt of a, - m];omD-r

co'mtry to of 1r to rdd io its locrl curt cl i: gold. Nor is

it expcctd that th, FThid till rgc7rd p prtc action to
ut-irtain :xchtngi> v ts as ruquiring a mivmb.r co ntr} to .-

haust oil of its r-scrv .s of gold nd for.ign oXC.



Question 13

is tie internaticna;l Staijlitatior± und ̀uiler an -
tioni to buy oild o ferec to it at a fixeod price exoep4 mider
the conilitions set out in V-7?

iho'e is tno specific obliiation on the Tu;n( to buy old
at a rice f ,mJ c... in al circ/:fal.<Ic
o oi1¼ .... ion 1 irs 2aairoe as :ecessaxy for, a> lst(c t ,w
aos er t- u i, tye £unJ will l al ays Ic +n

accpt oI:!, freey ;at a fi1e itco. oresvwr, it is clear
that uueior the Prcvvisns of thie "lnd prcosial a countr[ w
icld will altt,'vs be able to reet its oro ..
tilhe s-ie Lc f L te tl xnd) .

7h!e z is reuired to cstabliIsh rates .at lhin t wi
buy alln sell rold for local currency -I). 30esi

is< nct Lntcnld!t as o1 ob0lion of the, 2i1n t- b I
atrc, ii )roviles !or the estaklisiihi:e o of rf [ wc}

loll %aiscti no[ the Uid arc to 'be LrliertCol o 1 acliperia
with oltler prov isio atbhoartzini or requiril stuc:i transactions.

0!e* Yhr coUntty alrŽlyinj to the f for fonii c
to r ' t, an iaoverre balarroe of p;iVQL.Cts i... crinar] o n +

aalJ l* ! f ; or, -tair-]t Of sloitC SI o lii[ o [

0oi.% ~Siodni f o] and r ~efri frexc :ky[ri ewCoi

2[ere i[:iir 1. (:f is q a. 'le>r cou tris v>1er2 n: ±x :I o

fthe [c bt :oi.tc col is tohe !rov'i: Tn of l-, aIi V-,.

lo XV., 4
tdv, -n :h I iOel

iLI I .L I I L L i - in 1
th.% i : o hl: 'i o£ , Iuch efci 116( ricai Le lag Io .i s
or, in Iin't C`- 1~1 4 Coi, inr
gL- Itu ~I0 01o 1tr[L F c i L0 t i1%

a r (!V+ + ,~ L) b] ;toi:ii ! Ir l I
alii:a ihiizi ia ou tr!, 'i qx, ior s e o]l .m ',f

t cliP Siorl local cvirr; hlocy o ]r local cur> Cno alS i
anO PiFi ifOirc a li < xc : Yonm hold in's are ,iy th 5 IC
tIin qiuotiaJ) iie qtoa t:h ounri texcharg: e is ioiil i



adverse bhl ance prudomirrntly on current accoi,nt (V-2-a).
a maitter of prac t ice the iancd will net restrict :urchses /f
forei[m exchange paid for with gold and currency even Y7!ide the
member country acquiring th' eochaniz is pcmitting capital
outflows provided tih' Fund's holdings of that currency do not
cxce,di the quota of that country. In short, Ia riether country
canr acquire foreiign exchange from the Fu.nd for -odi aiind crn
so long as the Funmd's holdings of its currency do not exc£t its
quota.

Furthzore, whhenever the 1und's holdings of the currency
of a member country exceed the quota of that county, the memLcr
country has the right to rcpurchas- the excess local cilrr:ncy
from the Funid with gold or acceptable foreign excharft (V-'?).
Under this provision a member country can alays rcduce the
iund's holdings of its local curroncy to th point where t'l
lund is requir(d to sell forign exchango to enable the country
to settle an adverse balance of payn'ints prudorIinanitly on curr(nt
account,

In practice a mumber ccuntry would always be able to acquirrt
any member currency for Fold. Thiis point is further laboraodr
in the answers to the qu;rtions 12 anl 1l4.

A number of irovisions of the lunmd proposal indicate
clea.!ly tihat th, frnd is expected to buy all gold offerd by
uruboer countries at thc price' in local currency fixecid in

accordance wvith IV-1. These provisions, principaly V-2-a ani
V-6, arc initindcd to stroegUnthin th< iund by incrcasing its
liquidity, lr].arly tihrouihli theu rplacmncnt of local currenncy by
gold. Ini ,neral, it has been the view of the technicl exprt,
of thb Unitc] States t+hat 1,1erm is no n.eed to include a provi-
sion that thi uind accept gold fro:: a rmuwibr country -- the Fund
will always b" willing to do so. Th e nfodi rather, is to
require member countries to utiliz: their own gold and fornign
exchange resources, whenever possible, to roit their current
needs for exchange, and to repurchase fro, tiPr Fund th> local
currency accumnulated by the alnd.

it should also be noted th3t under provision V7I-1 mnclrr
coiuntrios underthak to maintairn by approtriate action exchange.
rates establishea by the Thnd. This provision is Tntarpre'td
to r, quire member countries to suipport th. forei n cxchange
valu< of thir currsncies by appropriate use of their gold and!
foreign exchange reservcs. Obviously, the !Fnd should do all
it can to facilitate the maintenance of cxchange rates it has
established ihen member countries offur gold for foruign
exchange in ord, r to support their currencies.



ale all coinrtriAeo tiw.t aro ienbers tof Ilt> riiatC ha
~t)Lad 1~'ti un<d nider ol4L~'tiou t. Pu, :11i C ]-I to

tioer t a fived irico'?

`nc ilid prroroali provides no explicit otii'atlioi ton ti rt
f r;ertber countries to bt/ all ;old Z'Ie rod to Ie jt I:I
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tiik'lu. St ct *1o L A mm bt eont · i;
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Question 15

Would the International Stabilization Fund create unitas
in using the resouroes of the Fund?

Reply

The unitas would serve only as a unit of account. The accounts
of the Fund vould be kept in imitas and reports on the financial
condition of the Fund would be stated in terms of uinitas, although
reports might also carry a detailed breakdo'm of the Funr s holding s
by quantity of local currency assets as w,,ell as o valac in unitts

(IIi-). There is an obvious advantage in employinu an internotiona!
unit whose value is fixed in terns of gold an. is indoeperinaent of the
values of the currencies of the individual member coi+ntries.

The Fund proposal makes no provision for tr.ansferable currency
or deposits in terms of unitas. The operations of' the Fund are cx-
clusively in currencies of member countries (ard their secirities)
and in gold. To assure the Fund against exchange risks, the value
of the local crenicy assets of the Fund are guarantead by mnmber
c · mtries againct depreciation in tens of the Fund's unit of
account, the unitas (III-3). The Fund does not have any means of
creating, holding or transferring unitas curr noj or dec sIts.

In fact, the Tnterrnational Stabilization Femr nproposai docs
:ict anuntere provide for the creation by the Furd of tr;nsferable
credits rhether denominated in unitas, gold, or in currcfncies.
The rescurces of the ?und in currencies and cth.r sets plus what
resources the und can berrm, renrsi:nt thf flcilities the Fund
can out at tne disoosal of rmber countrios. The focilities of thl
Fund arc flbaibl iout they are not indiefi nitcl exxpanidaolt in the
sense thit inLirnatio' crdits er crit :ed by thi process of a
country's t:ottinij into debt to the Fuid. The creaitin of crndit
rumains excluwively a function oft the mottry aLt:±oritl of ml b2r

co:untri s .

ut b liav. that this rraF .ent is mrt (ksrbc for the
follming re .sr:l :

First, v.rith this r strict ion the mfent of tiLt Fund is
likWiv to ba more vigilant in takin st5feps 'ich will correct a
persst tnt i isqialiibriun in tiah balance of oayt, p )Sitirn of
m:mbor counritri th.h x if tf.-' trs no ri a.rte limit to the total
vollume of credit balarnces ?hich could b< created by maiuns of !ons
'r ov rdrc .t s
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Secoal, s, ster, under ini ch a mcmibr country msttos a nnovm
ind lJo.jitd bli ation to Drovidc re sources i'r th; I uncd jv s
t;.cd(C." prCt C ti(,n to 11l Countrit at, Lnd Jvcrrrcr t *i! . 'Jr,
a;llin> tK Ei(tIr int> suca on arrancmornt ,ith dcfinitu
spocifiud lLiMt to their obiigctions.

Third, the financial strangth and stabilit5tvll b, gr· tr
in th, cLas of ia Fund which posSSCs C suostantia:l :lN1funt oi'
tUngiblc rs JLrces for carrying on its opermitions tnhin i n cas
of an internstinal institution which hais no ris iurces oth'ir th}n
tIr trcitl. tcit th ntart of mce:,bor countrics t- <ccot tht crt'doits
of tk t institution in exchange for real goods sirvte .;

Fo,'tii, if tile opcrrati ns of the Fund roa d rr cddi-

tiL a 1 s; ' lrico.s for its successful functiornirg, si>uc r<s<uflC-s can
b. s> cur dt ti ugh th borrowinig po;rr c$ t i FudPnt, witlut the
indirect cmp!lls$<on inhrcnt in the cr ti-on f crediAt.



'71> t .wi!!' the prjoe ,nre For c t] rtI jala rate ' S

Te task of considerinEg and determining anew the initial iates

of exchange for all counties tihat will become miembers of the Inter-

national Stabilization Fund would seem to be ovcrxrhelning. If the

process of detormJ nin,, initial e::cange rates by negoti ttion can be

avoided, it would simplify the problem of organization of the Fund.
halt is wanted is a criterion for the initial fixing of rptes of

exchange vnhich can be applied generally oithout prolonged and

difficult negotiations with each mermbetr country.

It is believed that for most countries that will be inviteo
to bconme members of the Fund, the prevailing rates of exchani;e
will prove to be entirely satisfactory. in the case of such

countries thrre is clearl I no need for the negotiation of a nfow

rate of exciange. for this reason the &raft proposal no;w provides
that for an) country which becomes a member prior to th¾ date on

which the Fu!ld's operations begin, the rates initially used by the

Fund shall be based upon the xalue of the currency in terms of US.

dollars which prevailed on July i, 1943 (iV-2-a). To e sure

that this rule vil impose no hardship, eith'if tthe .meber counltry

or tie Fund ma2 r< lest that the initial rate shall be determined

by consultation between the member country and the Fund wherever

the rate prevailing on July 1, 1943 is regarded eitncr by the

Fund or by the country ms clearly inapiwpriafe (TV-2-a).

TIn ,ounttr s occuoicd by the enemy thnre oxrer no dollar rates

on July 1, ),43. gor, 'ecause of the drastic economic changes that

Ybve tkenr pi1ce in occupnied coutries, wmuld it be reasonable to

apoly a jerai rue, su ch as the prewar rate, for deterininng the

initial riates of exchantue for their currencies. it is provided,
therefore, that for any member country which has been occupied by

the encmyz, the Fund shall use the exchange rate fixed by the iovern-

mfnt of the liocrated country in consultation with the Fund (TV-2-b).

