ANNOTATIONS OF THE AKTICLES OF AGREEMENT




ARTIOLR I
Durpetes

the purposss of the Pund should be kept clearly in mind when
econsidering the subsequent provisions of the Articles of Agreement.
The pattera will appear more distinetly Af the provisions are con-
neoted to three purposes which, from the point of view of the asctual
operations of the Fund, are most important, namely:

1. The maintenance of stable and orderly exchange
rates and avoidance of competitive curremey
“M‘m.

2. Eliminating exchange controls and other restrictive
and diseriminatory curremey practices;

8. 7To give confildence to members in pureuing such
polieies by selling them needed foreign exchange
in limited amounts and under adequate safeguards,
while measures are taken to cerrect malad justments
in their balance of payments without resorting to
extrome measures.
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ARTICLE II MEMBERSHIP

Section 1. Original members.

When an organization is not yet in being the agreement providing
for its creation must contain some automatic mechanism to enavle it to
acquire its original members. Subsequent sections of this agreement
provide, in detail, the technique of becoming an original member.

This seotion places two limitations on eligibility for original
membership in the Pund:

() The country must be one of those represented
at the United Nations Monetary Conference; and

(b) The government of that country must acocept
membership prior te December 31, 19435,

Placing a time limitation on the right to become an original
member has the advantage of expediting the submission of acceptances
of membership by the various countries. loreover, if a country,
represented at the United Nations Monetary conference, waits several
years before deoiding to become a member, it may no longer do so under
the automatic mechanism provided, but may become a member only upon
such terms and conditions as the Pund may preseribe.




ARTICLE II NEMBERSHIP

Seotion 2., Other members.

This provision is concerned primarily with countries which are
presently neutral or enemy. It gives the FPund wide latitude in setting
the conditions upon which it will accept new members, thus enabling
the Pund to meet any contingency which may arise in the postwar pericd,

The danger that some cocuntries may abuse this diseretion by
attempting to impose uanreasonable conditions upon new applicants for
membership is rather negligible. The terms of admission "preseribed
by the Pund™ are arrived at by a simple majority of the votes ocast.
The United mu-unuwmetmmnhmumny
have a strong voice in any decision that is reached.




ARTICLE III QUOTAS AND SUBSCRIPTIONS

Section 1. Quotas

Bach member sountry must be assigned a "quota™. The sise of a
country's quota determines

a) the amount of the country's coutribution to the

e e e

rosources of the Pund; i Gl

——

b) the exhtent to which it is plﬂlogo(g m
foreign exchange from the Pund; and —

©) the relative voice of that country in the mansage-
ment of the Pund.

Under this section the guota of each original member is fixed in advance,
and is set forth in Schedule A of the Agreement. With respect to other
menbers, the sige of the quota will be one of the terms of admission ,1
preseribed by the Fund.




ARTICLE IIX =~ QUOTAS AND SUBSCRIPTIONS

Seotion 2. Adjustment of Quotas.

This section provides two procedures for changing the existing
relationshipes with respect to quotas. One deals with a general adjust-
ment of quotas, the other with the adjustment of the quota of a particular
member.

Once every five years the Fund is required to review the question
of & genoral adjustment of quotas, and to make appropriate regcommendations
should its review disclose the need for such
recommendation that quotas be adjusted would
it were approved by a four-fifths majority of
all the members of the Fund. On this Minm-hwmum
separately through its representative on the Board of Governors, who would
cast the full mumber of votes to which that member is entitled.

‘é
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However, no member's quota can be changed without its econsent.
Thus if a general adjustment were approved by a four-fifths vote and
a country opposed both the proposed general adjustment and the pro-
posed change im its quota, it could not prevent the general adjustment
from taking place, but it oould retain its own existing quota.

In the absence of a gemeral adjustaent, the Fund will consider
changing a partioular quota only when the member concerned requests the
ad justment., This alsc would require approval by a four-fifths majority
of the total voting power.

It may be noted that the United States, having more than one-fifth
of the total voting power, could effectively block any general or specifie

change in quotas.




ARTICLE III - QUOTAS AND SUBSCRIPTIONS

Section 3(a). BSubseriptions: Time, place and form of payment.

Bach member is required to be fully paid up before it becomes
eligible to buy currencies from the Pund.

This provision has two effects;

(a) It makes full payment of the subseribed quota
& condition precedent to the use of the rescurces
__or the Pund; and

B s

(b) It enables the Fund to set the desdline for payment
of the subsaoribed guota.

Under Artiole XX the Pund has substantial control over the timing of the

establishment of a membert's %%E and hence of its “eligibility" to
buy currency from the Fund. » under this section, liability

for the payment of the subsoribed quota is tied to "eligibility" to
buy currencies from the Fund, the Fund is enabled to econtrol the time

for paying the subseribed quota.
Thus, if a member is not anxious to buy ourrencies from the Fund

snd for this reason prefers to delay the payment of its quota for
several years, it could not do so under this section.
ey

The term "appropriate depository"™ is explained fully in Article XIII.




ARTICLE III - QUOTAS AND SUBSCRIPTIONS

Seotion 3 (b) # (o). Subsoriptions: Time, place, and form of payment.

Payment of the subseribed quota is made partly in gold and
partly in the local currency of the member.

The minimum gold payment is 25 per cent of the member's quota,
or 10 per cent of the member's net official holdings of gold and
United States dollars, whichever is the smaller. Under this provision
the countries with large gold and dollar assets are protected by the
lammtomrrquxmmtympuwumm

and oountries with small gold and dollar assets are protected by the
option to pay in only 10 per cent of such assets.

A few additional observations on (b)(11):

1. United States dollars are inoluded in determining
gold contributions beocause countries hold zold

or dollars interchangeably as of their reserves.
This is also a safeguard sgainst members holding
thelir reserves in dollars uwrﬁm..mu

u-huny. 2

2. Members seeking the bemefit of (b)(ii) are required
to furnish necessary data to enable the Pund te
determine their net official holdings of gold and
United States dollars.




ARTICLE III QUOTAS AND SUBSCRIPTIONS

Section 3 (d). Subscriptions; Time, place, amd form of payment.

This subseotion provides for the contingeney that s member whose
Serritory was coocupled by the enemy may not be in a position to aseer-
tain its net official gold and dollar holdings at the date set by the
Fund. The Fund is here authorized to fix an appropriate alternstive
date.

If the slternative date is later than that on whioch the member
would otherwise be eligible to buy currencies from the Pund, the Fund
and the member may tentatively agree on the amount of the member's net
oﬂtoldthornuﬂdolhnmmWofmn
provisional gold payment. The member would then pay the agreed amount
in gold and the balance in its local curremcy.

When the true position of the member is ascertained a suitable
ad justment will be made. If the member's aotual holdings of gold and
«1mmuummmmwwmyqu.
the member will buy with gold an appropriate smount of
from the Pund; if the actual holdings are proved to be smaller than the
amount tentatively agreed upon, the Pund will buy with
appropriate amount of the member's currency from the member.




ARTICLE III - QUOTAS AND SUBSCRIPTIONS

Seotion 4(n). Payments when quotas are changed.

When a member consents to an inorease in its quota it is

required to pay the amount of the inorease within 30 days after the
date of its consent. Unlike the paysent on the original subseription,
the member is not given any alternative with respect to the basis for |
computing the portion of the imcresse which is to be paid in gold. |
It is required to pay in gold : 5 per cent of the inorease irrespective’
ntribution would theredby exceed 10 per cent
of gold and United States dollars.

;
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An exoeption is made to this rule in order to eover the speecial
oase where the member's total mometary reserves are less than its new
such event




ARTICLE III - QUOTAS AND SUBSCRIPTIONS

Section 4(b). Payments when quotas are ohanged.

When a member's quota is reduced the FPund is required to return %o
the member within 30 days an amount eual to the reduction., The Fund,
in returaing the amount of the reduction to the member does not maintain
the original ratio of gold to loeal ourremey, but returns only such an
amount in gold "as may be necessary to prevent reducing the Pund's holdings
f the ourrency below 75 per cent of the new quota.”

To illustrate, assume a member subsoribed originally te a gquota of
8100 million, and assume that it consented to a redustion of §10 millien.
Assume also that this member based its original gold contribution on net

=}

of the $10 million redustion in gold.
The rationale is as follows;

On the assumptions made above the member would have paid om it
original subseription $20 million in gold and $80 million in

When it reduced its quota to $90 million it becume eatitled

of $10 million. The Pund, in returning the $10

only pay sufficient gold to prevent reducing the Fund's holdings of that
country's ourrency below 75 per cent of the nmew quota. Seventy-five per
of $90 million is $67.5 million. Thus, if the Pund paid the entire $10
million in loeal ourrency, its holdings of the currency of that member would
still be §70 million or $2§ million in excess of 75 per cent of the mew quota.

on 10 per cent of their net official holdings of gold and United States
dollars. It applies as well to those members which paid a full 25 per cent
of their subseription in gold.

This is true because a member whisch originally paid 25 per oent in
gold and 75 per cent in looal currency may have exercised its right to
purchase foreign currencies from the Fund. As a result the Pund may be
holding local ocurrency of that country in excess of 76 per ocent of its
quota. When a country, so situated, reduces ite quota, the Pund repays
the amount of the reduetion in loeal curremoy until its holdings of thet
ocurrency equal 75 per cent of the member's new quota.

It may be noted from the foregeing analysis of section 4(a) and (b)
that any revision of quotas, upward or downward, will probably result in
a strengthening of the Pund's relative gold position by imoreasing the
proportion which its gold holdings bear to its total assets.




ARTICLE III - QUOTAS AND sm_ﬁtm

R
Seotion B. BSubstitution of securities for ourrency.

=

; This provision permits a member country to substitute securities for
any of ite eurrency held by the Pund in excess 6f ordinary working balances.
The Pund, of course, makes the decision as to the size of the working balance
it wants to maintain in eash ourrency and as this balance is ‘depleted the

member must provide further local ourremcy against the surrender of
‘seourities. The securities eligible for this purpose are motes or similar
‘obligations issued dy the member or its cemtral bank. These obligations
are non-negotiable, non-interest bearing and mh At par on the Pund's
demand.

The provision tends to lessen the financial burden connected with
membership in the Pund. It also is of assistance to those members having
high and rigid reserve requirements.




ARTICLE IV - PAR VALUES OF CURRENCY

Section 1. Expression of par values.

This seotion requirss that sach member express the par value of

its currency in terms of gold. Thus the pound sterling, FPrench frane, ete.
must be defined in terms of a given amount of gold. Alternatively, members
may definme their currencies in terms of the U.8. dollar of the weight and
finensss in effect on July 1, 1044, if they prefer. Actually, there is no
differsence between defining the par value of a currenoy in gold or in U.5.
dollars of a specific weight and finemess, but some countries appear to
prefer to define their currency i terms of U.5. dollars.

The procedure for determining the initial par value of each currency
is presoribed in Article XX.




ARTICLE IV « PAR VALUES OF CURRENCY

Section 2. Oold purchases based on par values.

In Seoction 1 of this Article members agree to express the par wvalue
of thelr ourrencies in terms of gold. Under this section the Fund fixes
& margin above and below par value for transactions in gold by members.

No member may buy gold at a price above par or sell gold at a price
below par exoept within the margin prescribed by the Fund. This procedure
is, of ocourse, part of the machinery for stabiliszing exchange rates.




ARTICLE IV = PAR VALUES OF CURRENCIES

Section 3. Foreign exshange dealings based on parity.

This seotion fixes the maximum and minimum rates for foreign exchange
transactions between the ourrencies of members. In the case of spot
exchange transactions the fluctuation may not execeed parity by more than
one percent. In the gase of forward exchange transactions, a greater
marcin is possible provided the Fund considers such margin reasonable.




ARTICLE IV =~ PAR VALUES OF CURRENCIES

Section 4. Obligavions regarding exohange stability.

This seotion prescribes the oblipgation of easch country for maintaining
exchange stabllity upon accepting membershipy im the Pund. This obligation
requires each mwmber to collaborate with the Pund in promoting exchange
stability, malntaining orderly exchange arrangements with other members
end in avoiding competitive exshange alterations., It imposes on esach
nember the responsibility for keeping exchsnge transactions between its
ourrency and the currencies of cther members within the limits of parity
preseribed under Seotion 3.

While each country oblizates itgelf to keep exchange transuotions at
parity within its Jurisdietion it was not intended that this would
obligate members to support the currency of another member whloh was weak
in their market, or to impose exshange controls just to place a legislative
floor under the weak ourrency of ancther mamber., This would be shifting a
nmember's responaibility for maintalning the exchange value of its currency
to other members whereas the Fund is designed %o fix the responsibility
for maintaining the parity of a member currency squarely on the shoulders
of that member. So that there could never bo any controversy on the score
of which country had the responsibility of maintaining a rate between tweo
ourrencies, this section expressly provides that a member fully discharges all
of its responsibility under this section if in fact 1t freely buys and sells
gold (within the limits fixed by the Pund under Seotion 2) in the settlement
of international trade transactions. Thus the U.8, is discharging its
responsibility under this section so long as it mainteins its existing gold

poliey.




ARTICLE IV <« PAR VALUES OF CURRENCIES

Seotion 6. wngmm.

While the Fund is intended to promote exchange stability, it is not
its purpose to prevent changes in par values of currencies where these are
essential to correct a fundeamental disoquilibrium. REather it is intended
to permit the orderly adjustment of exchange rates under such oircumstances.
The Fund makes these changes the subjeot for multilateral consideration
on the part of all members instead of leaving them to unilateral decision
on the part of one country.

The rules for changing the par value of the currency of any member
are quite simple;

1. The par value of member's currency may be changed only when
that member proposes the change, and a member may not propose
& change exoept to correct a fundamental disequilibrium. The
Fund has no power to change the par value of a member's currency
without its consent. (On the other hand, the Fund would not use
its resources to maintain an unsound rate. See for instance
Article V, Section B, relating to ineligibility to use Pund's
resources and Article XX, Seotion 4 relating to initial determina-
tion of par wvalues).

