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December 19, 19'75 

To : bkm'oers of t h e  Executive Board 

From : The Acting Manqing Direc tor  

Subject:  Draf'ts on Exchange Arrangements 

Attzched a r e  the t e x t s  of d r a f t  Ar t i c l e  N and d r a f t  Schedule K, 
that were prepared by o f f i c i a l s  of France and the  United S t a t e s  and 

1644 subsiauent ly  i-evised by a working group cons is t ing  of French and United - S t a t e s  o f f i c i a l s  and t h e  General Counsel of t h e  Fund v i th  a view t o  
making these  provis ions conform t o  t h e  s t r u c t u r e  of t h e  A r t i c l e s  and 
e f f ec t ing  c e r t a i n  o the r  t echn ica l  and draftin:  improvements. 

These drafts have been endorsed by the G-10 min is te rs .  

"he subjec t  i s  scheduled f o r  discussion on Mondqr, December 22, 
1.975 - 
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DRAFT 

A r t i c l e  I V  

OR LI GAT I ON S REGARD I N  G EXCHANGE ARRANGEEENTS 

SectIon 1. General ob l iga t ions  

Recognizing t h a t  t he  e s s e n t i a l  purpose of t h e  i n t e r n a t i o n a l  monetary 

system is t o  provide a framework t h a t  f a c i l i t a t e s  the exchange of goods, 

services, and c a p i t a l  among, coun t r i e s ,  and t h a t  a p r i n c i p a l  ob jec t ive  

is  t h e  continuing development of  order ly  underlying condi t ions ,  which 

are a p r e r e q u i s i t e  f o r  f i n a n c i a l  s t a b i l i t y ,  each member undertakes t o  

co l l abora t e  with the  Fund and o the r  members t o  assure  o rde r ly  exchange 

arrangements and t o  pronote a s t a b l e  system of exchange rates. I n  

p a r t i c u l a r ,  each aenber s h a l l  : 

endeavor t o  d i r e c t  i t s  economic and f i n a n c i a l  p o l i c i e s  

toward t h e  ob jec t ive  of fosterinp, order ly  economic 

growth with reasonable p r i c e  s t a b i l i t y ;  

be  guided by the  d e s i r a b i l i t y  of t he  s t a b i l i t y  t h a t  

r e s u l t s  from meeting the p re requ i s i t e s  of o rde r ly  

underlying economic and f i n a n c i a l  conditions and a 

monetary system t h a t  does no t  tend t o  produce e r r a t i c  

d i s rup t ions  : 

avoid t h e  manipulation of t h e  i n t e r n a t i a n a l  monetary system 

i n  o r d e r  t o  gain an un fa i r  competitive advantage over 

o t h e r  menbers; and 

follow f i n a n c i a l  and exchange p o l i c i e s  compatible with 

these  undertakings. 

1645 
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Section 2. General exchanpe arrangements 

(a)  Eat5 member s h a l l  n o t i f y  t h e  Fund, wi th in  t h i r t y  days a f t e r  

the date of the  second amendment of t h i s  Aereement, of t h e  exchange 

arrangements i t  intends t o  apply i n  f u l f i l l m e n t  of i t s  o b l i g a t i o n s  under 

Section 1 of t h i s  A r t i c l e ,  and s h a l l  n o t i f y  the  Fund promptly of any 

chanyes i n  i t s  exchanee arrangements. 

(b) Under an i n t e r n a t i o n a l  monetary system of the kind p r e v a i l i n g  

on January 1, 1976, exchange arranpements may include f i )  the  maintenance 

by a member of a value f o r  i t s  currency i n  t e r m s  of the specfa1 drawin? 

r i g h t  o r  another denominator, o t h e r  than gold, s e l e c t e d  by the  member, 

o r  ( i i )  cooperative arrangements by which members maintain t h e  value 

of t h e i r  currencies  i n  r e l a t i o n  t o  t h e  value of t h e  currency or currencies  
1646 - 

of o ther  menibers, o r  ( i i i )  o ther  exchange arrangements of a member's choice.  

(c) To accord with the  developnent of t h e  i n t e r n a t i o n a l  monetary 

system, the  Fund, by an eizhty-f ive percent  major i ty  of t h e  t o t a l  vot ing 

power, may make provis ion f o r  general  exchange arrangements without 

l i m i t i n g  the r i g h t  of members t o  have exchange arrangements of t h e i r  

choice cons is ten t  with t h e  purposes of t h e  Fund and t h e  obl iga t ions  

under A r t i c l e  TV, Sect ion 1. 