No oaprations need be uniertaken by the Fund until an accepttblc
rate !las been determinred. Because of the area t uncertainty of their

oost-war position, some occupied countries may be justly reluctant
to hvve a dfiJnitive rate of exchange agreed unocn immediately after

their l!btlratimn. 'Under such circrmnstances, a liberated country may

c eteit2 nc a provisional rate in consultation ,th tlhe Fund. Opera-

ticns tt ntvrovisionla rate yould be undertaken at the discretion
of the L und in limited arounts and for r limlited time.
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Lxcipt whtrc sacicfical! ! provided othervi.dse, all decisions
are !'ace by a ma&orit rc I t.he mcmber votes (1i-4). Thcrofore, in
thost instanccs in .hicl the rte f K xcha rciii llg on Jully i1,
1)94 is not used na tlhe Fund must aLree with thi ;m0rr c intry
on the initiala rata of exchangc, the Fund's r ppyrovt! wolld bk a Wie
by a rsajority of m:ember votes. To make ccrtain that the Fund would
have a rin Presrttive membership bcforc taking action on o atos of
¢xchantA, it art; been provided (IV-j) that thit uitd shall not come
into opLration until a sufficiently important artuL oa countries
(that is, a group havinE among them more than half of the ircut0acc) la rhs acachned agreement upon the rates of ex rhangu for thir
CurS~5l~, J s,

0
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Question 18

What will be the position of countries, members of the
International Stabilization Fund, whose currencies are custom-
aril¥ tieJ to the dollar or sterling?

The practice followed by many countries of maintaining close
relationships between their currencies and either the dollar or
sterling has undoubtedly been of great help to them. To a con-
siderable extent, such relationships have been helpful in maintain-
ing a greater degree of exchange stability tharn wodld otherwise be
nossible. There is nothing in this practice tlhat is neccssarily
contrary to the purposes of the Fund, and there is much in this
practice that can facilitate the operations of the Fund.

Countries whoee currencies have been tied to the dollar or
to sterling can continue their customary relationship. They may
define their currencies in terms of the dollar or sterling; they
may hold their monetary reserves in the form of dollar or sterling
balances; they may make their currencies redeemable in dollars or
sterling. In general, there will be for such countries no need
to terminate or to alter thie prevailing relationshin between their
currencies and the dollar or sterling.

Such countries will be particularly interested in the stability
of the exchange rates for their currencies in terns of dollars or
sterling. When the initial rates of excharnge are determined, it
is expected tbht in most instances the lund will use the rates
that prevailed on July 1, 1943. Unless such rates are clearly
inannropriate, and they do not a-pear to be for most currencies
which were tied to the dollar or to sterling, there will be no
reason to disturb the existing rates between such currencies and
the dollar or sterling.

Once established, the exchange rate for a currency continues
in effect so long as a metmber country is satisfied with its rate,
for the Fund cannot on its ownm initiative compel a country to
alter its e:changc rate. There is no reason for assuming, there-
fore, that the fund would in the future require a country to dis-
continue the si)ecial relationiship of its currency to the dollar
or sterling.

The only occansion when a contrx could experience any diffi-
culty, a: a mebaer of the Fund, in r taining the cus t omary relation-
shin of its clrrrmcy to the dollar or to sterlin;, would be if the
excbsnge rrto ;or either tho dollar or sterlin. wcre altered. Even
so, thfro is re' -son for tblievirg that thr dif/icu Y t is more
aprnarent tna: ral. A clange in the rate of' rmc ;arg for a cuiirrency
c-n be made only after consul tation vjith th ?ird and, with one ex-
ception, only w:ith the auproval oi the und. i.Assumirg that the rate



of exchange for Dit hr tilh doll' or sterling 2'o oh ngecd, cud
c~jrnris ,/hose cmircnc s are linked to the do<l&r cr starlin: be
:bie 4to lter the oxchange rate for thair currencies corroespon-
ingly?

AsieA from the exception previously referred to, > coantr'
<Csiririf to Iltir the exclan.ge rate for its currcryc to mni.intain
its previous relationships to the dollar or stcrlin,] would have
t:: secure the prior approval of the Fund. Such anroval iulid be

granted if it ,tere sho'n that a chang!e in the exChaltj c rate is
necssary to correct ; fundr.ental disequilibri-m. In uost in-
staes &n .nich a currency is tied to the doll!r or stL±n,,
the special relationship lha: been established because o' ti: :loce
tiEs of tihe two c.untriCs in intErnationai cornmorce or fiuncrc.
if this is so, a chnange ! n the. dollar or storlinrs eclana,,Vr rate
is lik:.c to lead to a change for such a country in It dand
for exports to or i.mports frsm the United States or England.
Obviously, if sucht a change in the dollar or strliny cxczh:nge
rate v7ould have the effect of bringing o aut a Oitcqu bri m
in a cnrtr,'s intcrrnational payrents positJion, the Funmo ould
undoibt dly 'ermit a country to make the corrcspond:.iT change
in thn exchange zrte for its own currency.

Akort fron rchIiange rates, tmre are tLa o tn% pa ticular
interest to coulntries whose currencies are tied to tth' o, or to
s terling.

In thi first place such countrics are not, exempt from thu pr!-
visions of V-o. I counlmtry 'hlos& cwrc ncy is tied to tyr. dollar
increaoses its official holdings of dollrrs, ss in tiat its
o fficiil e4d tid frSe foreign exchangt holcins ecrvec the pre-
scribed .ii-:iurn, it must offer for sale to the Y'und on'-1lf of
thee dollrs it LcoUfiras in exccss scf its c f. i al holdns at t!7e
time it ncoa-e a meriber of the und.. As >avtlcyt far thc do ~ll i
vs hol, rn made in its local curr n0c, the oblligation is ;!!abl
only so ! ong a, tho Fund holdS the !ocL 1 c-rrcy th r r

I7 fh' s cond lCcttt %re is Ino provision in fiht rhund pronosal
for p,)olint , r trar:ferring th oeP :J s0iblc uc 1 r " as nh colm-
trih 1. rUnd ubteIy, t som~ xt1 ut it is fcr.~ ro1 mDru C>01-
trirs to us, c i> rrissibl it to .sup; .:

t noh r c try. The rlan,, ho?'?.vr, CIL1 pnrv. .t any cn:;aer: hl0 U 1 5to rLS *souto fol this T<11>5osw
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Qu4 4 on 2C

Would differential rates of cxehange for different clisses
of imports and exports (visible anr invisible) be permitted by
the Internaticnal Stabilization iund?

reply

Differential rates of exchange w;ould come under the provision,
of the Fund plan which deal w.ith multiple currency practices. These
provisions (I-5, VII-5) are based on a view tlat the use of such
methods should not be encouraged because they may so easily become
the means for discrimination in trade relationships and because
they usually involve control of the ex:chaniies sc complete as to
offer a strong temptation to restrict transactions on current account.

As stated in provision I-5, one purpose of the 'und is to re-
duce the use of such multiple currency devices (and other exchanre
practices) that h;mper world trade and the intr~:ational flo¥v of
reodictive capital. This is inmplemented by h!l ving member countries

ult(ertake (VII-5) not to enga[ge in multiple currenc, practices w;hich
in the judgment of the Lunrd 6 retard internatioinal trade and the
flow of productive caital.

,,here a c Ountry has cenltralized the cxchbte f;aL-infs of its
natioimls for purposes of supervision, diff'crortiul rates on i-
ports may provide a convenient substitute for customrs duties. Ot
the time tne exchange authorities imake foreign exchange available
to irrorters it is very simple for thern to collect ,.?at are in
effect import duties, Insofar as various classes of innorts are
distingmuishcd i nd dif.ferent excan•rec rates are =sssigeCd to them,
thei sane result is produced as by ant ad valoreom tariff with difwr-
ent rates of dut' on the various classes of meroharldisc. Dificreon-
tial rates that Lre not the sara for ;all cvwrencjes are obviousily
discrtmina tory. Of course, if the exchanpe rates fPr sone c lvsis*
of imports are ec::tremely low (say, lo!ser than the exchiange rates
for some classes of exports) there may in fact oe a subs.Ky for
some iaperts. Obviously, differential exchange rates for imrorts
may easily lead to restriction of intern±atioil! trade.

Differential rates of exchange for exports act as a subsidy
for some exports and an export duty on others. This may croate
important although disguised uisCcriiJnation ar!onfg the impnrtirl
comuntries, especially where tile differentials are not the swie
for all mcurrencies. On the whole, the case fThr ditf'flrntial rates
of exchange for exports is even ;ieaker than for differential rates
for imports.
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,diffeitrential rates have these administrative avYantages
in a coLntry wulih has centralized its foigvn exchange deaJlings
aind which scures substantial revenu s from thvm, th rce are serious
dlsaidvaintages and dangers irnlerent in t;heir use. Co:parabi lity of
internationa! val!< bocomncs much more tsinuo2ls ;nhere thor[ are
multiple cxchanle rates. Also, differentirl ratos can hardly c

prevented from channelizin; trade in a fashion that results in
inte ntional or unintentional discrimination among countries.
Differentia exchange rates can bocome an instrumenit for the worst
form of unt'air coaretition in international trade. Thore is also
the risk that multiple clurrencis may again be used, as Gor:rany
<Isud thcm, to produce division and domination of akera cuntriies

or political purposes. On the whnlo, diffncrkntial hx-thtn;t ratvs
op-n tlh ;a§ to datgerous abuses, while offering fcw of'fsttinr
advaritacus that cannot fl equally 'tell!icv in ot1Ui :I:aI.