4. No mewber may, at any time, change the par value of its currency
without first consulting with the Fund.

3. After consultation with the Pund but without obtaining its approval,
a member may change the par value of its curremey up to ten peroent

of the par value initially fixed when the country accepted membership

in the Pund. This privilege is expended whenever changes totaling
ten percent have cocourred regardless of whether the change is wp or
down or a combination. Thus an inorease of five percent in the par

value of a currency followed subsequently by a five percent reduction

would vrevent any further changes under this provision. It is of
particular importance in the early post-war years when a whole new
pattern of exchange rates will probably be enmerging in some areas
such as in Burope snd Asia. During this trying period when the
Fund 1s Just getting on its feet, and the world is making its
first attempt at internstional monetary cocoperation, it may
contribute mush to the ultimate strength and prestige of the
Fund if it can "feel its way along" through the technique of
consultation and leave each member to bear the full responsibility
for these minor transitional adjustments.




4.

E.

Any further changes beyond the ten percent provision discussed
above requires the Pund's approval. If the change is small (less
than a further ten peroent of the initial par value), the Fund
may be required to make its deecision thhth-ndm. If it

is large, thor-lnyrquumun In any event it would
be most extraordinary for the Fund to m“u~
rate proposal. xtnnm-mrrm yl.nc

probleme; it will know of conditions deve O’Ang each country

by virtue of the information they are required to report; i
know the extent of thelr use of the Fund's resources and, no doubt,

the problem will have been informally discussed by the member with
the Pund's staff long in advance. MNoreover, it is essontial that

& member get a prompt decision since general knowledge of a possible
change may be most demoralizing to the exchange markets.

The Pund ie required to approve a proposed change if 1t is satisfied
it is necessary to correct a fundamental disequilibrius. Changes
which do not affect the international transactions of members are,
of course, of no interest to the Fund. The FPund may not objeet to
a change beosuse of the domestic social or pelitical policies of
the member. It approsches the problem of a change in rates solely
on the bagis of econonie eriteria.




ARTICLE IV - PAR VALURS OF CURRENCIES

Section €, Effect of unauthorised changes.

In section § above, the Pund was given authority to object to the
proposal of any member to change the par value of its ocurremey. This
section provides gpecific sanctions to put teeth into those objections.

If a member changes the par wvalue of its currency despite the Fund's
objeotion, 1 Jloses the privilege of using the resources
of the Fund. P dovs Lave the power, m, to 1lift this sanotion
Af it should deocide at any time that such te, Thus,
Af the Pund and the member should be a to uttlo thelir diflferences, the
member could be permitted to regain aceess to the Pund's resources. If,
on the other hand, the member fails to iron out its differences with the
Pund within a reasonable time, the Pund has the power to compel the member
to withdraw from the Fund. The provisions goveraning compulsory withdrawal
of a member appear in Article XV, Seotion 2.




ARTICLRE IV -~ PAR VALUSS OF CURRENCIES

Section 7. Uniform changes in par values.

The Fund may make uniform proportionate changes in the par
of the ourrencies of all members., In order to do so, there must be
approval by the majority of the total voting power, and
must inolude every member which has 10 per cent or more of the total
of the quotas., Under this formulsa, a uniform change could not take
plage without the approval of the United States.

In oonformity with the principle that the par value of a member's
ourrency cannot be changed without its consent, it is provided that

any member cen prevent the proposed change from applying to the par value

of its currenoy by informing the Pund within 72 hours that it does not
wish the par value of its curremey to be changed.



ARTICLE IV <« PAR VALUES OF CURRENCIES

Seotion 8. Maintenance of gold value of Fund's assets.

This section provides that the gold value of the Pund's assets shall
be maintained, notwithstanding changes in the par or foreign exchange value
of the currency of any nembor. The purpose of this provision is to maintain
intact the gold value of the Pund's assets. _

In order to keep constant the gold value of the FPund's assets, the
agreement provides for the following three contingenclies:

(1) A possible depreciation of the currency of a member;
(2) A possible appreciation of the currensy of a member; and

(3) A possible uniform proportionate change in the par values
of the ourrencies of all members.

(1) In the event that the currency of s member deprecistes as the
result of elther an authorized or uneuthorized change in the par value of
its currency, that member is obligated to pay to the Fund an amount of its
own currency sufficient to compensate for the reduction in the gold value
of its ocurrenocy held by the FPund. Thus, Af a member either lowers the par
value of its currency or permits the actual value of its ourreney to be
reduced in relation to foreign currencies within its omn territories, such
a member becomes subject to this provision.

(2) In the event that the par walue of a member's currency is inoreased,
the Fund is obli ated to return to such member an amount of its ocurrency equal
to the inerease in the gcld value of its currency held by the Pund. This
obligation of the Fund applies only to an authoriszed increase in the par value
of the member's currency. There is no obligation on the part of the Fund te
return any currency to a member as & result of an unauthorized inorease in
the foreign exchangs value of that member's currency.

(3) In the event that there 1s a uniform proportionate change in the
par values of the ourrencies of all members, the same rules apply as those
outlined above but the Pund does have the power to waive these provisions.
Disoretion in this instance is important in order to give the Fund the
necessary freedom of action to meet future contingencies.




ARTICLE IV = PAR VALUES OF CURRENCIES

' Bection 9. Separate currencies within a member's territories.

Under Article XX & govermment in accepting membership in the FPund
also acoepts it on behalf of all of its colonies, territories, possessions,
ete. Under the same Article initial rates of exchange are fixed by the
Fund and the member for not only the metropolitan territories of the
member but also for each separate currency exiating in any territories of
that member.

This section provides for changes in exchange rates where there are
separate currencies within the territories of one member. Ordinarily
any member proposing a change in the par value of the ocurrency of its
metropolitan territory will be deemed to be proposing a corresponding
change in the par value of the separate currencies of all territories
under its Jurisdiotion and the Fund will act on that assumption.

However, the member can, if it elects, confine the proposed change
to any particular ocurrency or ourrencies, leaving the balance unaffected.




ARTICLE V, SECTION 1
wtn dealing with the Pund

Since the Fund is an agenoy for monetary cooperation smong govern-
ments, it will do all of its business with govermments and goveramental

agencies. It will never engage in transactions with privete traders

or banks and will not operate in exchange markets. When the Fund selis
mﬂu a member, it will not sell to the traders who may
need the o It will to the ocentral bank, or some other
appropriate goverum agenoy, whioh will arrange for the exchange being
made available in the market. This ie the way in which operations of
the United States exchange stabilisation fund huve been earried on in
the past, and the Fund will funotion along the same procedural lines.

This limitation will have two desirable results. In the first
place, it assurse private traders and banks that they will not have to
compete with an international institution and that their business will
not be subjeol in any way to its control. Secondly, all governments
that are members of the FPund will be oconstantly informed of any steps
taken by the Fund in their respective juwrisdiotions.

A number of types of fiseal agencies have been inoluded because
different countries may find it convenient to use different agencies.




ARTIULE V, SECTION 2
Limitation on the FPund's operations

The Fund is an institution of limited powers, that is, it ean do
only those things which are authorised by the Articles of Agreement.
In addition to the extensive safeguards set forth in other sections, the
Pund is here prohibited from operating on its own initistive in exchange
markets or initiating exchange transactions with governments or govern-
mental agencies.

The prineipal transection in whioh the Fund will engage is the sals

of foreign exchange to a member requesting it, the member making payment
in its omn o « Other transactions for the Pund's account will be the

eollection of oharges, sale of ourrencies for gold, recapture of monetary
_reserves, and the sale of gold for ecurrencies that are becoming searce.
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ARTICLE V, SECTION 3

Conditions governing use of the Funi's resources

The primary objective of the Articles of Agreemsnt is to substitute
international cooperation in the field of monetary policy for practices
harmful to world trade. This goal can be achieved through the maintenance
of stable and orderly exchange rates and the abolition of restrictive and
disceriminatory currency practioces. Acoordingly, each country undertakes
Mﬁﬂ&@l designed to achieve this end.

The Fund is provided with resources to assist member countries in
oarrying out these undertakings. The Fund gives members confidence that
they will have time to correet melad justments in their balance of payments
without resorting to extreme measures whioch are destruetive of national or
international prosperity.

Each member can purchase foreign exchange from the Fund with its omn
ourrency. It can do 0 only if the following conditions are met:

(1) A member can purchase foreign currency from the
Fund only if it is goling to be used to make paymeuts in that
currency which are consisteat with all of the provisions of
the Articles of Agreement. This condition is essential to
‘prevent the use of the Fund for purposes which are beyond
the scope of the Articles of Agreement.

When a country is required to make more payments abroad
than it receives from abroad, its balance of payments is adverse
and it must meet this adverse balance in foreign exchange.
The purchase of foreign exchange from the Pund to meet this
unbalance is not in any way s solution of the country's prob-
lem. It must still take whatever steps are necessary to bring
its intermational accounts into balance; but the foreign exchange
it obtains will give it time within which to make the necessary

ad justments, i

(2) If a ourremcy has been declared scarce a member oan
purchase such curreney from the Pund with its own ocwrrency enly
in accordance with the conditions for ionment established
by the Pund. (See Article VIY, Section 3

(3) There are twe itative u-a.uum on a member's

purchase of foreign e Fund with its own currency.
~“When the Fund’'s holdings of a member's ourrency are equal to
200 peroent of its quota, the member may purchase foreign
‘exchange from the Pund with its own curremcy ouly with special
permission and only on terms preseribed by the Fund, In effect,




this limitation on maximum holdings of a currencoy means that the net
amount of foreign exchange which a member may purchase from the Pund
with its owmn currenoy, that iz, after deduoting sules of its curremecy
to other members and sales of foreign exchange to the member for gold,
is equal to its quota plus the smount of its gold subseription. For
example, if the quota of a country is $100 million and it has pald its
subseription with $20 million in gold and §80 million in its currency,
then the Fund can acquire $120 million mere of that country's ou-rmy
When aggregate net sales of foreign exchange to that member for 1% om
currency amount to §120 million the prescribed maximum limitation would
be reached.

The other quantitative limitation is on the rate at which purchases
may be made. A member may not purchase foreign exchange during any
twelve-month period in an amount greater than 25 percent of its gquota.
If, however, the Pund's holdings of its currency are less than 756 percent
of lts quota, it may purchase foreign exchange until the Pumd's holdings
reach 76 percent of its quota without being subjeot to his limitation..
For example, the quota of Australia is $200,000,000. At a time when the
Fund holds §160,000,000 worth of Australian pounds, Australia will have
the right to purchase $50,000,000 worth of foreign exchange with Australian
pounds during the next twelve-month peried. If, howover, the Fund's
holdings of Australian pounds are equal to only $50,000,000, Australia
oould purchase $100,000,000 in foreign exchange with Australian pountls
before the limitation on the purchase of an additional $50,000,000 of
foreign exchange during the twelve-month period comes inteo effect.

(4) If the Fund declares a member ineligible to use the resources
of the Fund, its right to purchase foreign exchange with its own curreney
will be terminated. Declarations of ineligibility can be made under
Article V, Section B, if countries use the resources of the Fund in a
manner oontrary to the purposes of the Fund; under Article IV, Section 6
Af a country changes the par value of its ocurrency despite the objection
of the Pund; under Article VI, Section 1, if & country fails to exercise
gontrols to prevent the use of the resources of the Fund to mest & large
or sustained outflow of u;g.uh ‘and under Article, Section 2(a) if a
member fails to fulfill any of its obligations under the Articles of Agreement.

(6) Members are prohibited from soquiring foreign exchange from the
Pund to hold against forward exchange transactions.




ARTICLE V, SECTION 4
\
Walver of Conditions

To provide a degree of flexibility and allow for the application of
& measure of judgment, the Fund may waive the conditions on which foreign
exchange oun be purchased. Special consideration will be given to requests
of members for waivers if they have long records of avoiding large or
econtinuous use of the Pund's resources. The Fund is not required to waive
any of the conditions for such countries, but it will consider thelir
records in passing upon the requests. The Pund will also comnsider periodie
or exceptional requirements of the member requesting a waiver.

There may be cccasions where a country is willing to pledge eollateral
with the Pund to obtain foreign exchange. Collateral may take the form
of gold, silver, sesourities or other assets acceptable to the Pund. The
member may be willing to pledge part of its gold reserves or offer
marketable seourities as collateral if it expects that ite need for the
foreign eéxchange will be relatively short. In such cases the Fund might

sell foreign exchange beyond the usual limits if it received adequate
collateral as a protection for the other members.

Whenever the Fund waives any of the conditions governing purchases
of foreign exchange, it must do so on terms which safeguard its interests.
The interests of the Fund are the interests of all the members sz0 thet
the terms will be designed to promote the welfare of the members collectively.

It should be noted that waivers under this seotion are subject to the
special voting provisions of Article XII, Seotion 5, which inorease the
votes of countries whose currencies have been used and decrease the votes
of countries that have used the Pumd's resources.




ARTICLE V, SECTION 6

Ineligibility to use the Pund's resources

This is one of four sections that euthorise the Fund to out off

a nmtgﬁl___gp_g._g__ to the resources of the Fund. (Others are contained
n cle IV, Section 6, Artiele VI, Section 1 and Artiole XIV, Seotion
2(s)). The justification for action under this section must be that

a country has used the Pund's resources in a manner contrary to the
purposes of the Fund. The most lmportant type of case that this provi-
sion 1s intended to cover is that of a country using the Pund's resources
disequilibrium in its ssonomis position, without taking appropriate
measures to correet the fundamental defemts in its economic policy whiech
cause the unbalance. The resources are to be used for the purpose of
gaining time within which the country can make an adjustment without
resorting to exchange control, bloeking of current payments and similar
destructive practices which undermine world trade. _If a country uses

the Fund as a means of time but fails to use the time profitably,
_11__1ngig_buﬂ_§5__’qmwthorﬁmtmuuuuw
the abuse.

The Pund is given power to protect its resources and the interests
of other members if it finds that one member is using the resources
rly. It can send a report to such a country and limit the use it
ocan make of the resources a to the report. If no reply is
fortheoming, or the reply does satisfy the Pund, the limited use
be continued, or after & reasonable period of notice, “the umia
of the resources oan be stopped completely.

This is the second provision te which the ial voting arrangements
contained in Article XII, Section § are le, 1.0., if a
taken the votes of ccuntries whose currencies have been used are
and those Of countries that have called on the resources of the Fund

ﬁE




ARTICLE V, SECTION 6

Purchase of Currency from the Pund for Geld

If a member uses its gold reserves to purchase foreign currency,
it must do so by purchasing it from the Fund, provided that it ean do
so with equal advantage. This section will enable the Fund to inorease

its gold holdings and so strengthen the Pund by making its assets
available for the sequisition of any currenscy desired by the members.