Section 3. Survei! lmcc over ex-hmgc? arrangements -- 

(a) The Fund s h a l l  oversee t h e  i n t e r n a t i o n a l  monetary system i n  

order t o  ensure i ts  e f f e c t i v e  opera t ion ,  and s h a l l  oversee the  compliance 

of each menber with i t s  obl iga t ions  under Sect ion 1 of t h i s  Article.  



(b) I n  order  t o  f u l f i l l  i t s  functions under (a) above, t h e  Fund 

s h a l l  exercise f i rm s u r v e i l l a n c e  over the exchange rate p o l i c i e s  of 

members, and s h a l l  adopt s p e c i f i c  pr inc ip les  f o r  the  guidance of a l l  

mersbers with respect t o  those p o l i c i e s .  Each member s h a l l  provide t h e  

Fund with t h e  information necessary f o r  such surve i l lance ,  and, when 

requested by t h e  Fund, s h a l l  consul t  with i t  on t h e  member's exchange 

r a t e  p o l i c i e s .  The p r i n c i p l e s  adopted by the  Fund s h a l l  be cons is ten t  

with cooperative arrangements by which members maintain t h e  value of 

t h e i r  currencies  i n  r e l a t i o n  t o  the  value of the currency o r  currencies  

of o ther  members, as w e l l  as other  exchanpe arrangements of a member's 

choice cons is ten t  with Sect ion 1 of t h i s  Article.  The pr inc ip les  s h a l l  

respect  the  domestic s o c i a l  and p o l i t i c a l  p o l i c i e s  of members. 

Sect ion 4. Par values  

The Fund may determine, by an e i rh ty- f ive  percent major i ty  of t h e  

t o t a l  votinp, power, t h a t  i n t e r n a t i o n a l  economic conditions permit t h e  

introduct ion of a widespread system of exchange arrangeEents based on 

s t a b l e  but  ad jus tab le  par  values.  

on t h e  b a s i s  of t h e  underlying s t a b i l i t y  of the world economy, and 

f o r  t h i s  purpose s h a l l  take i n t o  account p r i c e  movements and rates of 

expansion i n  t h e  economies of members. 

i n  l i g h t  of the evolu t ion  of the  i n t e r n a t i o n a l  Eonetary system, with 

p a r t i c u l a r  reference t o  sources of l i q u i d i t y ,  and, i n  order  to ensure 

the e f f e c t i v e  opera t ion  of a system of par values ,  arraneements under 

which both members i n  surplus  and members i n  d e f i c i t  i n  t h e i r  balances 

The Fund s h a l l  make t h e  determination 

The determination s h a l l  be made 
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of paylnents take prompt, e f f e c t i v e ,  and s y m e t r i c a l  ac t ion  t o  achieve 

adjustment, a6 w e l l  as arrangements f o r  in te rvent ion  and t h e  treatment 

of inbalances.  Upon making such determination, the  Fund s h a l l  n o t i f y  

members t h a t  the  provis ions of Schedule K apply. 

Section 5 .  Separate currencies  \Tithin a member's t e r r i t o r i e s  

(a) Action by a member with respect t o  its currency under t h i s  

Article s h a l l  be deemed t o  apply t o  t h e  separa te  currencies of a l l  

t e r r i t o r i e s  i n  respect  of which t h e  member has accepted t h i s  Agreement 

under A r t i c l e  X X X I ,  Sect ion 2(g) unless the member declares  t h a t  i t s  

act ion relates e i t h e r  t o  t h e  metropolitan currency alone,  o r  only t o  

one o r  more s p e c i f i e d  separa te  cur renc ies ,  o r  t o  the  metropolitan currency 

and one o r  more s p e c i f i e d  s e p a r a t e  currencies .  
I648 

(b) Action by t h e  Fund under t h i s  Article s h a l l  be deemed t o  

r e l a t e  t o  a l l  currencies  of a member refer red  t o  i n  (a) above, unless  

the Fund declares  otherwise.  
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SCHEDULE K 

PAR VALUES 

1. The Fund s h a l l  n o t i f y  mknbers t h a t  par values may be e s t ab l i shed  

f o r  t he  purposes of t h i s  Agreement, i n  accordance with A r t i c l e  I V ,  Sections 1, 

3, 4, and 5 znd t h i s  Schedule, i n  term of t h e  s p e c i a l  drawing r igh t ,  

or  i n  terms of such o the r  common denominator as is prescribed by t h e  Fund. 