For these reasons, it is provided that menibet countries may
not cntagc in multiple currency practices which in the jur4gmnnt
of th< Fund restrict int:rnationai transactions. In countris
hre dj.iffcrintia. rates of exchange for diffr~nt classes of

tmports and exports art used, their continurnc would rtequirE
thi approval of the Flund. It is concciwvabl that the Fund woult
in som, instances decide that multiple currncies arc being used
by 2 mr:ujbtr country in such aw ay that they do not conflict with
the purposes of the Fund. In other cases the Fund may npnnit
adequat{ tii.e for the~ tandormint of the ractice, in order to
givJr mcmbr co'ntri s ampit opportunity to arrag:. for ccli.ction
of r v- nuc by oth r methods bas d on t'e forciin transactions of
their na tionals.

hil re is, neverth¢l!css, on, catchor- f irvisiblo :xznorts
fi£crh ol di ffLrcitlai ex'chan8i rate w;uld s te e to o,> i:thil the

purposes of th, Lund. For social anrd political reasons it i
be dn<irable to attract tourists ad st *;dentn from other coln-
trirs. it differential rat oef 6xohsngc for thsc purnoscs cotild
v ry {all b. r4:Lardd by th{ Fund as an appropriata rans for
*:Ioor.,ra{ing :rirndly rulatliin bit;> cr1 cuntri.s, nrd ifl sOm
instances may' bc. found to h- an f.'fctJvK davico ior h,:lpiing to
correct dis{ouilibrir;r in a cou:ttry's }al;nc, 2I. payim<ts hIt
eould seemn undsirabl thrforc, not to a;lo: som ! xibili ty

in this matter. The Fui,d of course, ?,uld have to iivc its
roroval h for. such diff rntial *xchal' - rat° i; 0i



uestion 21

If a country has cxhaustc;d its rights of rccours- to the
Inttrnational Stabilization Fund, dos its undertaking to maintain
a stable rate of exchange lapse?

oepl!
The obligations of a country to other member countri s and

to the Fund are not terminated when it has exhausted its pemis-
sible quota or for an[; other reason has no further access to the
resources of the Fund.

Specific-ally-, a member country is obligated to maintaita n E-
chiange rates within the range prescribed by the Fund by taking
whatever appropriate measures arc nr.ocessary for this purpose.
Such measures cannot, of course, include the practices opposed
to the purposes of the Fund and proscribed in section VII of the
Fund proposal. Obviously, one appropriate measure is the uso of
the gold and foreibm exchange rusources of a c.untry to support
its currency.

h country cannot succeed indefinitel, in maintainin f& stable
its exclhange rate by the use of its own resources of gold and
foreign exchiange if the estfalishld rate does not reflect approx-
imately its, nternational economic position. ',Tcre the disequi-
librinm in a country's balance of payments is of a fun;amnental
character, measures 'will ulttmately have to be taken to restore
equilibrium either through an approved change in the cxchange
rate or through other appropriate means.

As a matter of fact before a coantr- has ri achEd the stare
v¥here its accss to the resources of the Fund vall be termiJnatod,
the Fund wll h.vo reported on the measures that can be taken to
restore equilibrium in the country's balance of ptyeuCnts. In the
exceptional cases vhere the rocorsiuded mieasurres have tbeen tapcell
,ithout haviing restored the nccecsary- oalance in the country's
position, the Fwud would nicessarily- rcoi;renrd meiasures of a oroe
direct character. These mitht include alt-ration of the excnarrge
rate, control of capitai movements, or in extreme cases direct
measures to limit tit volume of imports.

It would be unfortulnate if any mermber country :;hould adopt
tile attitudo tnat its obligations to the iund could be disr> ardcd
vwhen it has exhausted its right to cr,v: further on the Fund. hc.
provision of resources to facilitate the mainteln%,ce of exchange
stability is onlY onw aspect of the Fund's f£ictions. The Find
must be recfrded as an agency dlth genera! responsibJlltims for
internation! rmoenotary coopecration, The duty to take all possible
measures tz, avoid uniLt1;ral exchange deprciation is not a
qualified duty,



Altr ti* n of xchang: rates can only, E. undertalken ,ith
th, av'roval of t>i, Fund, except that a mrmber country may
chang,' the, stablishod rate for its currcncy by not m-rt than
10 pv'ccnt, provided the Fund is notified and consulted on
the advisability of th, action (IV-5). Both a mcmbar countr,
and the F'ld hFvu a duty to cooperate in taking r.nasurts to
pr vcnt an authorized depreciation in ex.change rates,

S

0



Question 22

tihen a country's currency becomes scarce, d)es that
comuntry's obligation to keep constant by "appropriate actionl"
its rate of exchange on the currencies of all other countris
remain unaffected?

As indicated in the answer to the preyvous question, it is
the view of the technic'l experts of tho Un ited Stcats that the
obligation of a nmtber country to maintain its oxchang, rat,
within the range specified by the Fund cannot be terminlated ;ith-
out the constnt of the Fhnd. 1he f:ct thot a currency hlv> bcoaue
I trc. vidttin Uth meaning of provision V-5 xz iniic tivw )f:
d..raand for the currency ,diich, if not met or rustrnct.id, will
trnd to 3ppr ciat, thAt currency. it is ciL,;rl.y the intention
of provision W-5, if no adi"tional supply is forthcomJng, to
restrict the demand for the currency in som quit:able :;nnr,
in order to pr-vt:tt an &pprci: tion of th; Lxch:nge rat.

ixs one of its obligations as a member of the Ytnd, ch
rmmbejr counitry undertt:cs to ma'intzin by Qppropri.:t~ ection
vxchxn! rates ':itihin the ratn l; ustabl;hud by th; ?nd ('u-]
ior - country with : f. vor ti ballaznce of paymLnts, tih obliga-
tion to r;oint::in txcnngec rates by :ppropriate action includes
til- 2cfquinition of gold tiat is offered for its curr icy to
support the ;xchccngs of the bold s11ing countri._s end to pr,-
v:nt the zipprci tion of thy, c[lrrncy of thi countrf with
fwvor:.bl,: bilanc. of p;yments.

Th, acquisition of unlimited Amounts of the currenci Sn of
any other countri s cannot reasonably be rtgardd s:Uppropriatt
action within th! mai:ning of Vii-1. it is not irnt.ndu'J tilt any
provision of thu draft proposal shall make. it imandatory for luny
mtmber country to acquir, and to hold til currency of <nether
mncmbbr country. instcnd, it is th< ?and as a rooprtivu nt.;r-
prisc '/hich undertakcs to acquire the currwncis of mibAxr
comuntri:s in <ccordrrnc v4th tie provisions of the propow 1.

ihun 2 countr,,'s currency become2s sc rcc, th, Fund its.if
takes steps <ithlr to increase th. supply or to sztri ct th,;
demand. By apportioning thj< :ivizoblu supply, the iem:nd is
directly rstricted. In gcnrarl, such action by tih, Fuld would
prevent an appr, cijtion of z scrct: currnhCy. in t'.r countri-s
rwhur a scarce curr c£r m.ust be rationed, the controls should
bc effe:ctive in rnstricting import.. it folloes that the .x-
porters of tht country whose currntcy is scarce wiil not, in
fact, hayv forign~ exchange to otffr for Lile, arm th.rr will
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bU no n fl f £r pl;cing limit-tionris on thn <1..l of 'ortip7 c'r-
ronri.s; by .xport rs. iHowewr,l mrnrlbt.r country could apply
such diruct limitations :ith the approval of tih Funid nd in
cooperation w;ith other ncmbur countri s.

e)



·
Question 24

twill the International Stabilization Fund sell foreign
exchange to a member country to support its rate of exchange
if that rate is not in accord with the country's international
economic position?

%;hile it is a major purpose of the Fund to help stabilize
exchange rates, the Fund cannot and should not as stated in the
Preamble, undertake to provide foreign exchange to prolong a
basically unbalanced position. Numerous provisions of the Fund
proposal are intended to provide safeguards against the use of
the Fund's resources to support an exchange rate not in accord
ith a member country's international economic position.

When initial rates of exchange are determined, the rate
established for a currency must, in the judgment of the Fund
be appropriate. Until the Fund has given its approval to an
initial rate of exchange, no operations may be undertaken by
the Fund in such a currency (IV-2-a). In the case of an occu-
pied country, the definitive rate of exchange established after
the liberation of the country must be acceptable to the Fund.
However, prior to the determination of the definitive rate,
operations in the currency of a liberated country may be under-
taken at a tentative rate of exchange fixed by the member
country in consultation with the Fund. Such operations require
the specific approval of the Board and, except under special
circumstances, may not continue for more than 3 months after
the liberation of' the country or after the Func's holdings of
such local c rrency equal the quota of the country (IV-2-b).
From these provisions it may be clearly seen that the Fund is
not expected to sell foreign exchange to help maintain a rate
of exchange ifich does not have its approval.

Even after the initial rate of exchange has been fixed 'with
its approval, the Fund is not required to sell exchange to a
member country (when the Fund's holdings of the local currency
of the country exceeds its quota) to support an unbalanced posi-
tion. When a member country is using its permissible quota in a
manner that clearly has the effect of preventing or unduly delay-
ing the establishment of a sound balance in its international
accounts, the Fund, after notice, may place such conditions upon
additional sales of foreign exchange to that country as it doeems
to be in the general interest of the Fund (V-2-d). The condi-
tions, of course, would be the adoption of measures designed to
correct the unbalanced position of the menber country.
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A pcrmissible quota of thl Fund's h ldints of the local
currency and securities of a member country is established for
each country partly because it is reiarded as desirable to have
an objective indication of a limit to the Fund's acquisition of
local currency, to help a couintry to support its exchange rate
(V-2-b). %here is implicit in this provision the view that
when the Fund's holdings have reached the permissible quota, it
is generally an indication that there is a fundamental disequi-
librium in a country's international position that calls for
remedial action. Uhile the Fund may sell additional foreign
exchange to such a country, the sale requires the specific
approval of the Board of Directors and can be maide o;nly if
satisfactory measures are being or will be taken to correct
the disequilibrium or if it is believed that the disequilibrium
is temporary and the excess holdings of the Fund can be disposed
of within a reasonable time.

it cannot be emphasized too frequently that the Fund is not
designed simply to sell foreign exchange needed by member countries
to meet their adverse balances on international account. The re-
sources of the Fund may properly be used to help a country through
a period of temporary disequilibrium. The resources of the Fund
are available to member countries under adequate safeguards to
help them maintain stability of their currencies, vhile giving
them time to correct maladjustments in their balance of payments
vrithout resorting to extreme measures destructive of interna-
tional prosperity. - Fund operating successfully should be
influential in inducing member countries to adopt policies
making for an ordcrly return to equilibrium,



Qucstion 25

Does the International Stabilization Fund provide facilities
for multilateral clearing to a country which has its overall
international payments on current account in balance but has an
adverse balance of payments on current account with some
countries?

*() nReply

Under the present provisions of the Fund plan there can be
no doubt that in almost all circumstances a member country will
be able to use freely the proceeds of its transactions in one
country for the settlement of balances due on current account
in another country.

Let us suppose that England has a favorable balance with
France and an adverse balance of equal amount with the Nether-
lands. France and the Netherlands are in equilibrium with each
other, and so is each of the three countries with all countries
other than the three. This situation may manifest itself in an
accumulation of francs by England and a need by England for
guilders. Under provisions V-6 or V-7 it might be possible for
England to offer all or part of its accumulated hldings of
francs to the Fund which the Fund could then accept and pay for
¢4th gjilders. However, the Fund is under no obligation to under-
take such a transaction.