This provision of the Agreement does not apply %o newly-mined gold
produced in a member country. Sush gold may be disposed of freely in any
market. Oold mining countries may continue to treat gold as an ordinary
export and dispose of it through recognized commerclal channels.




ARTICLE V, SECTIORN 7
Repurchase by a member of its currency held by the Fund

The repurchase provisions are an important means of insuring that
the Fund's resources will be used properly and will remain liquid.

A member may repurchase its own ourrency from the Fund with gold at
any time. A member can, therefore, reduce or terminate the deterrent
charges that acorue under Article V, Section 8, and in so doing it will
strengthen the Fund's position. In addition to this right of member
countries, there is a specific obligation on every member country to make
certain repurchases st the end of esch financial year of the Pund. =~

———

The objectives of the annual repurchases are as follows;

(1) To insure that a country uses its own resources to the
same extent that it uses the Fund's rescurces to meet an adverse
balance of payments. This means that so long as a country's
monetary reserves (its official holdings of gold and convertible
ourrencies as defined in Article XIX) exceed its quota, it must
voluntarily use its reserves equally with ite drawing rights,
or at the end of each year it will have to use its reserves to
repurchase one-half of the currency it sold to the Fund during
the year in order to acquire foreign exchange.

(2) To insure that when & country finds its balance of pay-
mentas favorable and its monetary reserves increasing, it will use
the inorease in its monetary reserves to repurchase its currency
from the Fund to the same mxtent that it bullds up its own resources.
This means that one-half of the inorease in a gountry's monetary
reserves during the year will have to be used to repurchase its
currency from the Fund.

(3) To insure that all of the ocurrency reserves of the Pund
are used for the purposes of the Pund. Some countries do all of
their foreign trade in terms of dollars or sterling., The Pund does
not wish to interfere with this practioce. But it waunts to make
possible the use of the Fund's Cuban pesos to settle balances with
Cuba, eto. Accordingly, while members may continue to earry on
their trade in third currencies, the favorable balances accumulated
fron such dealings must be used to repurchase their own ocurrencies.




There are three limitations on the operations of the repurchase
provisions;

(1) To assure members a minimum amount of monetary
reserves, the repurchase requirement is not
carried to the point at which it would cause a
country's monetary reserves to be reduced below
its quota.

(2) The repurchase requirement is not carried to the
extent that it would cause the Fund's holdings of
the repurchasing country's curremoy to fall below
76X of its quota. The preferred distribution of the
Fund's assets is 26% gold and 75% of the quota of
ench country in the curremcy of that country.

(3) Members are required to use convertible currencles
a8 well as gold in making repurchases. In many
instences a currency will be convertible even though
the Fund holds it in an amount exceeding 765% of the
country's quota. It would not improve the Fund's
position to mcquire additional amounts of such a ourrency.
Thus, the repurchase provisions will mot be applied in
& manner that would inerease the Fund's holdings of a
ourrenoy used for repurchasing above 758 of the quota of
the country involved.

The provisions of Schedule B are mathematical rules required to apply
the repurchase provisions properly. They merely carry out the purposes of
this section.




ARTICLE V, SBCTION 8
Charges

The Pund will levy at least two types of charges and probably a
third type. It will impose on all countries (1) a service charge for
exchange transactions, and (2) a deterrent charge on currency balances.
It may also levy a handling charge on gold transactions.

Bach time a member purchases foreign exchange from the Fund, it will
have to pay a service charge of 3/4 of 1% on the amount purchased. This
charge will provide the Fund with revenue to meet its administrative expenses
and whenever possible to pay a return to the member countries. The service
charge will be uniform for all members, since the deterrent charge is the
one that is designed to make the cost of using the resources of the Fund
dependent upon the amount and period of use of such resources.

The deterrent charges are one of the prinoipal means by which the Pund
will discourage countries from relying on its resources instead of taking
appropriate steps to bring about equilibrium in their balance of payments.
The charges will be assessed against the Fund's holdings of a members
ourrency because these holdings measure the use whioh the country has made
of the Pund's resources. They will inorease progressively as the holdings
inorease and they will also increase progressively as the time extends
during which the balances are held.

The quantitative graduation of charges works in this way:

(1) There is no charge on currency balances below the
quota of a member.

(2) The charge on currency balances up to 25% above the
quota is one-half of 1%.

(3) Por each 25% bracket above this mmount the charge will
be inoreased by an additional one-h#lf of 1%.

The time graduation of charges works as follows:

(1) Charges during the first year for sach bracket are
as shomn in the quantitative graduation above.

(2) Bach year thereafter the charge in each bracket is
inoreased by one-half of 1%.

The way in which these charges increase is shosn in the following
schedule;
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Charges Levied by the Pund on Holdings of Nember
Currencies in Excess of Quotas
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y For holdings less than 25 percent in excess of the guota there is no charge
for the first three months.

b/ Holdings may exceed 200 percent of the quota only by special waiver by the
Fund. When the requirement is waived, the Pund may set conditions which
safeguard its interests, inoluding such charges as it deems appropriate.
The charges sannot be less, however, than the amount deternined by inoreases
of 1/2 peroemt in.each 25 percent bracket.

Whenever the rate applicable to any portion of the Fund's currensy holdings
for any period has reached the rate of 4%,
to find a way in which the balances oan be reduced which will be satisfactory
to both the Fund and the sountry. If they fui on
matter by the time the charge has risen to 5%, the Fund cen impose any
that it deems appropriate for the purpose of reducing the currency dalance.

Although the Articles of Agreement set forth presoribed percentages for
the deterrent charges, it is possible that they may prove to

at some time in the future. Accordingly, there is provision for changing the
schadule of charges by a vote of three~fourths of the total voting power.

|
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Moreover, the payment of these charges to the FPund must be in gold unless
the member's monetary reserves are less than one-half o s quota. In that
event, it pays in gold a proportion equal to the ratiec of its monetary reserves
to one~half of its quota, and the balance may be paid in its own currency.
This provision avoids taking a large percentage of the gold holdings of any
country if its gold holdings are so small that their further reduction will
merely intensify its difficulties.

-
&
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ARTICLE VI, SECTION 1

Use of the Pund's Resources for Capital Transfers

The primary purpose of the International Nonetary Fund is to secure
stability of international exchange rates and to eliminate discriminatory
and restrictive exchange practices which hamper ourrent Srade. Its
resources are not intended to be used to finance capital movements and
the undus use of its resources for this purpose would interfere with the /
Pund’'s ability to discharge its responsibility in conmnection with curremt //
transeotions. Members are prohibited, therefore, from making use of the
Fund's resources to meet a large and sustained outflow of capital.
fhenever the Fund finds that & country is using the Fund's resources |
|| to meet a larger or sustained outflow of capital, it may request that member |
| %o exereise controls which will prevent the use of the Fund's resources '
“for this purpose. If the country fails to exercise appropriate controls,
mm.nmnuitwmtfhg_m!ggmmhrw
purpose. '

This provision does not mean that all countries must have exchange
controls. The Fund will not examine every transaction in foreign exchange
engaged in by traders or investors in a member country. It will determine “
whether capital outflows are being finenced through the Fund by examining '
the over-all balance of payments position of a member country. Thus,
while a country would not have to exercise exchange control, in order to
Mutmm-&uwttmnmm-nmm
Fund's resources are being used for capital transfers, a country would need
& simple reporting system. Such a reporting system has been in use in the
United States for ten years and has caused little inconvenience to those who

"p.ﬂc

This seetion will not affect the right of a member to finance capital
movements out of its own resources of gold and foreign exchange so long as
the capital movements so financed are in soccordance with the purposes of the
Fund, Primarily this means that lar disturbing to the

“eountry from which the money flees the country to which the money
flees, can not be effected even if the member uses its own resources of gold | |
and foreign exchange. On the other hand, there are cepital movements which | "
tend to stabilize exchange rates, for example, a capital export from a
eountry which hs & favorable balance of trade to a country which has an
unfavorable balance of trade. These types of capital movements are, of
course, wholly consistent with the purposes of the Fund.




The Pund, moreover, does not propose to prohibit the use of ite
resources for oapital transactions incidental to the ordinary course of
trade, banking and o ther business. In brief, erdinary oredit transactions
are regarded as part of the process of ourrent trade, and the Fund's
resources may be used for payments invelving such transactions.

It should be noted that this Agreement leaves the determination of
when & capital outflow is large or sustained to the disaeretion of the
Yund, What would be a large transfer for one uutry would be insignifiocant

for others.




ARTICLE VI, SECTION 2
gnm Provisions for mtm Transfers

Some member countries will have little occasion to use the resources
of the Pund while their balance of payments on ourrent account is favor-
able. Their currencies will be purchased from the Pund by other members.
I1f, therefore, these countries %n eapital by buying other currencies
from the Pund for capital trans , they actually will facilitate a better
_distribution of the Fund's currency holdings. Therefore the Agreement S
provides that a country whose currency has been held by the Fund for at
least six months in an smount less than 3/4 of its quota, may use the
resources of the Fund for any purpose, inoluding capital transfers. Thus,

under appropriate safeguards, countries whosé currencies are in relatively
great demand may replenish the Fund's stook of their curremcy to a desirable
level without, at the Same time, reducing the Fund's holdings of other
ocurrencies below a desirable level.




ARTICLE VI, SECTION 3
Coutrols of Capital Transfers

The Pund Agreement permits members to impose such controls over
exchange transsotions as they believe to be necessary to regulate
international capital movements, but the members may not use these
controls for purposes whish will restrict payment on current transac-
tions or which will unduly delay settlement of obligations arising from
ourrent transsctions. If a country does control capital movements, it
must do 80 in a manner that will not be prejudicial to current transaotions.

This section, however, does not prevent a country from exercising
oontrol over the use by its nationals of ourremcy declared scarce by the
Pund under Article VII. Moreover, under Article XIV, Section 2, a country
may retain exchange restrictions adopted prior to the war if it makes use
of the privileges of the transitional period. These provisions will be
discussed under those Artiocles.




ARTICLE VII, Section 1
General soarcity of currency

-

The problem of a poasible scarcity of a particular currency is, of
course, of great conocern to the Pund, Obviously the Pund is interested in
first, attempting to prevent any currenoy from becoming scarce and, second,
presoribing a standard of fair practice if & particular curremcy should
beoome soaroce.

Section 1 deals with the problem of a goneral socarcity of a partioular
ourrency, i.e., one which manifests itself in the exchange markets gquite
apart from the Pund's position in that ocurrency. For example, supposing
that after the Pund had been in operation for a year it should conclude
that although it still had large dollar resources avallable, nevertheless
the adverse balance of payments of other countries with respect to the
dollar was so great that it amounted to a general soarcly of dollars.
‘Under this section the Yund could issue a report setting forth the reasons
for the soarcity and making recommendations for bringing it to an end.

Of course, a representative of this country would participate in the prepara-
tion of the report.

The Fund would stand in a very advantageous position to make an objective
report on a monetary problem of such obviocus intermational concern. It can
speak with the prestige of an international organization devoted to the
interests of all members and thoroughly informed on the problem and its

possible oonsequences.

The speoi fic recommendations mede in the report would depend on the
factors responsible for the scarcity and would foous both on the country whose
currency was beooming soarce and on the countries demanding the eurremcy.

The Pund might recommend efforts to inorease imports by the country wl.th the
favorable balance of payments or“[,mﬂ-w volume of its foreign
nt, if they would be appropriate in the given situation. Should the
Pund decide, however, that a decrease would be desirable in the purchases of
other ocountries mmuﬂmuhou mxm soarce, or that other
measures are needed, it would make such recommendstions. In gemeral, the

‘Pund would endeavor to Teading to & balancing of international
agoounts through an expansion rather than a contraction of international trade.

It is important to emphasize that under this section the recommendations
of the Pund would not be binding on the members, nor would the Fund have



power to impose any penalty for fuilure to follow them. Its power would

rest not in coercion but in persussion and in providing the world with
the facts and objective reccmendations,

1t should be noted that tho Yund 1s net obligsted to issue a report
of this sort and would undoubtedly weigh carefully its action and the
probable consequences thereof defore deciding to issue a report.




ARTICLE VII, SECTION 2

leasures to replenish the Pund's hou_ng of scarce currencies.

This sootion deals with measures the Pund mey take whenmever its
holdings of a particular ourremoy besome soarce. It deals specifically
with the of Fund's holdings of the curremey in
question the whioch may arise when a general
scarcity of the ourrency is developing. These general problems are
dealt with under Sectiom 1.

The Pund's resourves will be composed of member currencies and gold,
If its holdings of a particular member curremcy were becoming soarce,

!hl__a-l_-%gnﬂ some of its gold into that curremey. This will
be accompli by selling gold to ths mewber for i%s currency, the member
being required to accept the gold in exshange for its curremoy. Phen

The cther method open to the Pund to replemish its supply of such
& ourrency is to borrow that cuwrremcy. The Pund can borrew from the
member whose curremey is besoming soarce, or, with the approval of that
» from other sources within the jurisdiction of that member or
_elsewhere. WNo member 1s under any obligation whatever to lead its / /
ourrenoy to the Mund or to approve the Fund's borrowing it from other [
souroes. LA {
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ARTICLE VII, SROTION 3

m_gz of the Pund's h&_‘_

If the Pund's holdings of the currency of any member fall so low
that the Pund's ability to supply the demand of other members is sericusly
threatened, the Fund will formally declare such ourrency soaree. The

Fund is not required to have issued in advence a rt under Seetion 1
‘eonceraing a general soareity, mor is it r-ﬁ1m any other kind

of re before it declares & currency socarce. Such & FEport might
_of report

aggravate a developing searcity. After it has declared a curreney soarce, :
m,thMuntnmlmoW*IltMMIWt |
_eurrency searce.

