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¥r, White June 1k, 19k6.

The following comments relate to the redraft sent to you yesterday:

B~1 The phrase in parenthesis is preferable to the referemce to currencies
specifically related to the member's currency.

B~2 In the second paragraph the reference to "reporting banks" is not
clear. There should either be a more specific phrase such as "and banks
or other business enterprises engaging in a substantial volume of foreign
exchange transactions®™, or the phrase "reporting banks® should be defined.
It may not be wise to require members to obtain reports on a basis deter-
mined by the Fund and for this reason the change in wording may be preferred
to a definition of reporting banks.

In the fourth paragraph the reference to Article XIV at the end of
the sentence appears to be umwarranted. There is nothing in Article XIV

which permits a country to postpone assuming the obligations of Article IV,
Section 3. Article XIV merely refers to Article YIII, Sections 2, 3 and k.

B=3 The second sentence seems to be illogical. Factors such as insurance,
transportation costs, etc., should be considered in fixing the percentage
that the Fund prescribes rather than in considering whether a rate conforms
to the prescribed percentage. The sentence might be reworded as follows:

"In determining the percentage to be prescribed by the Fund
from time to time for the currency of each member, any element
of insurance, transportation or cabling cost, and any credit risk
shall be allowed for, and the member shall be given the benefit
of the doubt.*

B=6 According to my notes, the 1f variation was not changed. In view of
the other provisions, it would appear to be more consistent if this read

"by more than a percentage to be prescribed by the Fund from time to time
for the currency of each member™,

R.B.
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FOREIGN EXCHARGE CONTROL BOARD
Ottawe, June 12, 1946

Camille Gutt, Esc.,
Managing DPirecior,
Internztionsl Nonetery Fund,

I have already had en opportunity of expressing my views
orally on the most importent issue reised by this document, nemely,
the propossl that the value dete for purcheses of exchenge ghould

by the guentitative importemce of the purchase (items

C-8, C=9 and C-10), Fortunstely the discussion in the Executive
Board revesled that there was not =28 much difference smong vs on
this question ag appeared at first sight, My view of the position
is that the quantitative limits within which members may purchase
exchange from the Fund have becn defined in the Fund Agreement cnd
that it 15 not open to the Bosrd to refine these definitions, I
do not think that we can operate suecessfully if any perticular
purchese of foreign exchange from the Fund becomes sun epplicetiom
requiring the spproval of the Executive Directors so long 28 & member
remoins within the quentitetive 'imits set out in the Fund Agreement.
In these circumstances, all that the Board can do is declare it
ineligible to woe the Fund's resources under Article V, Sectlon §
on the ground that it is using them in & manner contrary to the
purposes of the Fund or under one of the other articles governing
ineligibility to use the Fund's resources., If, however, & cowmtry
iz feiling in cny respect to fulfil its obligutions under the Fund
Agresment, that in itself constitutes ground for &« decleration of
ineligibility und the fact that it «ishes to purchese an wnusuclly
large amount of exchenge at one perticular time is not a perticul-
srly relevant consideration. In other words, as I srgued st the
Bosrd meeting, the factors vhich the Fund must take into accoumt
in declaring & member ineligible or limiting its use of resources —-
vhich 1s the only formal ection the Boerd cen teke - are essenticl’y
cuslitative factors, cuentitative limits heving slready been
determined in the Fund Agreement itself, It has occurred to me
(snd I know that Bolton, 0o, had some such thought im mind) that




i posgible to meet the substance of the position vhich
Herry took in the dlscussion of thie cuestion, without doing violemce
to eny important primciple, by providihg that zll exchinge transec-
tions with the Fund should have a rather long value dating, €. g¢)

r

five or seven days, The long velue dating would provide time to
have & pretty sood look at s member's situation to see whether it
in fact fulfilling its obligetions under the Fund Agreement,

a8
It would, however, be cleerly understood that crediting on the value
dste wuld be sutometic if the member were within the guentitative

o meke further purchases of exchange for some other recson.
Executive Directors would be kept informed of the rositiom from day
to dey, including outetending surcheses of exchange not yet credited
to members' accounts, Requeste for exchange would, hovever, not be
referred to them for decicion so long &s the member was in pood
stending., If the Msmaging Director thought that & country was
recuesting 2 peculisrly large smount or appeered to be bulléing up
foreign exchenge belances unduly, he micht very vell commumicate
informslly with the member snd rsise scome cuestions or express

gome doubts, That, however, is not et &11 the same thing es a
formal query from the Board,

For convenience I also swmerize here my views on the
gsecond msin question ve discussed at the Board weeting, nsmely,
the cuestion of exchsnge controls. Here I feel that the Research
DPivision of the Fund should imvestigsfe snd inform itself in regerd
to the regulations and character of eech comtrol but thet rigid
and eleborate provisions for supplylng detailed informetion should
not at this time be lacorporated in the rules end regulations,

¥y more detalled comments are =s followst

b=l, "All relevant fagts® in the first sentence should
be either defined or omitted, Perhepe we might agk for the lnformee
tion envmerated im Article VIII, Section 5 for & period of seversl

yeers preceding the date of zpplication.

A=5, I suppose it is assumed that the Executive Directors
ghell recommend whether en spplication should be approved or rejected;
it sight be as well to mske this clear,

A=, The report on quotas should be svbmitted initially to
the Executive Directorsg rother than to the Board of Governors.