Nevertheless, England would, in fact, find it possible to
acquire the necessary guilders by virtue of provision V-2-a.
In the first instance, -ngland would offer francs f'or sale in
the exchange market either directly for guilders or for sterling.
If there is a franc-guilder market, there would be no difficulty
in acquiring the necessary guilders. Although France and Holland
are themselves in equilibrium, the offer by England of francs for
guilders might have the effect of forcing the franc-guilder ex-
change raLe outside the range established by the Fund. It would
then become the duty of France to support the franc rate and for
this purpose it could apply to the Fund for the necessary guilders.
If francs are not held by the Fund in excess of the limits set up
under the Fund proposal and France is not making unwarranted use
of the 1Fund's resources, the Fund could make the guilders avail-
able, and no difficulty would arise.

Assuming, however, that there is no franc-guilder market, it
would then be necessary for hEngland to offer the francs for sale
in the exchange market for sterling. In that case, if France is
not prepared to support the sterling-franc exchange inderendcntly,
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France would have to apply to the Fund for sterling for the
purpose. If the Fund supplied sterling, the Fhnd's holdings of
sterling would be reduced by the anount made available in the
franc-sterling market. Simultaneously, England might offer
sterling for guilders in the sterling-guilder market. Under the
conditions assnumed, this would have the effect of forcing the
sterling-guilder rate outside the range specified by the Fund
and England would apply to the Fund to support sterling with
guilders.

If the Fund's holdings of sterling are not outside the
limits specified in the proposal (which is unlikely in view of
the fact that the fund's holdings of sterling would have been
reduced by support of the franc), and if england is not making
unwarranted use of the Fund's resources (which is unlikely in
view of the fact that there is no net change in the Lundls hold-
inri,s of sterling), the Fund could under the provisions of the
proposal make available the necessary guilders. Under provision
V-2-a the Fund has authority to sell guilders to England for
sterling to help it meet its adverse balance of payments on
current account with the Netherlands.

It is also possible to show, in fact, that England has an
over-all adverse balance of payments predominantly on current
account. The reason for this is that the Fund's transactions
in sterling are part of Lngland's balance of payments. When the
Fund uses sterling it holds on deposit in England to ecquire
foreign exchange held by ingland, the transaction is in effect
a capital export by England. With this transaction included in
England's balance of payments, the result is that its over-all
balance of payments (formerly in balance) is now adverse to the
extent of the Fund's acquisition of francs for sterling. Lngland's
adverse balance is equal to its specific adverse balance ,iith the
Netherlands. as this adverse balance is predominantly on current
account, the Fund would be permitted under provision V-2-a to
sell guilders to support sterling.

The implicit assumption in the above analysis has been that
there are in fact, free markets in sterling, francs and guilders.
If such markets exist, it is our view that the above transactions
can be consummated quickly and without any difficulty, with the
Fund suppltng foreign exchange from time to time on application
by the country requiring support for its currency.



r, frccj a<ing- :rrkets do not 1ist, it is r-co:fsz,;d ' hut
it ma~ b Ino C ssur; for tit co 'ltry whilicil ;iu<hs to dis oos of'
oreFiiF% xciin-in{ to apnly directly to the Lund. a provision (IV-l)

his, tn t rifore, bhn addsI that thi Fund shall pmrcnhas, for local
crr tic, or nr edid foreign uxCowgu, a y mn:wbr cur, ncy <cquirrd
oy anothr Trel:ber country in sittllo:mnt of a bvinc0 of payments
onr currrunt ;c- snt ;hVn, rc suc curr(ncy cannot b> dinposad of in
Ii origO n exchn;r markets within the rang{ Sta;his}.d by th.
i'urld.

Unitr this crovision the Funi d wuFd br l! from a mc:::ibl r
crntry any currnc which the I'~n¢ docs not hild in :cks of
thlo =iits erscrib,;d (V-Z-b) and wh ich does scot 6:,r( t-:

Fund .l ivil in xcxhalnl,, it'ar !ocr:! currncyb cib u-
r~no[,,,~ichl h iS not b _n &;cariad :icarce in a:cordn:;,c it- V-5.
il, provision a:lpiL s only to such curr&ncy: acfirtd b3 m :ra::bur

C[tr in s: tt!,omrt of a balanc of pn-,rrllts on curri.:nt account.

S
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'oii it bu nos!cibI for the International St+abi ii= on
irid to pro'>ici tie exchange neeied to support the cxrre!nc: 7f

a ieiber co'ntr- if ttie deficit giving rise to this reei for
0'orCi: exchanFge is in the baitmuce of payroniot wito a tirdi

roulntry?

re resources of tie Lund are intended to be usoe to >2 alli
mi'vu ,r cur}Lli :S ir riceting adverse balarces 7 a>, en/L r
nai ti- on c'rer t acco~int. Thenre i; no ijt'nt oi of * ' iii
loor'kets f r>smurres to tbe reserved for rmct ig c or ieces

I*t.slet¢yl c oji'tri s. %i'2'iqrh. J is *LIrd S [ /
in.r - ] res,purcvs tPat sJay bo ulscJ ,it:r(vtr C-U ,C:::,or i tlSt ud r¥ e curr-nt Lalinc s o !'mr couitrl ..

or is it ti- purpoac of th2 PmIA tO r stri t t,: x carli
markets that a cotllrt r.ay liru in financing ts itt: -it t n%)a,
trrnsactions or in disp{ sing of tih I roc ds do f it. it.rnai Li
traJ sctilons. So long as renrber rouitJtri s {Iwrmrait tl ir c-lrrr r ,s
to c -)]l]d crely on other Yxchanrcs and plrtt th;i- .c :arliy
yark to to b- usl d for the sale 01 exrltarla ara> t r, s-
actions not it vol½ oin their nrati0na1s>, L, idld ar-t in1
:r v; nting h u rii < tIasnsactions.

'Tr iXftapi- if C 'L i lvorl';b balar c; X Cl currvt &-
count, arisingj say fro<; an XC of$ <Xiorts to t th,' t ingalore
it i,: not i:nt ind.d1 t) h. tro, hind rIstri ct ti ri;ht C. Cama to
of p s-uch strini- biltlo taor .1> th cistocal;'' . )n t,

Pvy :•r] Ld ck t. Tn ]nor as di , ttrlirl ]ill
(a su1i th: r, ciproci! ....... alG (I vrF i for st+rijn'-- r '
chm g to b this it (lq'ilibr!i':) ny t.2:, it iPissbl ,o:'

ti}N:lrht to .','rit in i2i in-,t '_th-
-Ii t? p c~iid r c ng . it ~;~ttid tlkn b, co~! tn~ obli tin o! til-
Jl]t ;ii20 to slip )rt it rring if A;c rl z-
ut i; t's Tio t tP ipC, s. . doLhrs fllIl i~rle F r tnh.

- acti tiing L0t. ioi]frs . i Lii. - -
<t ino Lo surnrL oht a r ! ,± Jot b 1 d -%

1iffr2lt f3rom its Ius. a: , [l!i C toi'.rs to
ft< Ir lg xc; i t bil_.s tr t-,

:, , ~rl A ~ndl i'7 rC ; y' ii, ,jx, d +o ] AJnt-ir[ th
stFrl ij/-C nr iin doilr xcha>:Lr 1 ~ti 1 p nt . -l , :It r-
n tit-. ou.ol ' ,5s, bi. to fore:n ¼Uiq+l 1'i i { cl ie 0 co C
b 1 wo of p? ', it. .s -h n.v r t~l:; Fund 2 sinort of th- 1 xv! fur-
c. 1c} o0 rni"b'r countr" 5it> a cr:dit b El:.tvel p it:. It
is c!- fly trr p'rpovr of tihi fHnid to void such bil t'ri

itiu:g =r-fmber curtrii,-s to r. t th>ir ad¥i.r,, b- ,nc s on curI nt



or) ouit. oy.. v;r, such C ilut r list con ,u ;voijd:; <iU, the
1L'.au'Lr Isoircs Ii rfgurdu d as g&olral r~sourcu S 's lfor
Uis : voir iv- it -. ,> b . nucccssrf to us- then.

;l &ir iost inFstancus an adv;Irs baiinc oif p ts oni
cur> }it ^ccontn could most conv2 <tivntl y s, ttlt d by tlb t lrn

;rovilin tih- Oc Il cvrrcIncy of t me ntl.bir coubntp xt±iti r f'tvor-
le b ln c it mast tb, recognizod tViht this dirIsct mhh, d Ct in-

not b r;hic comspul so ' :-ern cnuntri <s )irnt in fru- .cuIl- i
irk -ts. ThIs if C'nad! hasr fuvorib-i balIinc Iwith th, I'mi too
[intig'tre, iid tm TAttd ttis-Uni- itin d [il ing:om ha 1n-:cc :na *h.
!t SL.t s-o-r 'rii/ blA.'n cL aim in uquii ibritn S v-in i o ther

co lniri- s 'd not ffIuct th sI.tu tion) po:t.rsul £orcns i'i
orLinI ri<Lv -, t Loro: to cius- thu shiftinr, of stur] inrg b1i.

tirn ofI ordi-ir arbitrage forcs.

Uh risors iru :iirli clear. if in o pr c ine *riru to
U.S. l'r--striirg-O din oll rL : to o h
otl r thloi'v'! thit' crO:ss r :ts, t. H thi 9pjw.l' ; ' t I i'orIn

v y, ,tf!u£vo'ab.: Ccnadiin obic cc) w'lid tio cl:; _ >-
iolrd i 11ov:ct an t.. tv llai 01 st;rling bills La * tri I. T
,U,- "orZ ark t for st.rlizn biltt, not i t -

f ctag O' a rlng in tih Unit d St. t t o-Unit d H:if 'o".l [:. nc.
'm.rtos, vosuid for th. tim' bhrin prsunambl it i r
athn thu 'tr it r -l tmarbi' .tir stir1lin[. Airhitr .g s ;o. l conl -

qurntly buy st>rling in Vontrr In.r 1 sll atcrli!n l in . o
(,itb or ithout offas.tting transactions in ni r st'I ).

'ith fr,-~ xe>CI markets, thi r is only onl ptarn of
,xctt ru rftus trit cam pr v'tlI und this <tttorts zp l y
na d, rind in >f'!r' g'tt and not in ])rti cu~lar ,f
ci n:; <ts r :r,' p;ritt d, arbitr:g' g. isn fit , Lri

irmportint, such rbitrg, trn$ns ti irns do let convtil tit n
to t< "\:n, nor do they r. ult in sigril<t'icity.r c am)t-
sltiton t1} rorc of tli Finr ti hn 0o,,i p o i j )O I 1

CUFreny Zo r' p ro;.iid b y th i'11 :t:o : tLf . a )Ii'r I
b'l'ncr o' v'pmnts.