When the Fund declares a currency soarce, it must on its sales
_of that curremey. In doing so it will consider the relative needs of the
various members, MW of the currency ut their ability
to obtain it outside the Pund, the international ecoomomio situation, |
and all other pertinent facts. ;

The Fund's deolaration that a curremoy is scarce operates as an
authorization to the other members to impose temporary limitations on the
{reedon of exchange operations in that curremcy. The members must consult
with the Pund before imposing such limitations. Bach member will have
complete jurisdiction in determining the nature of the limitations but
will be subjeot to a number of rules sppearing in this section and in
Section 4.

A oountry whose currency has become socarce may find that its exports
are restrioted to some extent. This is not a oconsequence of the sotion
of the Pund but of the faot that other countries are short of the soarce
ourrency. Without the Fund, restrictions would probably de far more severe,
for the Fund will protect the member against imposition of unnecessary
restriotiona. A member imposing restriotions cen not go farther thean is
‘mecessary to limit thoe demand for the scarce ourrency to the supply
available. They must also relax and remove such controls as rapidly as

“possible, and the authorisation to impose restrictions will expire as soon

as the Pund declares that the curremcy is no longer scarce. In addition,
the reatrictions will be subject to the provisions of Article IV, Sections 3
and 4, u“ﬁq_qgmhmn“humrm&dn ocause

“fluotuations in rates of exchange.




ARTICLE VII, SECTION 4

Administration of restriotions.

This seotion contains a further limitation on the manmer in which
momber countries ocan restrioct in a secarce curremcy. It
rounhu the interest of the member whose currency has m mm

and requires the country imposing restrictions to give

consideration to any representations wmmmmm
administration of the restrioctions,




ARTICLE VII, SECTION &

Effect of other international agreements on restriotions.

A number of countries have made prior agreements conocerning the
administration of exchange restrictions. In order that restriotions
imposed as a result of a curremcy's beooming searce may be administered
consistently with these Articles of , this on provides / _:
that no country may invoke the provisi of a prior agreement in a
manner which would prevent the operation of the seections relating to f r
soarce currencles.




ARTICLRE VIXII, SECTION 1
Introduction

The purpose of this section is to make it oclear that the general
obligations of members assumed under this Article are not sxelusive.
Many obligations appear in other sections of the Artiocles of Agreement.




ARTICLE VIII, SECTION 2
Avoidance of restriotions on ourrent M

Mombers are prohibited from imposing restrictions on the making eof
payments and transfers for current international transsetions «ithout
the approval of the Fund. Under Article XIX(1) current transactions
include payments due in comnection with foreign trade and other current
business, including services, and normal short-term banking and oredit
facilities; payments due as income from investments; moderate payments

This is one of the most important obligations assumed by countries
scoepting membership in the Pund. The use of restrictive controls on
ons has been one of the principal devices which for
the past two decades have tended to stifle international trade. Their

do much

E
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removal will to facilitate a balanced growth of world trade.
The prohibition against restrictions on means the person
to whom payment is due will be able to oeoll prohibition against

mwmummthﬁm.”mhm:m
payment is due has been paid in a foreign ourremey, he will be able to
convert it into his own curreney. In both cases the prohibition is sgainst
restriotions on transactions expressed in the currenocy of the member
whose national is making the payment as well as in the curremey of the
member whose national is receiving payment.

There are two cases in which this prohibition will mot apply:
(1) If a ourremoy has been declared searce, a member can restrict

(2) lembers availing themselves of the transitional arrangements
under Artiocle XIV may retain restrictions during the post-war transitional
period but they will be subject to the provisions of Article XIV, Bection 4,
with respect to their removal.

In addition to the two exceptions noted above, this section does not
prohibit exchange controls over capital transfers (see the explanation
of Artiole VI, Section §). Accordingly, there may be in some instances,



oontrols over current payments and transfers, and controls over eapital
transfers. The evasion of necessary controls would be in confliet with
the objectives of the Pund and, accordingly, each member undertakes mot
to enforce within its Jurisdiction centracts which involve the currency
of another member and which are contrary to the exshange control regula-
tione of that member, provided that the controls are maintained or imposed
oconsistently with the Articles of Agreement.

This does not mean that one country owes any duty to pelice or enforce
the exchange control regulations of another country. It does mean, however,
that Af suit is brought within the courts of one country invelving a
oontract which viclated the exshange control regulations of another country,
the ocourts of the former will mot enforoe the contract. MNembers may also
Af they desire ocooperate with each other in making their exchange control
regulations more effective provided that the controls and the measures of
cooperation are consistent with the Articles of Agreement.



ARTICLE VIII, SECTION 3

Avoidance of amur; w

¥Menbers are prohibited from engaging in disceriminatory currency
arrangenents and multiple currency practices except with the approval
of the Pund or as authorised during the post-war transitional perioed
under Article XIV. This prohibition is against the govermment of a
member, its treasury, central bank, stabilization fund, and other
similar fiscal agenoles.

Disoriminatory ourrency arrangements and multiple curremey
practices are restrictive trade devioces which have been prevalent for
a number of years. They have been used to gain unfair advastages in
international trade and their net effect has bean to reduce drastically
the total volume of such trade. One of the principal objectives of
the Pund 4168 to rid the world of these visious practices which in the
long run are not for the advantage of any ocountry.

Although these devices are used prineipally for the purpose of
gaining oompetitive advantages, they have sowetimes been used to raise
revenue, resembling inmany respects an additional tariff on imports
oollected at the time the exchange ie sold. Accordingly, some members
will need a reasonable time within which to adjust their fiscal structures
in order that the abolition of such devices will not cause undue hardship.
Such countries must consult with the Pund as to the progressive removal
of these practices and arrangements. If they are maintained or imposed
during the post-war transitional period under Article XIV, thelir removal
will be effected in accordance with section 4 of that Artiele.



ARTICLE VIII, SECTION 4
cmﬂtbmq of fmigald balances

This section requires that each member buy balances of its curremnocy
held by another member if the balances to be bought have been recently
sogquired as a result of current transsotions, or if the conversion of
the balances is needed for the purpose of making payments for current
trangsactions, The purchasing member has the gt_i.on\o_t_‘Ht for its
mnmyht’hoommyotthoqwor gold,

This obligstion to convert balances gives greater assurance that
direot payments and transfers for ourrent imternational transactions
oan be freely sffected. Together with section 2(a) of Article V,
which prohibits restrictions on payments snd transfers for ourrent
international transactions, this section helps member countries to meet
their ourrent payments out of curremt receipts and also by the conversion
of foreign exchange balances scowmlated abroad. This section has the
further benefit of permitting a member holding an accumulated balance
abroad to convert it for the purpose of meeting current payments in a
third country.

A number of safeguards are provided in order that %\nggmn
to convert foreign-held balances will not operate to destroy stability

of exchange rates. These safeguards are:

(1) If a member is having balance of payments difficulties
which lead the Fund to permit it to impose restrictions on curreant
payments and transfers under Article V, Seotion 2, it will not be
obligated to convert the balances so restricted.

(2) If a member's ecomomy is such that it finds it necessary

to oontrol capital transfers, it will not be required to conmvert
balances whose transfer is restricted under such controls. .

(3) 8ince the Fund is not designed to deal with indebtedness
arising out of the war, balances acoumulated abroad prior te the
removal of restrictions maintained or imposed in accordance with
the transitional arrangements (Article XIV, Section 2) are not
subject to the convertibility obligation.

(4) 1If the member that is subject to the convertibility
obligation has exchange regulations whioh have been violated by
the acoumulation of the balance sought to be converted, the
obligation is not applicable.

(5) When the currency of the member seeking conversion of
an ascumulated balance has been declared scarce under Article VII,
Section 3(a), this obligation will not apply since its application
would further aggravate the scarcity of its ocurrency.
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(6) When the member subject to the obligation to convert
balances ocannot use the rescurces of the Pund, the obligs ion
does not apply. Such a ocountry is, however, still obligated not
to impose restrictions on current payments and transfers and to
maintain the par value of its currenmey.




ARTICLE VIII, SECTION 6§
Purnishing of information

In order to operate effectively, the Fund must have acourate and
current informmtion on the balunce of payments position of members.
It will also need similar information on all other aspects of the
economies of members which definitely affect their international
economie position.

Members are therefore obligated under subsection (a) to furmish
the Fund with such information as it deems necessary for its operations.
To avoid uncertainty, the minimum information necessary for the effective
discharge of the Fund's duties is specified in the Agreement. It is
intended that the required infermation should, in gemeral, be made
available to the Pund regularly, since it would be sltogether impractical
for the Pund to prooure information only after a question specifically
involving it bad been raised.

Bubseotion (b) recognises that the Fund should not expect information
of the same fullnoss and acouracy from all meubsrs, sinee the statistioal
services of different countries at present are in a very unsven state of
development. The subsection nlso makes sertain that members will not be
obliged to furnish information in such detail that the affairs of indivie
duals or corporations are disclosed. It provides, however, that information
shall be supplied in as dotailed and acourate a manner as is pracsticable,
and it is clearly contemplated that those sountries whose servioes are
now inadequats will take steps to improve them.

The Fund will be in an ideal position to act as a cemter for the
general sollsotion snd sxchange of information on monetary and financial
problems. Subsection (o) gives the Pund the power to act in this capacity
for the purpose of assisting members in carrying out the purposes of the
FPund, If the Pund desires information for use in meaking studies which will
assist members and the Pund, but which are not esseantial to the operation
of the Pund, it can obtein the data by agreement with members.




ARTICLE VIII, SECTION 6

Consultation between menmbers MEI existing international mﬁ-.

mwnlnmtouoh.wm“ihnmdanou
as that covered by the Pund could not practicably be drafted to avoid
confliot with all aspects of pre-existing economic arrangements between
members. Reoognizing the problem which would exist with regard to exchange
provisions conteined in outstanding agreemeuts, Section 6 stipulates that
thwuuumm-ﬁnnuutmwu&uvtnh
making such mutually acceptable adjustments as may be necessary. This
pmamwmmumormtmw--pumum
United States, which have olauses relating to exshange comtrol. It
m-,m.thﬂmmmmmﬂ“mumuu-
s member of the Pund actually contemplated imposing restrictions in aceord-
ance with the Agreement. Attention to merely theoretical confliots would
MNMM.

The provisions of the section are expressly specified te be without
prejudice to the operation of Article VII, Section 5 (p. 15), which states
that members shall not invoke the obligation of any prior engagements in

such & manner as to prevent the operation of the provisions regarding
soarce ourrenclies.




ARTICLE IX, SECTION 1
Purpose of Artiocle

If an international organisation designod to operate for the mutual
benefit of its entire membership is to fulfill its purposes, it must be
acoorded equal status and opportunity to function in the territories
of all member countries. Its necessary operations cannot be subject to
interference or restrictions by the particular members in whose territories
they take place. :

In the conduct of relations between nations it has long been found
mutual ly advantageous that duly acoredited agents be free from restrictions
by the countries in whioch they are to carry out their duties. Recent
experience has demonstrated that in many respects similar status is neces~
sary to the proper funetioning of international publisc organisations.

The purpose of Article IX is to ensure that the Fund would receive
the requisite freedom and equality of treatment in all cases.




ARTICLE IX, SECTION 2

Status of the Fund

This seotion makes the Pund a legal person in each member country,
with full capacity to carry out its functions, subject, of course, to
any limitations set up elsewhere in the Agreement. The specification
of ocertain partiocularly important aspects of legal personality is not
intended to ¢irowmsoride the general effect of the section.




ARTICLE IX, SECTION 3
Duumity from judislal process

Since the Pund is an internaticnal ageney and would ordinarily deal
only with member coumtries or their fiscal agencies, it is given complete
fimmunity from judioial proocess, except to the extent that it expressly
vaives Lfmmunity. In most oases, it would nmot be desirable that questions
between a member and the Fund be settled in the courts of that member.
Detalled provision for dealing with suoch questions is made in Artiele XVIII
(p. 33) relating to interpretation of the Agresment. However, the power
given the Pund to waive immunity would permit court determinations in
appropriate cases, partiocularly those which might conoceivably arise between
the Pund and private persons over such mattors as, for example, contracts
for supplies or for the leasing of quarters.

The provisions of the section sceord with the ordinary rules of law
in this country respecting agencies of sovereign states.




ARTICLE IX, SBBOCTION 4
Immunity from other action

The property and assets of the Pund, which are held for the bmefit
of all members, oertainly should not be subject to seizure by any member.
This seotion therefore confers complete immunity fror all forms of seisure
not covered by the preceding seetion.




ARTICLE IX, SEQTION 8§
Imsunity of archives

If the FPund is to operate in the interests of all members, its
records and files must be free from interference on the part of any
particular member. BSection § confers the necessary immunity.




ARTICLE IX, SECTION 6
Freedom of assets from restrictions

Dammnity of the Pund's assets from seisure might be of little wvalue
if thelr use in accordance with the Agreement oould be restrioted as,
for example, by exchange comtrols. On the other hand, there is no reason
to prevent the imposition of restrictions on the transfer or other use
of preperty which is not necessary to the operations provided for in the
Agreement. The section accordingly would protect the Fund to the full
extent necessary for its operstions and only to that extent, although 1%
may be presumed, without doubt, that the Pund would not attempt any
transaction except to facilitate operations contemplated by the Agreement.




ARTICLE IX, BRCTION 7
rr:tuhjo for communiocations

An international agency communicating frequently with its members
could not operate properly unless its official communications were as
free from interference as those of the member countries themselves.
This section ascords to the Pund the freedom of communication whieh is
oustomarily accorded representatives of foreign govermments with
diplomatic status.



ARTICLE IX, BECTION 8

mug and Ei.u.lg‘n of cfficers and m

¥While the main operstions of the Fund would perforee be conducted
in relatively few member countries, the Fund would be enjoined by
Article XXX, Seotion 4, to recruit its personnel on as wide a geographical
basis as possible, subject to the paramount importance of sesuring the
highest standards of efficiency and technical competence. The Fund

Section 8 is intended to make certain that the Fund's officers and
employees should be accorded the immunities appropriate to the needs
of the Pund, except with respect to taxation, which by
Seotion 9 of this Article. It should be noted that
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The prineiple that the Fund must be free from undus restriction or
memmmmnmnouotm:.
assets
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that the FPund must necessarily operate in the territories of some member
or members, are not a proper basis of taxation. Subsection (¢) provides
safoguards in this field while fully preserving the rights of members to
levy ordinary taxes on obligations of the Fund held by its own nationals.
It should be noted, however, that in precilice the provisions of thie
subssotion will apply infrequently since the enly occasion of the Fund

to inour obligations, other than contracts for supplies and other operating
itens, 18 in replenishing its supply of scarce cwrrensy under Article VII,
Bection 8 (po 1‘)c




ARTICLE IX, SBCTION 10
Application of Article

In some countries the provisions of Article IX might automatically
become operative upon acceytance of membership. Under the oconstitutions
of other countries it might, however, be necessary or convenient to
enaoct legislation for the effectuation of the Article. This section
makes olear that countries of the latter sort which become members are

obliged to adopt the appropriate legislation.