A=8, The second sentémce mi-ht involye the Fund in sub-
stantis) loss, 4 member could pey in gold to the full extent of
its gquote and get U,8, funds at §55 en owmce, ¥Then the Fund needéd
U.8s funds 1% would have Yo pay the handling charge of $ of 1¥ on
ite seles of gold ip New York, In addition it would have to pay
the trensportetlion cherge on the movement of sold from gold deposi-
tories other them Rew York,
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Bel4, B-15, B+-18, I do not see hov the Fund e¢n ssk for
as puch as 20 deye to declare its opinion om & proposed change
in rete, It would be virtuslly impossible to mzintein secreey
for this length of time.

~ Be19, I think the word "nesded™ should be changed to
*desirable,” :

H’ M’ H’ E-5., I think that the cuegtion of the
rutes at shich the Fund =111 deal in gold 1s one that should be
gone into very cerefully by & speciel committee of gold and forelgn
exchange treders, If such & committee is set up, I would try to
srrenge for Mr. Turk, the head of the Foreigm Exchenge Department
of the Bank of Censde, to be avellable should that be desirved. Ny
prosent feeling is thot the Fumd chould take sz the basis of its
thinking that gold is worth §35 sn ownce in New York and that the
price in other centres should be bused on the Few York price less
trensportation end handling charges, So far as original cuvotls
payments ere concernmod, I suprose thet we shell huve to say thet
gold ie vorth £35 sn ounce st any depository end take the losc on
the subsequent transportztion to New York, But our subsequeat
purchases of sold should make sllo snce for tramsportation and
hrndling charges. The cuestions involved ere very technicsl end
complicated snd merdt the attentlom of & specisl commitiee to
assist the heed of the Operations Divialon,

C-7. I.ssaume that the telegreph recuest refcrred to
in this srticle is to be filed once snd for ell snd not each time
& member wishes to purchase exchonge. _ L

© Cel2, The effect of this may be to enecoursge members %o
enter unnecesscry transactions with the Fund cince it will-cost
them nothing to reverse them after = ghort perisd. Howewer, if
this 18 regerded as comstituting & service to members, perhops
there 15 no reugon shy we should object to 1t,

C~13, This looks like an stitempt to plece en wnrefined
veroclon of the resurchase provislons on ¢ monthly basis, T doubt
sheother it lies within our power to include s provision of this
sort.
the word occurs, _

C~15, There¢ is no committee on transactions,

C-17, I supiose "exceed® should be "reoched" both times

C=24, This looks &s thouh it is intemded thut ssch
exorcise by u member of its right to purchese exchangs from the
Fund tekes the form of en application to be submitted to the
Executive Diregtors for thelr epprownl, It is clesr from the
discussion thet this is nol intended cnd (=24 should econsequently
be modified,
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P=12, There is npo obligstion on members to consult +ith
the Fund 1f their exchange controls =re limited to the control of
cupltal movements. Apert from this general comwent I belicve, 8
indicated sbove, that this whole vection om exchenge control
reouires very substantlal modification.

D=50. There nuy be some inconsistency between the first
sentence of this srtlcle snd Article VII, Section &, persgraph (h)
of the Fund Agresment. The first pentence of D80 reads =a though
wembers are wnder some obligetion to consult «ith the Fund on the
temporery limitetions they propose to impose on exchange trensac~
tions in & sesrce gurrency. The rsocond sentence of the srticle
in the Fund Agreement I have mentioned reads, "Sudbject to the
provisions of Article IV, Sectionz ¥ and 4, the member shzll have
complete jurisdiction in determining the matwre of puch limitations,
but they shall be no more restrictive than 1:s necessery to dmit
the demand for the scerce currency o the suply held by or
accrulng to the nember in question; and they shall de relaxed and
removed as rapidly s conditions permit.,® I think it clear that
the Fund should keep iteelf infommed regerding the restrictions
+hich members do in fact impose in the svent of & currency being
declered scarce but the use of the expression "eonsult® should be
svoided.

D-51, D=82, D=3%5., These psragrephs should olso be
carefully considered from the point of view of their consistency
vith the Fund Agreement,

E=1l, I do pot wmderstend this at all,

E-5, E~8, It would appeer that the intention is to collect
the service charge of £ of 17 =t the time the trensaction is entered
into, It might be as well to meke this clear,

P2, This ghould be coneidered along with the other gold
rvestions referred to shove, If this provision is followed, the
Pund will teke o loss on all seles of gold in New York except mold
origin:11y deporited there,

F<3, I would prefer not to provide for thias in the
regulations,

F-10, Some provision iz necessary to sufeguard the secrecy
of certein informetion provided by members., Ib should moi be &
rule that the data collocted from »11 membersz should be published,

F-18, The "ete."™ in the first sentence wlll, of course,
have to be defined,

P16, If this iz followed, the unfortunste Mensging
Direetor «1ll never be able to tske = holidey,
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G=5. It is not clesr to me what contingency is contem-
plated in thils article which wuld lavolve & declislon of the Fund
to postpone exchange transactlons or prescribe nev conditions
mee sn sgreement on initial par valuve hes been recched,

G-1l, It is not cleaxr to me how this fite in with the
trensitionsal period arrengements.

B-7, B-8, These sections seem to me to be rather
incppropriate for inclusions By-lows provide that Executive
Pirectors trevelling on the business of the Fund shall be paid
thelr expenses and I should be inelined to rest on that, No
apeclel authority ie needed to cuthorize Executive Directors or
officers of the Fund to advise members,

HB-9, This gection iz obscure,

H-10, Like the provision regerding the publiecstion of
a bulletin refferred to sbove, I would prefer to let experience
determine vhether amy particuler studies should be publighed
and mot speeifiecally provide for it in the regulations.

There will no doubt be & mumber of other points thet
occur to me on & subsequent reading but I thousht that 1t might
be wseful for you to have these observations at the present time.

Yours eincerely,

/s/
L. Rasminsky