Thus, for :lipl, if' v 1h I-ixiir coint our t Cr:I to
tLi mtnd for Cf r - X < r ;' it: :;hrch to t its *<J)/ rI '

i a'::cI o$ rm ts wit] :ny oth .r' rqi.rbr omnotT t 1> ifiL L
Ich 1t. rc. iorovidins thi l-o li emrtrrc SIL::rd) I, t% r

in tii co;:lo'tior of ti. ii'lu-i r souLr > mLid ib the sit
u t tor-il b JI'I~cL, of ;'< t- ynts of or countric I.Thft
i: to s y, te Pii>d Is ]io!,i)ini -%' thu 10oC1 O< D cy 3 h -

!bir oou rtr wo ucr b" r. u r L to :,rO"tint of iti t ti
b' l:eu: of a-cr, - s'AY t- 'r ..:.at of' it: a
cr :N li t [x"i iIct: of) ; p: 1;ltS. ii C . bi'ilt
b: LI rc i 02 tL ;,i c ,Ch/Ik rJpr1)sr2nttd b:i thi: rcr;ilt
b .iI I0 fl t iIfUi i tif.rKots of' notL'tr countr-, tih p-



it§> jj to i::lEur r c's co)jld be Lulpjor r 2 c
l. fcr tls:i.: .tt o =: tt ticl rzuDr ha S relart of o[[sstt2:C c

tLr. 3s.otrol:m to br:in aaout smor.eihat the sanie iendl rvsut a i
dir0et recoirse wvre hld to tih Fiund for moetlnt cad, advers e
I:ilscce of payments with another melaber country.

t mayv Le we i to ronsider the effect of th of
storliin; bills inll tire it; Yor: market b- Cnaratan holde'; of
SiJifl bills. Lct us assulme that the Fulid jold, an &:iCaOjlet
Msupi}2 rf Cauadi4an rlollars. i: the sale if sterling o Li
,lcrllascs the .. ollar resorilces of Canada to an amounllt in0-<ce is of v/sat Canada heid at the time of bD crr I> a rmejr > of
te n rli, tthin Canrada would bm oblig.ited to offs-r half of t, !I
:jdlitior,>l dollar exchan gt to the Fund for COad n dioln is
Thie Riund dlvii timhs replenish its U.3. dollar resour'v:: to, olc-

`} P ·t extent thiat tney wire d-Fleted by lth pr:ov ion of
o iotirs to thie ''hitul Kingdo! to support sterling /'

ii tb~ i,,' Yor]i mrk, t.It i inD :od adeuqixtG Crialdian do er fu'n' s i ru In rn -
!,nish its holdhinris of U.3. dollars to t,, fl 1 xtul; t t

i y Ip;+it .d (provi lo', ther. is, a firc nar,.t in i-n
0:1>!)~ , n <if± C:anla is 2 it obli !at ud to of fr to t, :d

t* 3.3. doliurs dGIrv Kd from t sii ai of storiinf lf n ihr
;Lo '=. * rosen' :blv the .tnjd colld ofi'fm to s- r

1 for oT.. Doi:rs in t] , :xini. r:lrt nd i : ;-
quit ; muh iln 'S.. doll'is 's it ',fish a. is , mtt p o.['
£' (:t, t,?rI -wouli ai bl nothing to prsv.nit trI> <r f ron lrin
to t . 'hit ;d [irglsdom thil Lmount of Carnadi: <i l P ±r' t
by: sturln.g hilT] sold iln Mo York f1'' r Ca c o].' &o <0
CaLniin (do0.rs buing ofJKrud for a1 for .. lirs to L
xt nt n 'd to support strligxci uxhang in i orb.

So Ion!: aCs ti jund h'ls Can:iirn doll Lrs, ti. rN : n) doubt
it c n Pt to isiur< aCpr)ximLA,tly ts, s> 'd rs'ult P, i
C rdi1n' doll rs ¥,r, proviared in tlu £irL t inst rnL, to r 4t thi
1ad ri. L-:no, of ti,. 7nittd Kingdom J.it> Cn d ±. i: Cm :in

doll t 'yr ; scL Pr. ci¢rr:0>, tX w ih'uid C .nnot of cI- 'ol riCFpJlru
th. i.S. doll rs. But undp sluci, cir'omlns nCe s th <i'r>N il %o:d Lot

v. b- bn in : psition to providei C:ln] .I ( o r i: t . frst
mt ,c ]i2 i c hV'; foun1d it 'cQ 'lir, o 0i

a 45ii ld!- rs ithLr ',it[h oJ>d or irl solr; ofc;t'bi J'ot ign,
c r , me; i s 3.l. old.

It wonld :}]'}i t'it %hrl Pd hids :jqllt sip p: rl: to

pr v;nrt ti urinici~,ssary LlCwtRllio' i0 s'troh] cnrrilt ; by
courtr-i s ,'os. lOCI (¢orrl;ncy il }ot sc pC . nidip % R ti
f% Do.S ; tl r, isl no r in 'si- th= Fiud ]t; i mi t.l: t

fr xchPri' r±;rkts r whv t 'u snould nl'st r1 hi -
I t-rl . ,2ttl ·mnt of bIsi i -s.vn n ti Funid pr'vil.d ts
r o rc s to 1: i> rvntin ,nnrin , rot a of rm : br currrnci-s.
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-bvi ,[: ly, in the !<oywv i!]ustrnttion(, :xch !. r ! tires

t}, ni t I o, Cn d or tI Uni t. ri tqt s could ] r

v % ttu ~ i~ 02 P] il n x~cn{ in !,s; York bTT Cmcxdi <i:s. if
c rV g },Istbi lil d i with th- coasunt t. d,

co~ : I . pr c ,'ntiri~s would b > t to coopiirYt, in 7:i
IhhI',cti¥ . ii tii :.bs nc. of such rgn1 tLioi, it i r 4

th i ).; l h iaDred to forbtid c trs, ti.
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~;.l mrncb'or countri;cs exortinr ca]ital hbp N ' 4tt' tn
mlrcihasa fr. dig, oxchun, ftrom the int m- ticnai [L1l1z Lon

Ir rnro .,.r country has an advcnrsc balance of rvrvnt
III- 4n ~ , II .. ..a I I C cp~ exp'orts aLr Contriobijt iy ol :-

* ;rri ~ niili i Ufli l O undoiUtit'lg ic LI, } t itt t Ui C ± t]

£uudn to s<- foraiM n 'e:ichani: to merribu' countri s i±ti
t{> rkut an advers)e Ualecc of ntoartnts rratl.oinant1y, Lut

[]]enr {,o b, i10orl2 YXl C!i, t f£or trhe jund to prialy 'I mi::blr
co!lutry· tith orL r ;curcrs t0 st ilor
thalto rlquir, tA : io:o>ly::: cln:t:'o-,

PlEr2 to r o the {xpert, o' a ]%~ t~t{. of"e t£ 0 <CtaC

Th } GcYI ltn isfc£ l tIk,2 this }o s tr i Io ion it s

toI -I iL{ ,iltd t [ t, I v lt

p 8 0} C £; i 
~
t ih I] i i i ,' t hi t i lr t£l ', pr in

Ili, l>.i Of <Ui th r/ o.'l I ?

o'l L, Ioj~c;. curM novC r'uc ~tty uYr o> , < ] quota (' -2- d)t.
i it, t mI I ds ' ,cn]}tion for +h> furtih r
a" O 'on.·nIi:::' tcIro cc ntr ' -'i; ta' : I1 n[t *t i Rih

iiii, ru 4 h 4.It.c> or r jch , *tL LJ Lu CaTny t ... 'o

tr : {]3t rr! a. n;br cuntry,' to f tei t.t
tr- libr II O :" ul l th . Ili h dru: ci' o its Pr

%rid s~{l'}ip p* rccnt a2 tih <potl o" t%., countrt.,
T+> raft , r Iit ~; lti oen]. circlIs ancti o %h "ur'd r:c , >Jt

s £on-ilUn ,chrlI to I i 2I coitr< Jor th s To -

",' i , i II aiprollii .0thr~,-fou-%]s OF{ por sot P L .-S

its rbsou.rc':; o ' acilihat u tile b'rr'c of calit !. it i2 rr acosr-

of cqpital will net inv, lv a , nt drain on ILLt ' r o ccs £th

iliiid aIn wd 2 ;ill,] b'ilomot ;: vi e'>; cf til:
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Q0' ot ionn

in !bhrmincng tn i nternational Stab ili-atLon rYn2 's h ol-
In s f a cnr 's currency ait a ±iven date ioes "currL<cy "

r eoxcleo -oclrties exprossed in that culrrenc;?

2.C p L-

n aoner-t, the ind's holdin s of a currenc; for pr os
of thir pLerissible cvzot:i arc regarded as the net ?osition of' Lh
FunId xWth respct to that currency. Th Fundr.'s holdin -s of a
currencvy ma> be defined, theerfire, as all of the assets of t!e
lund in a givOn crency minus all of the liabilities of the Fund
in that currncl,. Quite definitcir-, in calclatitions on tht per-
tissib Lv quota oif a country, th, secc:ritv hldinus of the Frndi
in rln Iocal curre:cy s-ould be Included as part (f tle local

hero irc s )e exception to the rule stated above. Blockcd
baLances acqird Y the Fund ace intsnded to be .xcludsd froas
thb crorputation of the Fuind's holdings of local currency, cxcoit
to thc extent that such balancus begcom i rc, Sccirjti:s a;tc(24ired
·'iLn blockhd balancos vsould generally be treatid in the same
an!nir as th, balances thcmsoelvws. Provision V-E-j states tlhit

flocke t balances shall not be included in computing the amount
of foreign exchanct she Fund may sell to ismbir countries under
I'iiir Irtis-iblc quotas.

it should be noted that a distinction could l>w made bctw fen

local crlrrency h<ldlnes as defined for the pnruose of dnternftinr
Ah( amount lf foreign cxc':ange that may be sold to a eumber
country (V-2, 3) arnd as defined for the ropose o± dctermini!.g
the c+irpcs to he levied on a mtrrvbcr country vith respect to thy
FunK's balances of it5 c'arrxcv, (V-li). So far as c cnrns
computations for det;rrdinngp ti sali of Iorcg- cxcar¾ all
local crurrency- assets, except blockud balances, arc treatd in
P!h~ samne aunmr. For aanyin n tVl p-nalty on local currec:r

holtints in excess of th: quota, it rould be ?ossibll Lo
excludc intercst-bcar~ir securlties. If consribnlbtl s curitics
are madi non-interest bearing, they should, of coirs, , bai in-
cl'udld in t'4o balnnces on which charges nay:v be levied by the
Fund.

7he way in wh ich the Foand acquiri:s assets in terms of a
given local currency (ois not affect the inclusion of the assets
i" the Fmund's holdinr s so fr as the p rmissiblo tuota is
concrnld. Jhnrcforc, the Fund's holdings of local currency

ncludce initial subscriptions in local currency and n ecuriti, s
(!I-3-b), supprleme:ntary subscriptions it, these forms (I-K, ),
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curroncy acquired by the purchase of part of a country's in-
creased holdings of foreign exchange (V-6), and the proceeds of
security sales (V-11). Devaluation does not affect the calcu-
lated holdings of the currency and securities of a member country
as the unitas value of such holdings are not affected by devalu-
ation (111-3).