ARTICLE X
Relations with Other International Organisations

The Agreement relating to the Fund is one of the first doouments
intended to sot up a permanent international organisation which has

To the extent that cooperation could be achieved within the
framework of the Agreement, it might be carried out simply by act of
the Pund. If, however, the desirable methods were not permissible
under the Agreement, they ocould be put into effect only through an

adopted pursuant to Article XVII (p. 32). Thus, while the
need for cooperation is definitely recognised, all countries may join
the Pund with the assurance that its structure will not be changed
by virtue of arrangements with other inmternationsl agencies without
the mpproval of the general body of members.




ARTICLE XI, SECTION 1

Undertakings re ing relations with non-member countries

Since at the outset membership in the Fund would be confined to the
sountries specified in Schedule A (p. 42), it is necessary to provide
standarde for relationships between members and non-members in the field
covered by the Agreement. The purposes of the agreement might otherwise
be prejudiced through transactions with non-members or with persons in
their territories.

The aime of Article VI (p. 12) relating to capital transfers might,
for instance, be frustrated indirectly by transfers to non-member countries.
Again, deprociation of the curremoy of a member in terms of the owurrenoy
of & non-member, might result in de fueto depresiation and undermine the
provision for exchange stability which members have sccepted as the polioy
of the Fund., 4

Subdiviedons (1) and (i1) would definitely bind member countries and
their fisoal agencies from acting with respect to non-members and their
nationals in & manner contrary to the provisions of the Agreement or the
purposes of the Pund. Under subdivision (1ii), members would also be obliged
_to_geoperate with the Fund with s view to pre ng_transsctions by private
persons in thelr territories that might be deleterious to the Fund. These
requirements would have no direct application to countries, such as the
United States, which have strong ourrencies and have consistently avolded
practices not in accord with the Agreement.




ARTICLE XI, SECTION 2
Restrictions on transactions with non-member countries

, Just as the interests of the Fund and its membership as a whole
neocessitate the provisions of Seotiomn 1 of this Article, so the protection
_of individual members requires that they be free to defend themselves

through exchange restrictions against wnfair practices by m—unbo_r

countries, Section 2 makes it olear t ors this power, but
its exercise must mot be prejudicial to members or comtrary |

to the purposes of the Fund.

exports, the member might im turn block the funds of the non-member and

its nationals as a preliminary step toward bringing about some reasonable f
arrangement for settlement of mutual obligations, subject, of course, to | |
the conditions mentioned above.

1f, for exsmple, & non-member had blocked the proceeds of a member's / ..
[



ARTICLE XII, SECTION 1
Btructure of the Pund

Translated inte terms familiar in American corporate organization;

(1) The Board of Governors is equivelent to stockholders.
It will meet lafrequently and will be responsible for some of the
major decisions and for the selection of the Executive Directors.

(2) The Exwoutive Directors are equivalent to a board of
directors and will make the policy determinations necessary in the
operation of the Pund. They will always be available when guestions
arise.

(3) The Managing Director is equivalent to & presideat or general

nanager, who will carry on the business of the Pund under the super-
vision of the Executive Directors.

(¢) The staff is equivalent to general employees.




ARTIOLE XII, SECTION 2
Board of Governors

All the powers conferred upon the Fund by the Articles of Agreement
are vested in the Board of Governors. This is the governing body in
which emch member is represented. Governors are expected to express the
views of their countries and, accordingly, they alone may exercise those
powers with respect to whieh all countries will be likely %e wish their
views expressed. BSubsection (g) suthorises the Doard to adopt rules and
regulations necessary or appropriate to conduct the business of the
Fund. Through the exercise of this authority, the Board can lay down
general rules to gulde the motion of the Ixeoutive Directors.

Since Governors represont the members, they will not be paid by the
Fund but by the countries appointing them. They will serve at the
pleasure of the countries appointing them and thus each member oan be
certain that its views will be presented to the Fund.

The board is not required to meet more than onoe ouch year but any
five members can require that the Doard meet. Nembers having one-fourth
of the votes may also insist upon & meeting. This meuns, for instance,
that the United States alone can call & meeting.




ARTIOLE XII, SBECTION 3
Executive Directors

£

The Exeoutive Directors will be responasible for
operations. They will always be available for
so that decisions oan be made at any time by a body of
and representing the members. Each Director will be
an dternate who will have full power to act for
The alternate will be appointed by the Director
in whom the Director has full confidence and the wor
together. The Board of Governors will determine powers may be
exercised by the Executive Directors but the pattern of the management
provisions assumes that the Executive Directors will actually exercise all
of the powors except those which are specified as being exeroisable only
by the Board of Governors.

Although Directors will be appointed and elected by the member countries,
and will vote in accordance with the voting strength of the member countries,
they would owe their primary duty to the Fund as a whole. Their salaries
will be paid by the Fund and they will, in effect, be servants of the Fumnd.

The five countries with the largest quotas will always be entitled
to appoint Executive Directors. Those countries are the United States,
United Xingdom, the U.8.5.R., China, and France. In addition, there will
be seven olected directors. 7Two directors will be elected by the imerican
Republios, other than the United States, in a sepurate election. The other
five will be elected by the remaining members in a separate election.

Fund's general
of the Pund
lected by
tled to appoint
director.

he will be a man
effectively

i

£

The appointment and eleotion provisions are designed tc make the
Directors representative of all the members. Each Director appointed by
one of the large countries will have the voting power of that eountry.
The provisions governing the eleotion of Directors are framed in such
& way that it will be possible to determins acourately the countries
responsible for the election of sach of the Directors and sach Piresctor
will have the voting power of the countries responsible for his election.
Thus the total voting power of the Exevutive Directors will be exaotly
the same as the total voting power of the Govermors, but instead of having
44 men oast the votes, they will be cast by 12 to 14 men. The election
provisions appear in Sohedule C and work as follows;

A. Rleoction of two Directors by the American Republios;

The Governors representing the American Republies, other
than those having appointive directors, would elect two directors
by the method of proportional representation, each Governor sasting
all of the votes assigned to hiszs country for one candidate who may
or may not be a Covernor.




B. Election of the other five directors;

The Governors representing countries that de not have
appointive directors and are not American Republies would
eleot five directors by the method of proportional reprecenta-
tion, each Governor sasting all of the vetes assirned to his
country for one candidate who may or may not be a Governor.

A new group of Executive Directors will be appointed and elected

every two years. It is possidle that sometimes the musber will be
inoreased from 12 to either 13 or 14, in order that the two countries
whose ourrency subscriptions have been in the grestest demand will be
represented separately. Subseotion (o) which makes this possidle,
works in this way,

(a) Waen the first body of Executive Directors is
eleoted, this provision will not operate because all of
the countries' currencies will be held by the Fund in the
amounts in which their subseriptions were paid. At other
times when new Executive Directors are eleoted, the two |
countries whose currencios have been used in the largest |
sbsolute amounts will be entitled to appoint Directors,
This does not mean the countries whose currencies hnhun
used in the largest amounts relative to their quotas, but
those whose ourrencies have been used in the largest amounts
in terus of gold or United States dollers. In determining
the smount of emch currency that has been used, tn-uuy !
balances over the preceding two years will be averaged.
If both of the countries so determined are included m
the five largest countries, and thereby are entitled to
eppoint Directors, this sdditional provision will not operate.
If one of such countries is among the five largest but the
other is not, then the latter will be entitled to appoint a
Direotor.

(b) Assume that in terms of United States Collars, the
Fund has used the ourrencies of the following countries in the
amounte shown below:

United States $150, 000,000
Canada $100, 000, 000
Brasil § 50,000,000
Delgium $ 130,000,000

Norway § 6,000,000




(e) In the example above the United States has an
sppointive director, but Canada does not, so that Canada would
appoint a Director and the total number would be to
thirteen. As a result, however, Canada would not be entitled
to participate in the election of Directors. The
appointed by Canade would have the voting power of the Canadian
Governor and the total voting power of the elested directors
would be reduced acoordingly. Thus the voting power of the
Exeoutive Directors would b%e unchanged. It would merely be
distributed among thirteen instead of twelve Directors.

Thie provision assures that the two countries whose currencies in ’
the greatest demand will always be represented and be able to » &
their viewa. In many cases they will be able to convince the other =~
Directors that their point of view is correct

%
i

representative to nttnlnutim at whioh there are considered requests made
by it or matters partiocularly affecting it. Such a representative will

be permitted to participate in the discussion but he will not participate

in any votes that may be taken.




ARTICLE XII, SECTION 4
_Ep_ninmmrmm

The Managing Director will conduct the transactions of the Fund
and handle its normal day %o day business. He will be responsible for
the work of the staff of the Fund and will appoint and dismiss members
of the staff. In all his work he will be subjeot to the supervision
and control of the Executive Directors who will seleot him. JHe can
not be either a Governor or an Exeoutive Director eo that there will
be no danger of his expressing the point of view of one country, or
one group of countries.

In addition to his operating duties, the Managing Directer will
be chairman of the Exscutive Directors. Ian this way he will be &
definite link between the actual operation of the Pund and the body
primarily responsible for managing the Pund. When decisions are made
by the Exeoutive Directors, the Managing Director will not be permitted
to vote unless there is a tie vote, in which case he may decide the
issue. The Managing Director may also participate in meetings of the
Board of Governors but he may not vote at any such meeting.

The Managing Director and all other members of the staff are em-
ployees of the FPund and owe their duty entirely to the Fund. They are
not to represent the interests of any country, and the members are re-
quired to refrain from attempting to influence them in the discharge
of their funotions.

The Managing Director is required to pay due regard to the geo-
graphical areas from which he seleots & staff, However, his primary
objective must be to secure men of the highest standards of efficlency

and technical competence.




ARTICLE XII, S5CTION §
Joting

It was recognized in the Artioles of Agreement that the Pund's
operations would generally not be based on technical voting. A real-
istio position was taken, however, that omses will arise where votez will
have to be oounted. In devising a wvoting system, the provisions governing
voting in Anternational organisations wore oonsidered. In such organisza-
tions, the principle is to give each country one vote and this prineiple
is not disearded. Esch country which belongs to the Fund will have a
basic vote equal to the basie vote of other countries. But in the onse
of the Pund, a further faotor must be given proper weight -- the sconomie
importance of the members as measured by thelr quotas. Accordingly, eash
member has additional votes in proportion to the sige of its quota. In
this way the politicel and economio significance of the countries are
given effect in the voting that may have to take place.

Voting is closely related o the quotes but is not exactly equivaleat
to quotas. Some weight has been given to the politicel significance of
nembership by providing all mesbers with 200 votes regardless of their
quotas. There will be a total of 99,000 votes for the 44 countries
represented at the conference, of which 11,000 or one-ainth will be
divided equally among the countries and 88,000, or eightainths, will be
divided in direct proportion to the relative size of the quotas -- one
vote being given to each nountry for the equivalent of sach 100,000 U.8.
dollars of its quota. Thus, if a'l countries join the Pund, the United
States, with a quota of §2,750,000,000, will have 27,750 votes, or about
2874 of the total (the percemtage would be greater Af some countries did
not join the Fund); the United Xingdom, with a quota of §l,300,000,000,
will have 13,280 votes, or sbout 13% of the total; and the U.5.8.R., with

& quota of $1,200,000,000, will have 12,2850 votes, or about 12% of the
totel. The British Commonwealth will have 25,700 votes, or mot quite 284
of the total, which i1s less than the voting pewer of the United States.

Excapt when a vots is taken under a seotion of the Articles of Agree-
ment, which providea otherwise, all decisions of the Pund will be by a
majority of the votes cast. A schedule of relative voting strength is
attached which showe the votes of each cowuntry and its percantege of the
total wotea. The prinoiple of majority rule governs votes taken by the
Board of Oovarnors and also votes taken by the Exocutive Directors. The
minimun number of votes that ocan ever deecide an issue is a matority of the




votes of a quorum. On the Board of Governors a quorum must gonsist of
at least two-thirds of the total voting power, or at least 66,000 votes,
80 that the smallest majority possible in that body is elightly over
33,000, A quorum for the Executive Diregtors must be not less than one-
half of the voting power, or 49,800 votes, so that the smallest possidble
majority in that body is 24,761 votes

There are two situations in which a wote either of the Exeocutive
Directors or the Board of Governors may be particularly affeoted by the
position of the member countries with respect to the Fund. They are:

(1) votes taken on whether the conditions on which foreign exchange will
be sold to a member should be walved; (2) votes taken on whether a member
should be suspended from further use of the resources of the Fund because
it has not been using them in a mamner consistent with the purposes of
the Fund. In these cases the relative position of countries with respect
to use of the Fund's resources is recognised as inoreasing or decreasing
their interest. Thus, the votes of countries whose currencies have been
used are inoreased, and those of countries which have made net use of the |
Fund's resources are decreased. One vote will be added for the equivalent
of each $400,000 of net sales of & country's ourrency and one vote will
be subtracted for the equivalent of each $400,000 of a country's net
purchases of the currencies of other countries. This means;

(1) Net sales of a country's ourrency inoclude sales of currency
subsoribed and sales of currency obtained by the Fund in exchange for
gold to the amount subeori bed by that country, but do not include sales
of currenoy acquired by the Fund in exchange for other gold, or sales of
currency borrowed by the Fund. Sales of gold other than that subsoribed by
the partioular member are excluded because the country gets full value for
its curremoy when it receives the gold and does not involve any financial
investment in the Fund. Similarly, borrowed ourremcy is exoluded because
thtomunﬁorﬂlohﬂnhnuﬂoﬂnﬂnmmmhnm
tion in the form of interest, ete.