The Fund's position in a local currency may be modified when-ever the local currency is sold to the Fund or bought from the Fund
by a member country. Increments of exchange sold by a member
countr, to the Fund are likewise included. No distinction is
made between currencies acquired in each of those ways, because
any purchase of a member currency by the Fund tends, directly or
indirectly, sooner or later, to support the foreign exchange
value of that currency.5hen the Fund sells the securities of a member country for
its local currency, the Fund's local currency position is in the first
instance unaffected, for cash is increased as much as securities
are decreased. INor is the Fnd's position affected when it makes
loans or investments in local currency, for cash is then decreased
and securities increased correspondingly. Similarly, vhen the Fund
borrows any local currency from that member country, the position
of the Fund in that currency is in the first instance unaffected,
for the local currency liabilities arc increased to the same extent
as the local currency assets.

There is one instance in which the Fund's transactions in
securities or loans do affect the net losition of the Fund with
respect to holdings of local currency. If the Fund sells the
securities of one country to acquire the local currency of another,
the local currency position of the Fund with regard to the two
currencies is changed. Such a transaction decreases the Fund'sholdinrs of the currency of the country whose securities are sold,
and incrac-sss the Fund's position in the currency of the countrywhcerc the securities are sold. However, no injustice results from
this arrarie~nent. So far as concerns the country whose securities
are sold, the unused portion of its permissible quota is increased.
So far as concerns the coUntr7 vwhore the securities are sold, the
FiUnd's holdings of its culrrencyz must be extremely low (say, 20
percent of the quota) or the sale would not have been made. It
should be added that permission must be secured from both countries
for the above transaction (V-11).

:1o difficulty seems to us to inhere in the type of transaction
authorized in V-5, namely+, the borrowing by the Fumd of a scarce
currency fror the foreign exchangce holdings of a member country.
The flmd !uould in the first instance acquirc an assot (cash) and
incur a liability in a scarce currency. So far as concerns the
country =;hose currency is scare, its position is ulaffected-the
Fund's nrt holdings remain the same until the borrowed currency
is used. So far as concerns the lending country, it acquires a
claim on the Fund for the specific type: of foreign exchange it lent.
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Of course, if na¥1y-raincd gold rc. accumulbt.d to n
m-unsul oxtnt in th- hands of producers or bullion dealirs,
thu FPud could rmck r-presentations as providsd in V-6.

I

I
0



Cuestion 31

In computilng the increment of gold and foreign exclhitge
that member comttrles must offer for sale to the international
Stabili zation Fund is any allowance made for increased foreign
liabilities?

S() E:In computing the armunt of gold and foreign exchange that
must be offered for sale to the Tund under this nrovjsion, no
explicit allowance is made for incrxased liabilities to foreigners.
It should be noted, however, that it is only the crnscrJbed in-
crease in official holdings that must be offcred for sale to the
Fund. So far as concerns the holdings of comminrcal banks end
other nationals, it is provided that excessive accmmulation by
them of liquid exchange resources and gold should be discouragod.
The intention is not to restrict the acquisition of such rc-
sources when they are needed by comaercial banks and other
nationals as working balances for international bransactions.
There is, however, a desire to avoid the accumulation If xces-
siva holdings in this font, by countries utilizing the rosourcus
of the Rind. Undoubtedly, in deteonining whethcr such holdings
are excessive, consideration would be given to the foreign
liabilities of cornaercial banks and other nationals.

No explicit allowance is mzde for offsetting the official
holdings of Troeasuries and central hbaks with their forcign
liabilities. If it is regarded as desirable to make some allow-
cnc< for such liabilities against official holdings of old -d
foreign oxchcmeo, consideration can he given to the mrnn:r in
which this rcy be nost appropriatoly done. Provision for such
efkects, If regarded as desirablo, could be made in the op.rating
regulations thst re adopted to impltm'nt V-6.

0



Qumstio 132_

Whamt would be thm natur, of th collateral the Intur-
national Stabilization Furd could requiriJ wheln its holdings of
a currency exceed the permissible quota of the country?

RPply

The provision thct the Fund may require a mcmbcr conmtry
to d- posit suitable collateral when the Fund's holdins of
its locbl currency and securities exceed the p rmisi ble quota
of a country is intendcd to safoguard the intrfsts of th,
Fund (V-2-c). The permissible quots of o country is an ob-
juctive indication of the maximurm amout of a n::mb r country's
locl culrrency and s curitics which thm Fmd should ordinprily
hcld. With the spcific approval of the Board of Directors
p:nd under ad&;qurt, -af guals, the urnd ma-y soll additio!n.l
forodign cxchbs½'g to sm iamber coumntry vidch ihs rachcd its
pdrmssiblc quota (V-2-b). One safeguard is thtrtdhe atbo r co
country should d bposit such suitbl:o eollathal s thc Polrd

The nturc ucad thc latunt of ths chllatcrhou s rould bt
proscribtd bo thol Bo-rd. It is to bo nxptodt.d tT.t ch: col-
rlatoiral rmquired of t mmb-tr countrc vill bt approprirtc to
th particuladr circumstrncus in ech case. Gold, i gitrcssn or
don,,stic curroncoy nd s-curatics are start d as typ'_s of col-
lateral that could b' re~quir d. Hov, the Buord comuld
accept othr suitbl.s collcti rl, such -s rri=housu rdcdipts
for intchn-tion lly trhded stdpl. comaoditiis. T collatrl
roeuird must bo ldithin the crpocity of thl asbrmb.r fountry itd
must scf.guhrd tha interests of th e tFurd.

From th: st-.ndpoint of 5-fo~agarding th- interests of theSffndor gold or freo foroign txchngd -could bt tho most dtsirblr
sp,,cint reserve. ?her rnmy be instanclc s in whfich, although a
codbir country docs not rysh to s ell its gold it is grl parjd
to dcposit gold nas spcial rgaorvl ashn butig ddo tia oal
foreign oxch-ngo from tha Dtmd. This my happen iuhcn the
courttry's gold holdings are required by law as backing for its
currercv. Thoro rgy also b- c~sos uh,ro th- ICxuss purch.?so
of foroiSg ixchr-g:~ irom the t-ond is exp ctcd to bc -a timnpforry
condition, so that a courtry prefers to pl.dgo its gold (just
as a country might no%,! us, its gold as security for a lotn
from s fomign central bank). Much the same analysis would
apply to the- us- of free oxchango or foreign securities as
special rserve .

I
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itil. the dl{p.osit of govrnn nt scvrti or locl c'r-
rmncy as a spucial zvserv: roild not in som; casso rovide th<
Dmd with ass-ts easily disposable for foreign eti rnix, it
w'ould provide th i'Fund :ith a margin of collateral against
losses arising fron the depreciation of' n curreicy , should the
country not nlet its obligations to the Fund.

In some cases warehouse receipts for stapl, intemrati oal
co; oeditics ;'ould be a suitable type of spccial reserve. Slch
rUcoatpLs could be conveniently deposited as a special r .scvr;
by countzrirs producing primary products vhose debit balacr s
on c rrent accowlt havo arisen from difficulty in s :11ing th(
usual volume of basic :xports. Such warehouse r-ceipts could,
i. necessary, be disposed of by the Fund for foreigm oxcihzngo.

It should be noted that a m-nmoer country has th., right to
repurchase from thi ilnud for salJ or ace ptable foreign x-
change, the local currency holdings of +h liund in exc ss of'
the country's quota (V-7). It is, therefore, alvays ',thin
the power of a coutty to reclaim the colleteral it has d:-
positld with th t Iund by r:ducing the Punrd's holdings of its
local currency ard securitios below the permissibli quota.

0



Qucst crf2

,Žat does the International Stabilization Rind propose
to do A3th currcncis of non-member countries after sixty
days?

Thn authority granted the Fund to buy the currcncies of
non-member countries (V-9) is, of course, not for the puroso
of helping such countries. In faet, it is specifically pro-
vided thst the rmsourcos of the Fond shall be usod exclusivoly
for the benifit of the mrmber countries (II-8). For t!his
reoson, the Fand is limited in acquiring and holding the cur-
ronciss of non-rcnmbor countries. The Fund may not cacquire more
than 510 million of any non-moimber currency and must dispose of
such currency vithin 60 days, unless sp cificslly authorized
to do othuaiso by the Boardi of Directors.

The only rc son for the funmd's purchase of non-member
currencics would be to help member countries that had acquired
such currencies. The Fund would proscribe appropriato condi-
tions for acquiring non-member currencios from msmber countries.
For exsmplc, the meber country soiling such currencies to the
hmnd might be required to guartntxe the oxchcnge value of the
currency sold. In some cases the Fund might buy a non-mrnber
country's currency under a ropurchase agreeecnt 'dth s muember
country.

It is expectjd that Li, Fund would sell the non-member
currtncies &ither under the tunrms of their acquisition, or to
mombr comrtries nosding such foreign oxchsngo, or on th/ formign
exchange markets, either for gold or for member currencies.
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Quust ion 35

What is the purpose of requiring the Inteinationial Stabili-
zation Fund to apportion a scarce currency 9

As was pointed out in the answer to the previous question,
the Fund will make rcomaiendctions to a m.ober country ivwhose
currency is in scarce supply, with a view to correcting the
conditions in its balance of payments relations giving rise to
the scarcity of its currency. It is in the interest of such a
member counttry to carry out the Fundts recoirnandations since
otherisc it dwill be faced with the alten tivu of reducing
its exports and making other undesirable adjnstmonts.

It should be noted that the scarcity of an imrportant cur-
rency is likely to b: accompanied by an excess in the ihund's
holdings of the currencies of other member countries. A di-
equilibrirm in the bcalanc of payaents is of necessity not
confined to on; country; and it is well to rocognize that the
responsibility for the scarcity of a currency in the mnd need
not be primarily thnt of the country whose currency becomes
scarce. We may presume the Fund will study the problem in all
its aspects znd will make appropriate rocorendations to all
intesrsted countries.

Th-re cnn bc no assurnoce that the action of the F`nd under
V-4 will always be acdquto to remedy the situation. The r.com-
mondations of the Fund should be given the utmost consideration
in the formulation of the monetary, economic, and coutnrciil
policies of mrmbcr countrit s. The Itnd's recorrmcndations will
have behind them the enormous force of thi world's opinion.
Within each country there is certain to be dcv loped a growing
recognition of the importance of cffective cooperation wi.th
other countrics through the 1knd and in other ways. Even though
the Fund's recorm-ndations carry with themn no element of compul-
sion, it will be difficult for any country cogniz nt of its
responsibility to disregard them.