(2) Net purchases by a country of the currencies of other countries
means the additional holdings of the Fund of the ourrency of the purchasing
member which were acquired by the Fund in return for the currency of other
members. It does not include currency subsoribed, currency acquired in
exchange for gold, or owrrency borrowed by the Fund with the permission of
the member. Purchases of a country's ocurrency are to be measured net,

80 that if a country has made purchases of $100,000,000 but if other
countries have purchased or it has itself repurchased $50,000,000 of its
own ourrency with its monetary reserves, only the $50,000,000 increase in
the holdings of the Fund will be considered net purchases.
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(3) In no case can the net purchases or net sales be deemed to
exoeed the guota of the country. Accordingly, the maximum increase in the
votes of a country will be 25% of the votes assigned to it on the basis
of its quota, sand the maximum reduction of a country's votes will be 25%
of the votes assigned to it because of its quota.

(4) Por example, assume that Country A has a quota of §800,000,000
and that it paid its quota $600,000,000 in currency snd §200,000,000 in
gold, When a vote to which this provision applies is about to take place,
the Fund holds only $200,000,000 in A's curremcy. The Fund has not pur-
chased curremcy from A for gold, mor has it borrowed A's currency. Under
this provision Country A will be entitled to an additional vote for each
$400,000 by which ita original currency subscription has been reduced.

In this ocase it would be an additional 1,000 votes. If the Pund had also
used Country A's gold subseription of $200,000,000 to purchase A's ourreney,
then Country A would get a further 500 votes, or & total of 1,800 additional
votes.

Decreases in voting would work this way: Assume that Country B alse
has & quota of $800,000,000 and that it paid its quota the same way -~
$600,000,000 in currency and $200,000,000 in gold. When the vote takes
place, the Pund holds $1,000,000,000 of B's currency. The Fund has never
aoquired B's ourremcy for gold or borrowed B's ourremcy. Country B will
lose one vote for each $400,000 of its curremcy held by the Fund in excess
of $600,000,000, or 1,000 votes.




ARTICLE XII, BECTION 6
Distribution of net income

The Fund is not an institution designed to make profits. It will,
however, derive inoome from charges on exchange transactions, handling
charges on gold transactions, and deterrent ocharges against ourrency balances
under Artiele V, Seotion 8(e). Out of these funds it will have to pay its
administrative expenses and it is only the amount in excess of sush expenses
that will be available for distribution.

At different times the considerations involved in determining the wmount
of income to be kept in reserve and the amount to be distributed will vary.
Accordingly, there is no fixed distribution of income and the Board of
Governors can adjust the proportions to the situation existing at the end of

each year.

Whenever the Board deocides to distribute net income it must do so on
the following prineiples;

1. A two percent payment to members on the amount of their ocurrency
used by the Fund during the year, provided the amount used has reduced the
Fund's average holdings of thelr currency below 76 percent of their quotas.

2. Any further distribution will be divided among all member countries
in proportion to their quotas.

5. Bach country will be paid in its own cwrrency.

The prior olaim of two peroent payment on ourrency used by the Fund
is intended to compensate members for any costs they have inocurred in
finaneing the loeal currency subsoription to the Pund where suoh subscriptions
have actually been put %o use. This provision applies only to the use of
ourrency which has the effect of reduscing the Pund's holdings of the ourrensy
below 76 percent of the quota. It should be noted that throughout the agree-
ment it is assumed that the most appropriate division of the Pund's assets
is in the form of 25 percent gold and 75 percent of each currency. Uatil the
Fund's holdings of a ocurrency fall below 76 percent of the quota, the Fund
has not made use of the subsoription of that country to an extent jJusti fying
compensation to the member.

Any further distribution of the Fund's net inocome in a given year
would be divided among member countries in proportion to their quotas,
refleoting the fact that all countries are in effect stockholders in the
Fund .




ARTICLE XII, SECTION 7
Publication of reports

The Fund may publish any reports that it feels will be helpful
in carrying out ite purposes. It is required te publish two types
of reports in order that its business will be conducted openly and
all countries will have accurate knowledge of its operations and
position.

(1) Tt must pudlish smmually sn audited statement of
its socounts.

(2) It must publish s guarterly statement showing:

(a) 1Its total purchases and total sales of
each cuwrrency.

(b) Its total purchases and total sales of
gold.

(e) Tts holdings of each curremey.
(¢) Its holdings of gold.




ARTICLE XIX, SRCTION §
Communication of Views to liembers

One of the important funotlons of the Pund will be %o study economie
trends which influence the balance of payments position of member
countries and to assist member countries in preventing serious disequilibria
from developing. Whenover the FPund believes that the course of action of
s partioular member is of eancern to the cther members or involves the
rights or obligations of the partiocular member under the Fund .
it may communicate to such member s report setting forth ite views with
respect to the member's course of sction. BSuch reports can be extremecly
useful in the sound development of an expanded world trade.

To implement the informal commumiestion of its views, the Fund may
publish reports whiech it has mede to individusl members. The publicatiom
of reports will influence popular opinion and in this way eall attention
to the need for broader policies which would be in harmony with the
purposes of the Fund and in the interest of all countries. No conditions
are imposed on the Fund's right to make informal reporte, but the following
eonditions spply to publication of any reports made to members:

(1) Two-thirde of the total voting power must
favor publication.

(2) The report must relate to monstary or econcmic
conditions and developments which directly tend
to produce a serious disequilibrium in the inter-
national balance of payments of members.

(3) If a member to whom the report was made is not
entitled to appeint an Executive Pirector, it shall
be entitled to send a representative to attend any
meeting of the Exeoutive Directors at which the

publication of the repert is to be discussed or
voted upon.

(4) A published report may not involve changes in the
fundamental strueture of the economie organisation
of member countries.




ARTICLE XIII, SECTION 1

Location of Offices

The Pund's prineipal office will be lovated in the United
Statea. Agonmcles or branch coffices may be set up within any other
oountry that is a member of the Pund.
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ANTICLE XIII, BECTION 2
gzmttoﬁn

The ocurrensy of each member will be held in a depository
located in that coumtry. I{ a member has & contral bank, it must
designate the central bank as the Pund's depository. If it does
not have a eentral bank, them it must designate some other institu-
tion which will he the depository Af it is mcoeptable %o the Pund.

The Pund's gold will be held in the depositories designated
by the five sountries having the largest quotas, i.e., United States,
United Kingdom, U.5.8.R., China and France. The Fund may alsc seleet
other designated depositories to hold gold.

When the Fund is initially established, at least one-half of its
gold will be held in a depository in the United States. An additional
40X of its gold will be held in the depositories inm the United Xingdom,
the U.8.5.R., China and Frange. The Fund may at any tine transfer
gold from one depository to another but in so doing it must pay due
regard to the cost involved in shipping gold and the likelihood of its
being needed in the plsoce to which the Fund considers moving it.
These considerations will not be inwvolved if at any time an emergency
arises which leads the Executive Directors to belieove that the gold
will not be safe in the place in which it is deposited. Under such
ol reumstances the Executive Directors may transfer it to any place
where 4% can be protected.




ARTIOLE XIII, SECTION $
Guardntee of the Fund's Assets

The depositories in which the Pund holda its assets, both
currency and gold, will be oentral banks and poseibly-other
private institutions in ocountries which do not have cemtral banks.
Aocordingly, the Goverament of each member country guarantees the
Pund against any loss which may result from any fui lure or default
on the part of the depository which it has designated.




ARTICLE XIV, SEOTION 1
Introduction

It was pointed out in the explamation of Article V, Section 3
that members oan use the Jund's resources only for the purpose of making
payments for gurrent international transastions which are consistent
with all the provisions of the Articles of Agreement. The Fund is not
intended to meet emergenocy needs whioh will arise in the immediate
post-war transitional peried. It can 10t provide facilities for relief
and reconstrustion or deal with internaticnal indebtedness arising out
of the war. Problems of this nature will be dealt with on a government
to govermment basis or by other international organizations such as
UNRRA and the International Bank for Reconstruection and Development.




ARTICLE XIV, SEBCTION 2
Restrictions

Although all countries represented at the conference desire to remove
exchange restrictions and to develop post-war trade free from exshange
controls, some of them have been so devastated by the war and by sotual
enemy occupation that they will be unable to take this step immediately
upon the cessation of hostilities. They require time within whioh %o
restore their productive facilities and put their own houses in order.

This is recognized in the Agreement which permits the continuation
of exchange oontrols during the period of post-war transition with the provise
that such restrictive measures will be withdrewn as soon as possible.
Members electing to avail themselves of transitional arrangements provided
for in Article XIV may, during the post-war transitional period, maintain
and adapt to changing circumstances restrictions which they have imposed
on payments for current international transactions. Countries which have
been ococoupled by the enemy may, if necessary, introduce new exchange
controls.

There are three important limitations on the right of members te
continue exchange control:

(1) In their foreign exchange policies they must have continuous
regard to the purposes of the Fund;

(2) They must, as soon as conditions permit, take all possible
measures %0 develop commercial and finaneial arrangements with other
members whioh will facilitate international payments and the maintenance
of exchange stability; :

(3) They must withdraw exchange restriotions as soon as they are
satisfied that without such restriotions they can settle their balance
of payments without unduly emcumbering their access to the resources of
the Fund.

This section provides those members who must make serious adjustments

in the early post-war period an opportunity to do so and it also protects
the resources of the Pund from exocessive use by those countries which

will have balance of payments diffioulties as a result of devastation or
enemy ocoupation.




ARTICLE XIV, SECTION 3
Notification to the Fund

In order to avail itself of the transitional arrangements a
must notify the Fund, before it becomes eligible to purchase

member
mmwm.&-tuummhmuo»nn-
tions of Article VIII, Sections 2, 5 and 4. These obligations are;

(1) Not to impose restrioctions on the making of payments
or transfers for current international transactions.

(2) To avoid disoriminatory currency arrangements and multiple
gurrency practices; and

(3) To buy balances of its ocurrency arising out of ourrent
transactions, and balances held by anothor member that needs
to convert them in order to make payments for current
transactions.

All other obligations set forth in the Articles of Agreement must
be observed by member countries during the transitional perioed. BEach
member availing itself of the transitional arrangements must notify
the Fund as soon as it is prepared to accept the obligations from which
it is relieved during the transitional period.




ARTICLE XIV, SECTION 4
Action of the Pund lohﬁg‘__to Restrietions

Although the question of whether a particular country should avail
itself of the transitional arrangements is a matter for that country to
determine alone, the question of when the full obligations of membership
should be assumed is the joint responsibility of the Pund and of the
oountry,

At any time and not later than three years after the beginning of
operations, the Fund must issue a report on restriotions maintained by
mombers under the transitional arrangements. For each subsequent year
the Pund must issue an additional report until all of the restrictions
have been removed.

Five years after operations begin, each country still retalning
restriotions under the transitional arrangements must consult with the
Fund as to whether they should be retained any longer.

At any time the Fund may make a representation to & member that
eonditions are faverable for the withdrawal of a particular restrioction
or for the general abandomment of all restriotions that are still maintained
under the transitional arrangements. Alfter such a representation has been
made, the member will have a suitable time within which to make a reply.
If the Fund finds that the member persists in maintaining wmecessary
restrictions, it may declare the member ineligible to use the resources
of the Pund.




ARTICLE XIV, RECTION 5

Nature of Transitional Periocd

In its relations with member countries, the Fund will give
recognition to the fact that the post-war transitional period will
be one of change and adjustment, and in making decisions on requests
ocoasioned by the need for such changes and adjustments, it will
give the member the benefit of any reasonable doubt.



ARTICLE XV, SECTION 1 -
M.rmuum

A member country has the right to withdraw Orom the Pund at
any time. It need merely serve notice on the Fund and its withdrawal
is immediately and completely effective. All of its obligations under
the Articles of Agreement cease to be binding and 1t is free to act
in exchange matters in any way that it sees fit. No breach of inter-
national lew or good faith is involved in such sction and the enly
duty that romains is to settle scocounts with the Pund.

The right to withdraw is & fundamental prinoiple of the entire
congept of the International Monmetary Fund. It is striking evidence
that soccepting membership in the Pund is a voluntary set which will
bind countries only eo long as they wish to be bound. The sentire structure
of the plan is based upon the premise that nations will agree e give
up oertain rights only if they are bonefitted by what they receive as
consideration for piving up the rights. Stated briefly, a sountry
joining the Pund gives up its right to change the exchange wvalue of ite
ourrency at will and the right to engage in discrimimatory exchange
practices. In retwn it receives benefits of two kinds -- first, those
resulting from similar self-denial on the part of other nations and
second, those derived from the ability to purchase foreign exchange from
the Pund. No country would be willing to substitute cooperative
measures to solve its exchange problems for competitive measures unless
it kmew that all, or mearly all, other countries would do likewise.

In addition, a government that is aoting in good faith will not enter
into a commitment 4f 1%t is in doubt sbout its ability to abide by its
obligation. In the case of the Fund this problem is alleviated to a
oconsiderable extent by the provision that the Pund will sell foreign
exchange to members in limited amounts axd under adequate safsguards
in time of need. The availability of this help in meeting an adverse
balance of payments will make it possible for countries to maintain
exohange stability without resort to extreme measures destruoctive of
national or international prosperity. In erder, however, that all
governments may feel free to undertake the duties attached to menbership,
they are given a free right to withdraw completely at any time.

The right to withdraw is important from the point of view of all
countries. An interaational institution of this type iz o new type of
cooperative device and all nations want to procsed cautiously. But this
right is partiocularly important tc the United States. The willingness
of America to participate extemsively in internatiomal affeirs and aceept
fully its international responsibilities is a relatively recent develop-
ment, We must test the ground to see Lif it is firm and not cut off our
ability to retreat. Moreover, our fimnancial stake in this enterprise is
the greatest. If, in spite of all the safeguards provided elsewhere in




the Articles of Agreement, we should decide at some future date that
the best interests of the United States are not furthered by membership
in the Pund, we would want to out their ties with 1%. We will always
have the ripght to do this and to do it without in any way viclating auny
legal or moral obligation %o the Pund or o the other member countries.

Although the right to withdraw is absclute, there are & mumber of
faotors which will induce countries to remain members of the Fund.
withdrawal will mean that they can mo longer look to the Fund for
ass!stance during periods of exchange diffioulty and that they cammot
be certain that the other members will mot resort to disoriminatory
currency practices with respect to trade with them. MNoreover, a country
that withdraws from the Fund will automatically cease to be & member
of the International Bank for Reconstruotion and Development unless,
within three months, members of the Bank having three-fourths of the
voting power agreed to allow it %o remain a member. This would cause
1t to lose the Bank's assistance in obtaining long-term foreign exchange
loans.



ARTICLE XV, SEOTION 2
M withdrawal

Since the Pund will be ocomposed of many ocountries it must have
power to protect ite resources for the benefit of all members. If one
ecountry fel 1s to live up to its obligations, the Fund has the right %o
declare it ineligible to use the resources of the Pund. m_m oon-
ferred upon the Pund by this seotion is extensive.

ision of builnrmtil
‘Pund sots the country invelved must be informed of the nature of the alleged
violation and fiven an opportunity to explain its behavior through a repre-
mtﬂiwwhutﬁu

mumww-uma-mc.um&-
uumuuu par value of & member's currenmcy in spite of the
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eligible to draw further on the resources of the Pund. mudm
is reversed beoause the violation is extremely serious and there is no
debatable question of faot present. aomumn value of a
currency 18 &slly ascertainable and it is impossible to imagine a case
in which there would be any dispute as to whether or not a change had been
made. Consequently, the member involved does not need the of a
hearing in advance. It will have had an opportunity to argue its case at
the time it proposed the change.

There is also a Mum.wuw&.tmﬂul.
mnqplmumouhnnu-tryuuthmnnmupﬂnﬂr
If the Fund believes that a country is not observing the purposes of the
Fund in purchasing foreign exchange, it is essential that immediate action
be taken in order to protect the other countries. & ion, how-

m’?ﬂ may be room for di to charges

and the member muﬁummum Article V,
Section 5, meets Dot ‘The Pund ocan limit the country's use of its
resources imediately, but present a report and give the country time
to reply before it is declared ineligible. 0

2

i The problem of & country using the FPund's resources to finance &
_flight of capital is also Sreated separately in Article VI, Seotion 1.
“In such a oase the appropriate action of the Pumd is mot to.cut off the

_eountry's access to the resources immediately or to become invelved in a
dispute which may lead to a continued flight financed through the Fund,
but to request the members involved to take action to correct
the situstion. This is the simplest and most effective appromch because
Af there has been such a flight it will be stopped and if there has not,
then the measures adopted by the member will not have caused any serious
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diffioulties. The country can, in most cases, prevent capital flights
with simple administrative machinery.

Fhen a country persists in the violation of an obligation, it can
be required to withdraw. This penalty can be imposed irrespective of
whether the country has previously been declared ineligible to use the
rosources of the Pund. In view of the serious nature of the sanotion,
however, it may be used only when & country has given proof that it
consoiously and purposely viclated the Agreement. The sanction may
be applied for any violation and will be a particularly effective power
for the Fund to have if it objeots to a proposed change in the par value
of a member and the member makes the change in spite of the objeotion.
This is the reason for the reference to Article IV, Section 6.

f

A further protection of the rights of members is provided by the
requirement that withdrawal oan be compelled only if the decision is
made by & majority of the countries having a majority of the votes.

In other words, there is added to the normal voting majority necessary,
a majority of the member countries. There is a politioal problem of
oconsiderable magnitude involved in ejecting a member and with respect
to this aspect of the elause all countries should have an equal voloe.




ARTICLE XV, SBCTION 3
Settlement of scoounts with members wlthlr-u‘

Although withdrawal takes effect immediately, & withdrawing member
renains obligated to settle its accounts with the Pund. The Fund will
osase engaging in transactions in the ocurrency of a member that has with-
drawn, except those transactions necessary to settle ascounts.

To facilitate a prompt settlement suitable to the Fund and the with-
drawing country, it is provided that all accounts shall be settled with
reasonable dispateh by agresment between them. If an agreement is not
reached promptly, the provisions of Schedule D become the basis of settle-
ment. Paregraphs 1, 2 and § of Schedule D will govern settlement of
aocounts with a country whose currenoy is held by the FPund in an amount
insufficient to pay the balance due to the country. Paragraphs 4, 6 and 8
will govern the settlement if the Fund holds its curremcy in an amount
in excess of that needed to pay the balance due to the country. -

Paragraph 7 relates to both situations and provides that if the
Fund goes into liquidation within six months of a country's withdrawal,
acoounts will be settled in sccordance with the provisions governing
liquidation - Article XVI, Section 2 and Sohedule E. This provision is
designed to take care of the problem that might be oreated if one or more
of the larger countries withdraw. Settling balances with them might put
such a strain on the Pund that liquidation would be necessary, and to
assure all countries falr treatment, the provisions goveraing liquidation
would apply to the withdrawing member and other members.

The prinecipal objective of paragraphs one through six is to settle
acocounts in such a way that severe strains on the resources of the Fund
and the withdrawing country can be avoided.

If the Fund owes to the withdrawing country a larger amount than the
ocurrency of that country held by the Pund, the resources of the Fund might
be overtaxed if immediate payment were required. If payment ocsn be apread
over a period of years, the Fund will be able to meet its obligation
without seriously impairing its continued funotioning. On the other hand,
if the Pund holds wmore of a withdrawing country's currency than is
necessary to settle accounts, it can be adequately protected only if excess
holdings are taken off its hands in such a way that it obtains the full
value of the ourrency. A withdrawing country may not, however, be in a
position to redeem this curremey in gold immediately wpon withdrawal and

acoordingly paragraphs 4, 5 and 6 provide for the redemption of the
surrency over a reasonable period of time.




The following is an explanstion of the pronlml specified in
paragraphs 1 through 6

(1) The Pund's obligations to lﬂmmtimlﬂ of the
full amount of its quota plus any currency borrowed by the Fund from that
country. This the Pund must repay but it will deduct any amount due to
it for charges, curremcy due as a result of & change in par value, ete.

(2) If a net balance is due from the Pund to the country, it must
be paid in the counbry's ourrency, and i{ the curremey is not suffiocient,
the remsinder must be paid in gold or in a manner to be agreed between
the country and the Pund, If agresment on this poiut is not reached
within six months, the currency which the Fund does hold will be paid
immediately and the remaining -n-t,wznummqmmr-mu
installmonts over the next five years. Installments will be paid in the
currency of the withdrawing country, orlrmmuunhhtumm
that ourrenoy, then it will pay in gold.

(3) If the Pund fails to meke any payment on the date it is due,
the country entitled to payment may insist that the Fund pay it the amount
due in any curremoy held by the Fund. The only exception is that such a
country may not demand & currenoy whioh has been declared scarpe (this
eould not be the currency of the withdrawing country) under Artiocle VII,
Seotion 3.

(4) "hen the Pund holds an excess of the ourrency of a withdrawing
country and agreement on the method of settling acocounts is not reached
within six months, the withdrawing country will be obligated to redeem
the excess currency in gold on the basis of the par value for its ourrency
on the date of withdrawal. The country may at its option redeem the excess
in the ourrencies of members whose currencies at the time of redemption
are oconvertible in accordance with the provisions of Artiocle VIII, Section 4.
The '‘ame time is given to the withdruwing country to redeem its currency as
is given to the FPund to pay a deficiency. Redemption will be made in ten
equal installments over a five-year pericd.. When, however, the Pund aoguires
additional curremey over a half-yearly period, the amowit acquired must aleo
be redeemod at the end of the half-yearly period. In the event that the
country fal ls to meet this obligation, the Pund is authorised to dispose of
the excese currenoy which should have been redeemed. It oan dispose of the
ourrency in sny market but it must do so in an orderly manner sc that serious
injury to the axchange value of the currenoy will be avoided.




(6) If the Pund sells excess currency holdings because the withdrawing
country failed to redeem it or if the Fund sells such holdings because
another member country needed the curremoy, two protective devices are
needed and paragraph 6 supplies both of them. Pirst, it 1s necessary to
assure the purchaser of the currenmoy against the possibility of the ourremey
being blocked or otherwise restricted. Accordingly, eash country agrees
when it accepts membership that if it withdraws, execoss balances of its
currency held by the Pund will be free at all times for the purchase of
goods or for the payment of debts due to that country or persons within
its territory. A second need is to compensate the Pund for a loss which
1t might suffer in selling such excess bal 8 Af 1t fulls below the par
value in effect on the date of withdrawal. moot this & withdrewing
country is obligated to compensate the Fund for any such loss.

"

ee




ARTICLE XVI, SECTION 1
Temporary Suspension

¥o one can foresee in advanoe every possible contingeney that may
arise in the work of the Pund. Thus it would be shortsighted to estatlish
complex end detmiled operating provisions without taking into account the
poesibility, however remocte, of clroumstances arising whiok may require
modifications of one type or amother,

Modifications of the Articles of Agreement require the spproval
of the Comgress of the United States. There must, however, be a measure
of flexibility in the dooument in order that sudden shifts of cenditions
affeoting the work of the Fund will not cause orises so severe as to
drastically restriot its usefulness or cause it %o disintegrate. This
seotion, whiech authorises the temporary suspension of certain portions
of the Agroeement, meets doth needs.

The operation of the seotions discussed below may be suspemnded by the
Bxeoutive Direotors but only if they vote unanimously for suspension
and only if they immediately call & meeting of the Beard of Govermors %o
consider the problem. Suspenalon of a provision by the Executive Directors
may oontinue for omly four months. If within that period the Board of
Governors has not taken any action, the provision will automatically beocome
effective again. The Board may, however, extend the suspension for an
additional eight months. To do this requires a four-fifths majority vote
in the Board of Governors so that the United States slone could prevent
an extension of the suspension as well as action to suspend on the part of
the Exscutive Directors. At any time after a provision has been suspended,
the Exeoutive Direotors by a simple majority of the total voting power
can reinstate it,

This provision thus gives the Fund a limited mmount of flexibility
for its own protection but does not parmit changes in the Articles of
Agreemont without the approval of govermments, which in our case means

approval by Congress.

The following is & list of sectlons which may be suspended, together
with an explanation for the inelusion of each such section;




(1) Article IV, Seotion 3, provides maximum snd minimum rates
for exchange transactions between the curremcies of member countries.
Although on the basis of present Imowledge the maximum and minimum
rates appear to be adequate, it is possible that at some time may
prove to be too restrictive, If such a development should take p "
the operation of exchange markets would be seriocusly affected.

(2) Artiele IV, Section 4(b), obligates each member to permit
within its territory exschange transactions involving its ourremoy and
ourrencies of other members only at rates within the limits prescribed by
the seotion discussed Limediately above. If the section already disoussed
should have to be suspended because the limits proved ineadequate, then
this seetion too would have to be suspended.

{3) Artiecle V, Seotion 2, linits the operations of the Pund to
transactions for the purpose of supplying a member with the curremcy
of another member for gold or its own ourrency. This is the section which
prescribes the passive character of the Pund and its suspension would
permit other seotions to be construed without reference to the passivity
of the organisation.

(4) Article V, Beotion 3, sets forth the econditions wpon which a
member may purchase currexcies of other members from the Pund. If this
seotion wore suspended, no member would have the right to purchase exchange
from the Pund., This might be an important power for the Pund to have
during a period of pelitical upheaval,

(6) Artiecle V, Section 7, authorizes members to repurchase their
own currencies from the Fund for gold, and which specifies the manner in
which members are requirad to repurchase thelr ocurrencies in order %o
maintain the liquidity of the Pund's assets, If a situation arose in which
the Pund felt that its best interests would be served by suspending sales
of foreign exchange, it would in all probability be appropriate for the
Pund to suspend also the repurchase provisions. In this way it would
not be engaging in any exchange transactions at all.

(6) Artdele V, Seotion 8(a), fixes a service charge to be paid
by all members when purchasing exshange from the Fund. The rates
presoribed may at some future date prove too large or too small in spite
of the faect that they are quite resscnable at present.




(7) Artiele V, Seotion 8(f), requires that charges be paid in
It may be necessary in an emergency to permit charges to be paid in loeal
ourrency.

(8) Artiocle VI, Section 2, permits countries whose surrencies are
held by the Pund in small amounts to use the Fund's resources for capital
transfers. It would be necessary to suspend this section also if other
za;hu;otmuum of the Fund were suspended as desoribed in (4) and
8) sbove. ;

(9) Artiecle XI, Section 1, specifies the obligations of members
in their dealings with non-members. The problems that may arise in
connection with the financial relations of members and non-members cen .
not be fully predicted. The difficulties that may be encountered will
depend to & large extent upon the behavior of the non-members and their
attitude toward the Pund. Accordingly, it may become necessary in an
emergency to modify the prescribed obligations of members in respect to
non-members.




ARTICLE XVI,SBOTION 2

Liquidation of the Fund

If in an emergency the Exeoutive Pirectors should comclude that
liquidation of the Pund is a necessity, they could temporarily suspend
all transaetions of the Fund and refer the matter to the Beard of
Governors. Only the Board of Governors, however, can vote to liguidate
the Pund.

If the Board should decide to liquidate, the Fund would immediately
terninate all activities except those necessary to realise its aseets
and settle its liabilities. All the obligations of members would terminate
at onoce exoept those directly involved in the collection and distribution
of assetes. These obligations appear in this section; in Schedule D, whioch
provides that a withdrawing ocountry's acgounts will be settled in mocord-
anoe with the liquidation provisions if the Pund is liquidated within
eix months of its withdrawal; in Scheduls E whioh sets forth the manner
in whioh liquidation is to be administered; and in Artiele XVIII, para-
graph (o), whioh sets forth & method of arbitration in the event that
disputes erise during liquidation.

The mannor of liquidating assots appears in Schedule I and ie based
upon the following prinoiples;

(1) The first duty of the Fund will be to pay off its obligations,
ineluding loans, befors returning their subseriptions toc members.

(2) The remaining assets should be distributed in such & way thet easch
country's part of the distributed asssts would be in proportion to its
quota.

(3) %Mo country should receive ths currency of anocther country if
its ocurrency has been distributed to the second country. When currencies
are allocated, the United States will be allocated some sterling and the
United Kingdom will be alloceted some dollars. The surrencies could be
sctually distributed this way with an obligation on sach country to redeem
its currency held by the other. It is simpler, however, for the Pund to
carry out as much of the redeening as possidble before distribution,

(4) If a country does receive the currency of another coumtry,
the issulng country should be required to redeea the currency or make it
available for the purchase of goods and the payment of debts.