It is to be hoped that thb Fund vill nriot find it nerc sscry
to utilize provision V-5 on the cpportiornmnt of scsrco cur-
rcneics. Ordincrily, the Fund vill be able to borrov anough
of a scarc currency to meet the needs of mmraber countries
during the period in which the roconnendttions made by the Fund
takc effict. ifvlrtholess, it is necessary to establish the
basis for the apportionment of a scarc. currency if such action
should becoro essential for limited time.
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The fact that a currency has become scarce is evidence
of a distortion in the pattern of trade balances that must be
corrected through fundaxental adjustments. In thi meantime
action may hove to be taken to limit the deand for a scarce
currency. The apportionment of a scarce currency by the Fund
and its rationing by the monetary authorities of member countries
are one means of promptly limiting the demand and oven of help-
ing to correct the disturbances in the pattern of trade balances.
In time, the measures recommended by the Fund, if adopted by
member countries, would probably have the effict of establishing
a more balanced international payments position. Until those
measures cn be made effective, some dir.ct control is ncccsoiry
in e:xtrome cases.

The apportionment of scarce currenci:s by the Fund is
probably the most certain means of promptly directing excessivw
demand away from a member country with a lrge and persistently
favorable bclhnco of payments to other member countries vdth an
unfavorable balance of payments. In e sense such action in-
volves a type of direct control and of bilatorhlism that should
be avoided. It is important, therefore, to bear in mind that
apportionment of a scarce currency is regarded as a temporary
measure of an emergency character. Under the direction of the
Fund, this rmthod of adjusting the domsnd for o sc-rco currrency
to the available supply would be free from dangers of dis-
crimination. Ultimwtoly, of course, it is expected that funda-
mental adjustments will rcmovo the need for spportioning a
currency.

0



Question 3

May a country to whomi the International Stabilization rund
has granted an allocation of a scarce currency restrict imports
from the country whose currency has become scarce?

It is intended that when the Find's holdings of a currency
become scarce steps will first be taken to increase the supply
of the scarce currency. Under provision V-4, the rund is
authorized to render a report to the member country etinody.ng
an analysis of the causes of the depletion of the Fund's hold-
ings of that currency and mking reconnendations designed to
increase the Fund's holdings of that currency.

5i)~ ~The recommendations ane likely to be of twio types. Some
of the recormendations will probably be designed to provide
member countries and the Fuhd with additional amounts of the
scarce currency, through encouragement of foreign investment
in mrcb< countries and through loans or advances to the \urd.
Other rnconendations wivll probably be designed to correct the
fundaioe:tai maladjustment in the balance of payr nts position
of the :r1::oer countries. It is hoped, of course, that the recom-
mended in:asures vdll be effective.

Nevertheless, the Fund must take accolnt of the possibility
that whaltuver measures are taken will not iwacdistely alleviate
the scarcity of a currency. Under such circenstances, with a
continuing scarcity for a currency, the Fhrid must adopt measures
on its orn :ccount to assure the proper use of its limited hold-
ings. The measure provided under the third paragraph of V-5 is
the apportionment of the scsrce currency.

The technical experts of the United States interpret this
provision as applying only to the Fund's holdins of a scarce
currency. Member countries would be free to use th< scarce
currency accorling to thom directly to meet their own ncds,
with the qualification, of course, that half of the increases
in their accumulrted holdings of such a currency m.ust be
offered for sale to the Tind in accordance with provision V-6.
Similarly, momber countries could utilize their holdings of
gold md foreign exchange to supplement the allocation of a
scarce currency made to them by the Fund.

The apportionmont co' a scarce currency by thu Fhnd would
take the form of allotting to member countries cn amnount of
scarce currency (to be paid for with local currency and gold,
Fs provided in V-2-a), the Fund taking into consideration the
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special needs and resourees of member countries roquestitg an
allotment, The actual distribution of its allotment by any
member country mnong its importers and other users of t scarce
currency would be a matter for the member country to dec de.

Obviously, 4dth a limited sllotmont of a scarce curnzcy,
some member countries will find it necessary to restrict the
demand of their nationals for such a currency. The decision
by the Fund to apportion a scarce currency is in effect an
authorization to member countries temporarily to restrict the
freedom of cxohvngo transactions in the affected currency.
Thus, their action would not be inconsistent with VrI-3 irn
which they undertake not to impose new restrictions except
with the Fund's consent, In determining the manner of re-
stricting the demand, and in rationing the limited supply
among its nationals, it is believed that the member country
should hayw ccmplote jurisdiction.
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and services or the aymnent of interest and dividends or other
payments of a non-capital nature; and the delivery of foreign
exchonge receipts would be recuired of exporters and other
recipients of funds from abroad. Banks and other institutions
licensed to engage in foreign exchange operations might not be
permitted to increase their foreign exchange holdings or hold-
ings of other foreign assets beyond an amount necessary to
carry on their normal business operations. The government
mxght require that any additional amounts of foreign exchange
acquiireu by banks and by other licensed dealers be sold to the
central bank or the exchange authority.

Presumably in some countries effective control could be
assured only through an official monopoly of exchange trans-
act ons. There is no provision in the lind proposal that would
bar a country from instituting a monopoly of exchange transactions,
nrovided that such techniques are not :tEinistered to restrict
current international transactions vitho dt the consent of the
rind. It is not with administrrtive techniques but with poli-
cies that the Blnd is primarily concerned.

it is not contemn.lated that control of internstional
canital transractions or of exchange transtctions grenerally
will b exercised directly by the hnrd. On the contrary, it
is exrected that in many countries the usual chlnnels for buy-
ing ;and se]ling exchange will continue to be utilized. ¥ithin
the provisions set forth in the proposal, the Pmd will sell
to mnmber governmentse sich for-eign exchange as they may require
to meet an adverse balance of nayrments predominantly on current
cccount, The rmnner of cianlrting into the exchange market the
forign rexch nae sold bh the Fnd is a matter for each memtber
country to dtcide. 7ihile in the ordin:ary course of events the
Rind would not scrutinizct cxchrnge trcnstctlons, it fray be ex-
ricted tflt thc Fond may require assurance s in som- insctnces
that tie xch;nge sold by the Flnd is in fact intended to meet
an dv crsc balanlce of nayments predominantly on curr nt Account.
In ti main, however, the End's decision would be b.rsed on
information rivealed by the balranc of roymints of the country
in qucstion ratiher than by supervis5on over its foreign exchtnge
trans; ctions.

Our conclusions with resrect to thi control of crnital
movimr.nts may be summarized as follows:

1. All countries must have m chinery for adequcte renort-
ing of coital mov, mearnts by type and totals with geograrhical
breckdorms

2. A n'Lbor of' countries w.ill fird it nr>cessry from time
to time to maintain some form of supervision over foreign x-
ch nmgc tr;,nrsact ors.
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3. Somr of thes, countries will hnve to imros< rcstrictions
at onr tim or ;nother on th, oiutvsard mo¥ ncnt of c¢ rtain tyoos
of ca"i t1.

4. PThe Vd itself will ncvcr xcrcisc authority as an
agLncy controlling cxcht:ng, trnssctiorlns ii any member country.

0



.hat a-, the 'upos: of tri Pfruvi>ioll pj iI tt ' ti,2
.lt nr'tlonui Stabilization Fund to lend locai ctrrvncy to
a numb.r r country?

Thile provision permitting local currincy loans (V-13) is
pri'arily ±intJndd to facilitate coopcration bh>twtcn th unmd
,nd t·h :Tnhrt;Ary sautilorities of mnmbcr counLri:s. it sho'].dii be
not' d thbt .,_n such ioanis are made they must be for a pnriod of
onD year or so that they rmain ess nti lly s, ort-t rm
lonns. A ftrttro limitation on sruh ]oarn s that thay may not
cK 'Ti 7 p-c vnt aof thu local curerncy iholdings anri th}y may

not bJ :.], :t Cil -en the local currency :iollings of th' lund
arr, I t>!: 2} .rcnt of th, quoti.

i !revisiJoni is of particular siAnificanco to some
aa r, i r·-2i). with high and rigid! r* sC'v- rvquirItaunts for

curt le~, I :ss s aud conitral bank deposit::. irT '_ci i problms
o0 such coui*'is i r' diiscussa moro fully In t'n, nwxt question.

arv ;4tn !-d rigid rvserve requircrl.Its ar; 2p.cificd by
l0w ' v;fn tli )t curroncy requir+emilts fur t <b rhiI in td'
iPtu3 can bx m t only by securing additional gold rus~rves. It
'i'oox be possibi, , of course, to finance th. cost of membership
ihrough borrttring in the local rmoney market if such £ociiities
ToVr. availablu. Th= intur st cost on loans is likely to hv high
in uch countri-s. iFrtnemcore, borrowing for this purpose coild
cI-usm pur sure, on thu Ollnetalry systrm, as tli 'unds would bt im-
maobiilzld until used by th, Stabilizution unid.

A loan by the Fund to tho member country of part of tho
local currency contribution to the i'und would obviAt, the neLcd
for resorting to high cost borroving. In time, th, loan could
be repaid to the lrud out of trhe tax rgvei: us of Li- country.
MA Is tihe monetary rtscrves of th- country grow, the repayent(
of th- loa coald bu midu without advrs2 a£ffects on th, ronof-
tar7 systir. Pccause of thte short pvriod nature of the loan,
it ould bu pomsiblu for the Fund to r'-alize on thi loan at
matjrity or by discounting Vtcn!lcv-r ti fuind n:<ds such local
curr rry in its op rations. t:el such a country hns a ftvorablu
b.1 l~no-. of puiymntts, tht bank ig syst m is likely to find itself
:-ith : qu t ru s rves and would b, better prt p:-rd to discount
th-. lor I.t :i moditrate rate.

Timc n Ad for this provision till also be flt v:h ;yevr such
& count. hats an unfavorsbie balance of pavrnnts. If a country
has a high r, erve requirUmnnt against currn y or c ntr<l bLank
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deposits, an ;dverse balance of payments, even ':th the Fund in
oper:ation, could is-lead to a severe monetary stringency resermbling
the effects of an export of gold. While the Fund could engage
in operations to offset such developr.ments, the absence of an
organized money market may require that this be done thlrough
loans of local currency.

The principal purpose of provision V-13 is to provide a
means of cooperating with national monetary authorities in
the coordination of the oAnd's operations with tihe domestic
monotary sit'tation. iwhile it would be possible for negaber
countries to modify unduly restrictive aspects of their mone-
tary laws, nevertheless, provision should be mane for flexi.ble
compjnsatory operations by the Fund in cooperation with the
nionttary authorities of the member country.