In paying off a liability, other than the return of subseriptions,
the Pund will use the ourrency in which the obligation is payable. If
it does not have enough of the surremoy, it will pay in gold. If the
gold is insufficient, it will use other currencies in propertion to the
quotas of the members but the proportions may be varied if equable use
proves impractioeable.

In returning subscriptions the Pund will apportion all its assets
as provided in paragraph 2 of Schedule R:

(a) Gold will be alloeated only to those countries whose
ocurrencies are held by the Fund in amounts less than their
quotas. Each will receive gold in proportion to the samount
by which its quota exoeeds the Pund's holdings of its currency.
For example, Country A and Country B each have quotas of
$100,000,000. The Pund holds $50,000,000 of A's ocurrency and
$75,000,000 of B's ourrency. There is §9,000,000 of gold to
distribute to both countries. A will get $6,000,000 and B will
‘“ .,pm'm.

(b) The Pund will then al te
of the ourrency of the member held by the Fund. If the amount so
allocated would exceed 50X of the member's quota, only S50X of
its quota will be allocated. For 5
$60,000,000 in Australian pounds and Australia‘'s quota is
$200,000,000 « Australia will be allocated $40,000,000 in
Australisn pounds. If the Fund held $400,000,000 in its our-
rency, Australia would be allocated only $100,000
Australian pounds.

This method results in ocountries reesiving varying proper-
tions of their owmn ourrencies, but it is designed to meet a
speocific problem. Dividing all currencies on the basis of easch
country taking its own and getting a share of the
of those held in largest amount relative to quotas, assumes that
the strength of a ocurrenoy can be determined by seeing how much
the Pund's holdings are above or below the quota of the country.
This will not necessarily be true although it will in many cases
be a good indicator. Some strong ourrencies, however, may
held by the Fund in ra
cannot be paid in fullin their omn cwrrencies should share
those whioh are stromg even though he
example, assume that the Pund holds dollars equal to 30K of th
U.8. quota, erusiercos equal and
oqual to 150% of the United Kingdom quota, and other currencie
in amounts in excess of the ocountries' quotas. Sterling may
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stronger currency than many of those held by the Fund in
relatively smaller amounts. Whatever risk there may be in
liquidating any ourrencies should be borne by all countries,
ineluding those whose currencies are held in amounts in exvess

of their quotas. In the example given, the United Kingdom will
assume its share of the risk along with the United States.

Under the liguidation plan, some of the dollars will be distributed
to other countries but the last step - exchange of ourrencies -
will result in all dollars being paid to the V.5,

(e) The remaining balance of esch currency will be
allocated to all of the countries in proportion to the amounts
still due them.

After apportioning the assets, the Fund will exchange the currenoies
allocated to the various countries. For example, the U,5, will get a
number of other currencies and dollars will be allocated to other countries.
Foreign ocurrencies im the U.8. allocation will be exchanged for dollars
in the allocations to foreign countries to the extent that thie is possidle.

Remaining balances of foreign currencies distriduted to one country
must be redeemed by the countries whose currencies they are. Within
three months after a deeision %o liquidate all countrios must agree with
the Pund on a redemption plan. If they do not reach agreement, the
countries who receive thelr currencies will have rights similar to those
the Pund has when a country withdraws while the Pund holds its currency
in sn amount in excess of its quota, 1.e., the country that issued the
ourrency is obligated to redeem it over a five-year period in gold or
the currency of the country holding, and if 1t fails to redeem on time,
the holder can liquidate it in an orderly manner. Moreover, the issuing
country guarantees that such curremcy will be free at any time for the
purchace of goods or the payment of debts in its territory, and guarantees
the holder against exchange losses.




ARTICLE XVII
Asendments

Artiele XVII provides in essence that the adoption of smendments to
the Agreement shall be effected through their acceptance by three-{ifths
of the members having four-fifths of the total voting power. An amendmert
9o adopted is binding on all members, subject to their r ‘of withdrewal
from the Pund under Article XV, Seotion 1 (p. 30). These provigions
represent a balaneing of several factors oh would affeet the Fund.

Reasonable freedom of smendment is highly desirable regarding a new
organigation which is to operste in u complex flield. While 1t would
therefore be unwise to require unanimous approval on most questions that
might arise, the members of the organisation should be assured that
amendments will not be adopted without the considered approval of a
substantial me jority.

rh-wuum-msmm«mum-mmm
between the position of the smaller members as sovereign states and the
interests of the larger members with respect to their investment in the
Pund., If the vote were conducted solely on the basis of the total voting
power determined under Article XII, Section 6 (p. 26), great weight would
be given to the members with large quotas, since sise of quota is a major
element under that seotion. The three countries with the largest quotas,
established in Schedule A (p. é2), i.e., the United States, the United
Kingdon, and the Union of Soviet Soclalist Republics, could rewrite the
document by themselves. The dual mature of the vote astually required
in the amending process strikes a mors even balauce, for neither a fow
large nembers alone mor & gemeral coalition of smsller members could cause
adoption of an amendment. In this respect 1t will be noted, however, that
at the outsst no amendment could be adopted without the conocurrence of
the United States, which would hold more than one-fifth of the total voting

power.

Special protection is given %o the basic rights of members by sub-
division (b) of the Article, whioh provides that modifiestion of these
richts may be brought sbout only if an amendment is accopted dy all members.
The first right so pretected is that of withdrawing from membership at
any time under Article XV, Section 1 (p. 30), which is net enly of goneral

e but which itself provides the ultimate safeguard that no imposi-
tiom would be visited on any member under the provision that amendments
reseiving the specified vote are binding on all members. Next is the
provision of Article IIT, Section 2 (p. 2) that mo change in a member's
quota shall be made without its comsent, which is fundamental since size
of quota would determine the extent to whioh a member must subsoribe to
the Pund and may use the Pund, as well as its voting power and relative

e in the organisation. Pinally, there is the provision of
Artiele IV, Section 8(b) (p.5) that mo change may be made in the par
value of & member's currency except om the proposal of that member. This
right ie obviocusly of great siguificance, for changes in par value might
affect not only inmternational trenswotions but slso the whole economy of
a member,




ARTICLE XVIIX
Interpretation

The oardinal prineiple of Article XVIII is that all questions relating
to the interpretation of the Agroement involving members should be settled
within the framework of the Pund itself. Reference to an outside agenoy
would be highly imprectiocal bsoause of the teshnical field in which the
Pund would operate and the frequent need of prompt decision. It would
be entirely inconsistent with sound op:rm;n of the Pund 1if, for instance,
& question under Arti on 5 (p. 9), converning the propriety
of & member's use the Pund's resources were to be referred to another
. agency for deecision,

A% present, no genorally acoepted outside agency exists, but even
if one did, it could hardly represent all parties at interest as fairly
and with as much understanding as the Fund.

Since the Executive Directors of the Fund would be in continucus
seseion while the Board of Governers would sit infrequemtly, the Artiole
provides that all gquestions be submitted in the (irst instance to the
Directors. Any member may, however, require that the decision of the
Directors be referred to the Board, that is, in effect, to the entire
membership. PFor the protection of the Pund, pending determination by
the Board, the Pund may act on the basis of the desision by the Directors.

Entirely different considerations apply with respect to countries whose
membership has ceased. A country which has signified its dissatisfection
with the Pund should not be required to submit to the Pund's decision.
Furthermore, questions between a former member and the Pund would not be
80 urgent as those during membership since they would relate sololy to the
final settlement of accounts. Provision is therefore made that disagreements
arising in such osses should be submitted to arbitration by a tridunal
of three arbitrators, one appointed by the Fund, anether by the member
ooncerned, and an impartial wapire. The umpire would have full power to
settle all questions of procedure ln ocase of disagreement,
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ARTICLE XX, SECTION 1
m into force

The earliest date on which the Artiocles of Agresment oan become
binding is May 1, 1945. If by May 1, 1945 countries having 65X of
the quotas (#5,720,000,000) have signed it and given evidence that
they have sccepted it in accordance with their laws and have taken
all steps necessary %o carry out its provisions, the Agresment will
become effective. The U.8., U.K., U.8.8.R. and China could start the
Pund because they have more than 65% of the quotas. If the U.5. and
any one of the other three largest countries, or a group of the smaller
countries, fail to sign, the Agreement cemnot come into foroce.
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ARTICLE .XX, SECTION 2
llEturo

(a) Govermments accepting the Agreement must sign and also deposit
evidence that the Agreement is accepted in accordance with their laws and
all steps necessary to carry it out have been taken.

(b) When the Agreement comes into force all members that have signed
and deposited proper evidence will become members. Other governments
signing and making the deposits later will become members at the time the
deposits are made.

(¢) The U.8. will keep the other govermments informed of the status
of the Articles of Agreement.

(d) 1In order that the Fund may meet its initial expenses, each
government that signs will send to the U.S. 1/100 of 1% of its subseription
in gold or dollars. For the U.S, this amounts to $275,000 and for all the
countries it smounts to $880,000. If the Agreement does not come into
effect by December 31, 1545, the U.5. must return the funds transmitted.

(e) The countries represented at the United Nations Monetary and
Financial Conference may sign at any time before December 351, 1945. If
by that date the mumber that have signed is mot sufficient to bring the
Agreement into force, it will lapse. If, however, it has come into force,
those who have not signed ocan only join the Fund in accordance with the
provisions relating to the admission of new members.

(f) Members admitted subsequently by the Pund will sign when they
are admitted.

(g) All governments signing mccept the agreement on their own behalf
and in behalf of areas they govern. For the U.S. this means Alasks,
Hawaii, Puerto Rico, Guam, ete. For the United Kingdom this means Malaya,
British Guiana, ete.

(h) Countries ocoupied by the enmemy may not wish to decide whether
to join the Fund until they have been liberated. Aoccordingly, such countries
may deposit the evidence required at any time within six months after their
metropolitan territories are liberated.

(i) The privilege granted %o ocoupied countries under the preceding
paragraph will become effective when they sign the Agreement. If the deposit
is not made in time, the signature becomes void. The obligation to make
a small payment under (d) also becomes binding at the time of signature.




ARTICLE XX, SECTION 3
wdﬁ-l!

When the Agreement ocomes into foroe the U.8. will eall the
firet meeting of the Board of Governors. The purpose of the
initial nmeeting is %o organize the aduninistration of the Fund and
begin the work that must precede the commencement of operations.
Preparations must be made for the hiring of a suitable staff, for
working out operating details, for cpening aceounts with deposi-
tories, eto.

The problems that will have to be conaidered are eppropriate
for consideration of the Executive Directors. However, until
December 31, 1946 the full list of original members will met be
known and it is essential that the right to appoint directors or
participate in the eleotion of directors be preserved until that
date. Thus, provisional directors will be sppointed and elected
with & new body of directors to be selected as socon as possible
after December 31, 1946, The provisional directors will act with
full powers until the first regular election is held.
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ARTICLE XX, SECTION 4
Initial determination of par walues

(a) No effort will be made to determine par values until the Pund
ie ready to begin exchange transactions. The problems involved will
be studied prior to that time but rates will not be communicated to the
Pund. When this time arrives the Fund will call for each country that
is not ocoupied by the enemy to communicate the par value of its cur-
rency based on rates of exchange existing on the 60th day bdefore the
Agreement came into forve. X

(b) The communioated value will be the par value unless within $0
days the member or the FPund objects. If either objects the Pund will
fix a time within whish the country must agree with the Pund on its
par value. If agreement is not reached, the country will be deemed to
have withdrawn. Although the country involved has the responsibility
of determining its own par value and, therefore, has the right to object
to the par valve communicated, 1t is essential that the Fund also be free
to mocoept or reject it. If the Pund believes that the par value com-
municated by a member cannot be maintained without making use of the
Pund's resources to such an extent that the FPund and other members will
be injured, then the Fund must notify the member of its opinion and
the par value will be a matter for agreement between the country and
the Fund. Ultimately, they must find a par wvalue which, in the opinion
of the Fund, can be maintained by the country without heavy support
out of the Fund's resources.

(o) After the par value of a member's currency has been determined,
it oan purchase currencies of other members in accordance with the
prescribed provisions, provided that the Fund has begun exchange trans-
actions. (Paragraph (h) requires that par values be determined for members
having 65% of the quotas before transsctions can begin.)

(d) Countries ococcupied by the enemy at the time the Pund ocalls for
the communication of rates will be given additional time. 8Since the
ninety-day period allowed other countries may not be sufficient, each such
country will agree with the Fund on the period during which either the
Pund or the country may object to the par value. During thie period the
Fund and the country may agree on any necessary change in the par value
of its ourrenoy. There will not, therefore, be any pressure on an oocupied
country to fix a definite par value before this can be done with reasonable
assurance that it is a proper one. In order to assist the cowntry ia
maintaining & balance in its international accounts during this period,
the Fund will sell foreign exchange to the country in amounts limited to
what it considers appropriate and can impose any conditions it sees fit
to protect its resources.




(e) Some cooupied countries may adopt new currvsey units. If
they do they must inform the Pund and must communionte pa- velues for
such units. The par value will be determined in the eemé mannei-sg
Af they had not adopted now units. e

(f) If un cooupled country end the Pund agree upon chan
the par value as provided in (d) ebove, such changes will not
sidered in deteramining whether subsequ changes oan be
concurrence of the Pund under Article IV, Section 5(e).
special provision for oovupied countries whose par values
diffioult to detemine and may need adjustment during the rirst few
months of operations.

() A country that governs areas having separate ourrencies may,
Af it wishes, troat the par values of such currencies sesparately. If
it does not do so the Pund will regard all of the subordinate currencies
&8 included in the communication on the principsl ourrency.

(h) The Fund cannot begin exchenge transactions until major
hostilities in Burope have ceased. There must be par values established,
however, for countries having 655 of the quotas. The Pund is not required
to start transactions when these two conditions exist, but only at such
time thereoafter as it sees fit to do so.

o8

t
(1) Even when the Fund does begin t » it need not
oonduot them #ith respect to all currencies for which par values have

been determined. It may postpone them with those countries which it
believes are not prepared to use the resources of the Pund without

prejudice to the interests of the Pund or the members.

(J) The Pund will establish procedures for the determination of
par values for the currencies of countries it subsequently admits to
membership.
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