It is not the purpose of this provision to offer budgetary
aid to c member country. The ordinmry business of the Fund con-
sists of stabilization operations rather than loan operations.
I'o member country can finance a budgetary deficit through stabili-
zation oporatio!s with the Fund, since it can acqu:ire foreign ex-
change from the Tmnd only by purchase with local currehncy. V'hile
the Fiund may lend local currtency to a momber county, such action
would be taken cxclusively in cooperation with th. monetary
authoriti s in order to relieve pressure onr, the monftary system.
The form in %Thich such loans would bi miade would giv cssurnancre
that thuy ar, not being devoted to budgeotry usas.

Short-term loans of local currwncils of nmeber countries to
the governmrents of the respective countrits would not involve a
greater risk th-n holding thu local currncils thems tlvys. It
is ls3o clear that the ?'und would suff•r no inconv nince by
mrking such lo ns. Loans of local currlc cies would not be made
unless the1 Fund had a surplus of such currencies beyond any con-
cuiv&blu neoeds during the period of the losns.
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Question L2

Doos the provision that mtrber countries shall adopt appro-
priato lcislation or docrees to facilitate the activities of
the International Stabilization Fund require a member country
to accept the recommendations of the Fund?

IReply

The Fund proposal contains a number of provisions permitting
or roequiring it to make recommendations on monetary or t conomic
policy to membcr countries. Thus, provision VII-6 permits the
Fund to state its views and requires momhcr countries to con-
sider the Funmd's viewls on any existing or nroposed monetary or
economic policy, the effect of which would be to bring about,
sooner or later, a serious disequilibrium in the balance of
payments of other countries. lore specificall., -,hen a member
country is making undesirable use of its permissible quota, the
Fund mty place such conditions as it deems ncessary upon addi-
tional sales of foreign exchange to that country (V-2-d). Also,
when the Fund's holdings of the clurrency and sccurities of a
member country b&come scarce, the Fund is required to recommend
to the sucmbcr countryg measures dosileod to increase thc Fund's
holdings of its currency (i-4).

These provisions are all regardcd as of a rccolnrendatory
rather than a mandator; character. A member country fulfills
its entire obligation when it gives consideration to the vievs
and the recommendations of the Fund. It is not intended tihat
tht Fund shall have authority to compel member countries t. take
the courses of action which it may fron time to time recoiuend.
It is believed that a more constructive relationship betrtcen the
Fund and a largo group of member countries will rlsult from the
influcace of international opinion rcpresented by the Fund thmn
from any attempt to transfer responsibility for ultimate decisions
on national policy to the international group.

In line ,'ith this attitude ivc interpret provision VII-8,
under vhich linmber countries are required to adopt appropriate
!lgislation or decrees to facilitate the activities of the Fund,
to applp only to the operations of the Fond, not to its rocom-
rmndati ons. The t chnical measures of cooperation, without
,nhich tih Fird could hardly carry on its operations, include
action by the norb r countries to make contributions to the
Fund, to designrate Directors andi alternats, to authorize
transactions betWucn Trcasurils ,and Central Banks and the
Fund, to permit the holding of deposits and securities for the
Fund, aInd similar mneasuros.

There are a gret many matters in which the Fund's policy
requires for its accomplishment th, adoption of new measures
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or ith chMng of old rctsnurs by ricrbur countri.s. RBco.i(enda-
tions of this char'Lct r shouli bO rngarded riith r as quali-
f£ictions nor as illustrations of th r il (VII-8) requirin?
mnmb-r countries to tjake thO action that is cssential for
tuchni ca! cooperation.

One tn-portnnt clause under which tie Fund ¥iould make such
polic. rco::uendations is V-2-d, <?here countries art pursuing
policies that result in large and undesirable adverse b-tlanccs
in th:ir current intern-ational accounts. Under these circum-
stances, thf Fund fl<- informn member country /hAt measures

mty be n.ccssaxr to correct such a situation. ' iel thi Frund
cannot compel a enmber country to ado t s']ch neasures, the
Fund can r fuse to sell forsign cychtmn7 for the currency of
the country xcept mundcr thc cocnditions it prescribcs. Thuro
is no obligiation, howsoever, for u coun+.~zr to adopt such measurus
or to acquire exchange under these conditions unless it so

Another important clause 'Lnd:r vhich the Fund rould mrike
such policy rcco:t~mndations is V-4 vwhen conritricos arc pursuing
polici-s that rtsuilt in large and und, sirable favorable balances
in tnhir currcnt international accounts. fL]erc such policies
ihav ra sult~d in a deplotion of tih Fund t s holdings of the
currency of u country, the Fund is obligated to rcnd, r a report
to th< mcmber country embodyinv an analysis of the can-si of
the dcpklotion of tht Fund's holdin-s and rcco:mncnding mcasurcs
designed to increase the rund's holdings of that currency. It
is further provided that member countries agree to give irmmodiate
and careful att% ntion to such recojnicndatious. Ti"bs ' rovision
does not creatu an oblig'tion to put into ieffect the rco.ncndt-
tiers if thi Fund, In the opinion of he technimical cxprts of
the Unit;dt StAt,s it is not desirable to impose such at obliga-
tion. It is to be hopcd, of course:, thait a menmbr country will
not o-l;' considr th. rccor-iendations of the Fund, but ,herover
possible will also put such reco:.rqendations into ffioct.

These Trovisions (V-2-d, V-h) my be rogard· d as speific
illustrations f orOvision VII-6, r'hich imposus a general
obligation upon ;/ember countries to give consideration to the
vi ,s of th, rind o jn any exititng or proposal policy that vould
scriously affect th. balance of pvTmcnts of other crantri s. Although
the Fund n~il -Jrpieo its vi.-v to 1ny IMmemer coiuntry ~,hcnever it
clJevrn te policir s of the country rill disturb th international

uconomic sjtu-tion, no countr?; is obligated t- geive e flfet to theIc
reoonMrndattioos of the Fund 1y adopting ;anrmpriate legislation
or dccrees. HO%, far a country w'ill implement tire reco -ncndations
of +he Fund is entirmlv for the countrvys executive and legis-
lativo a'thoritica to decide.



Ques tionZ6

What are the nurroses of the provisiors requiring more
than a majority vote to authorize action by the International
Stabi izc tion 'rnd?

Renly

There are very few mrovisions requiring more than a majority
to authorize action by the Fund. in all cases, the requirement
is for the rurpos,' of safeguarding the resources of the PBand or
safeguarding the interests of member countries on matters affect-
ing their national policies.

The ordinary business of the Fund would be undortaken by
the management in accordance with the provisions of the Fmnd and
the regulations prescribed by the Board of Directors. For the
most irmortant operations of the Fund, no posJitive action by
the Board is needed at all. For sales of exchange to momber
countries within the permissible quota, where the exchange is
needed to meet an adverse balance of payments nredominantly on
current account, no Prior approval of the Doard is required.

In those instances where approval of the Board is needed,
either directly or through committees, all ordinary foransction'
of the Fund require only a simple majority vote. The following
imnortant oencrations are included in this category:

I. Sale of exniCrnge to a member country in excess of the
permissible quote (V-2-b).

2. Detrmining the conditions for the sale of additional
excrsnge ;,here a country is exhausting its quota too
rarid] i (Y-2-d).

3 Sale of echaigo Ae or a transfer o< caritcl where the
~hndI s holdings of a rtmbl r currency lh;ve not rcachid
150 percent of th quota w-j).

e. homort to v me!tb r coitry whose cerr ncoy in the R~nd
is bccomr. scarcŽ (-/).

0. Alloctiion among mrmoir countries of a Find's noldings
of scnrce currency (V-5).

6. Parcuse by th, Fond of incrctsn'ts cf old or foreign
excihng acquired by mi~mbtr countri s (V-6).

7. Purchase of blocked balances (V-S).
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8. Parchase e;nd sale of noi-r,~rcber currencies in excess
of 40 million or to be held more than sixty days (V-9).

9. Sale of member country obligations owned by the Fmnd
(V-ll).

10. Obtaining rediscounts and advances from central banks

ll. Approval of capital exports control where cooperction
of member countries is requested (VII-4).

12. Approval of any bilateral clearing arrangements and
simdlar practices (VI-5).

It would appecr from the above that the Fund can unquestion-
ably engage in all transactions necesszr: for the ordmnary con-
duct of its business without prior appruval or ;ith the annroval
of only n mrjoritj of the meuiber votbs.

There are a number of rmatters of an txtr;ordinary charteter
involving thr, ssfoguarding of the resourcs of the Fund snd of
momber countries rnd matters of the highest ooicy ~tich are
rossrvcd for decision by t lacrger than wrjority vote of the Board.
it is felt that this requiremont is neccsstry to tssure mcmber
countries thlt th resources of the Fund Yil not be used contrary
to thQ purposes of the Thnd. it is also felt that on policy
questions of far-reaching importune., P s fegurrd rgainst hasty
und unY. rruntcd action is needed in the form of t frvorrble vote
larger than r m:jority.

There are three provisions requiring more than a mvjority
vote for certain types of action:

1. Changes in the quota formula require a four-fifths vote.
The nurpose of this requirement is to assure mnmber countries
that kiving joined the Fund with tssurrnce of their relative
position within the Fund, they will not be confronted vith a
change in the quote formula which will seriously affa'ct their
status. This is the more important btctiuse nrny countries will
contribute ltrgc resousces to the Fund thi use of which will
decpend in part upon the relative rosition of countries within
the Fund.

2. A chvngc in the gold vrlue of the unitcs cpn be nvde
only Aith the approv;l of 85 nercent of thc member votes. Be-
cause a chcngc in the local currency price of gold can have
far-resching effects upon a member country, it is thought esson-
til to require almost unanimous tpproval for such t.ction. The
only rurpose of this orovision is to Essure thi major countries
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that no change in th- gold vrlu', of thcir curr'ncics will bc
mide wj thout their constant.

3. Sales of exchange to facilitate a capital transfer,
where the Thmd's holdings of the currency and securities of a
country exceed 150 percent of its quota, require a three-fourths
vote for their arproval. As stated before, the resources of
the Mind should be available nrimarily for sale to countries
requiring foreign exchange to meet adverse balances predominantly
on current account. here the exchange is to be used to f£cii-
tate a capital trarnsfer by a country thnt lhs already mnde con-
siderble use of the resources of the Fund, it seems reasonable
to require that such t tronsnction be clearly in the goneral
interest. The cpprovl of three-fourths of the member votes
would give this assurance.

It is r rafsttke to think that the requircmmts for an
extr ordinary mijorit y on three typ's of rctiun wi.l seriously
effect the work of the hind. Thu fLct is th;t the Fmnd could
opcrate fully offictively without !ny ned being felt for a
dccision on a .ntter requiring more tthan a majority vote.

It is possibl. that firthrr eximinttion and discussion nmy
indicate the frasibility of providing other rafeguards so that
some mrovisions novw requiring more than c majority vote may be
modified in this reeonct.
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