The common denominator s h a l l  no t  be  gold o r  a currency. 

2. A member t h a t  in tends  t o  e s t a b l i s h  a par value f o r  i ts  currency 

s h a l l  propose a p a r  value t o  t h e  Fund within a reasonable time a f t e r  no t i ce  

i s  given under 1 above. 

3. Any member t h a t  does not  intend t o  e s t a 5 l i s h  a p a r  value f o r  i t s  

currency under 1 above s h a l l  consul t  with the Fund and ensure t h a t  its 

exchange arrangements are cons i s t en t  with the purposes of t h e  Fund and are 

adequate t o  f u l f i l l  its obl iga t ions  under A r t i c l e  I V ,  Section 1. 

4. The Fund shall concur i n  or objec t  t o  a proposed pa r  value wi th in  

t h i r t y  days a f t e r  receipt of the proposal. 

take e f f e c t  f o r  the purposes of t h i s  Agreement i f  the Fund ob jec t s  t o  i t ,  

and the  member s h a l l  be sub jec t  t o  3 above. The F k d  s h a l l  no t  ob jec t  

because of the domestic s o c i a l  o r  p o l i t i c a l  p o l i c i e s  of t h e  member proposing 

the pa r  value. 

A proposed p a r  value s h a l l  not 

5 .  Each member tha t  has a pa r  value €or  i t s  currency undertakes t o  

apply appropr ia te  measures cons i s t en t  with t h i s  Agreement i n  order t o  

ensure t h a t  t he  maximum and the minimum rates f o r  spot  exchange t r ansac t ions  

tak ing  p lace  wi th in  its t e r r i t o r i e s  between its currency and the  cur renc ies  

of o the r  members maintaining pa r  values s h a l l  not d i f f e r  from p a r i t y  by nore 

1649 - 
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than four  and one-half percent  o r  by such o ther  margin or  margins as t h e  

Fund may adopt by an eighty-f ive percent  major i ty  of t h e  to ta l  vot ing 

power. 

6 .  A member s h a l l  not propose a change i n  t h e  par value of i ts  

currency except t o  c o r r e c t ,  o r  prevent t h e  emergence o f ,  a fundamental 

disequilibrium. 

and only a f t e r  consul ta t ion  with the  Fund. 

A change may be made only on the  proposal of the  member 

7. When a change i s  proposed, t h e  Fund s h a l l  concur i n  o r  o5 jec t  t o  

t h e  proposed p a r  value within a reasonable period a f t e r  r e c e i p t  of t h e  

proposal. The Fund s h a l l  concur i f  i t  i s  s a t i s f i e d  t h a t  t h e  change is 

necessary t o  cor rec t ,  o r  prevent t h e  emergence o f ,  a fundamental d i sequi l i -  

brium. 

p o l i c i e s  of t h e  member proposing t h e  change. 

The Fund s h a l l  not  ob jec t  because of the  domestic s o c i a l  o r  p o l i t i c a l  1650 - 
A proposed par  value s h a l l  

not  take e f f e c t  f o r  t h e  purposes of t h i s  Agreement i f  t h e  Fund o b j e c t s  t o  

the  change. I f  a member changes t h e  p a r  value of i t s  currency d e s p i t e  the  

object ion of the  Fund, t h e  member shal l  be s u b j e c t  t o  Article XV, Section 2.  

Maintenance of an u n r e a l i s t i c  par value s h a l l  be discouraged by t h e  Fund. 

8 .  The par value of a member's currency es tab l i shed  under t h i s  

Agreement s h a l l  cease t o  exist f o r  t h e  purposes of t h i s  Agreement i f  t h e  

member informs t h e  Fund t h a t  i t  in tends  t o  terminate  t h e  par  value.  The 

Fund may objec t  t o  the  terminat ion of a par value by a decis ion taken by 

eighty-five percent of t h e  t o t a l  vo t ing  power. 

a par value €or its currency d e s p i t e  the  objec t ion  of t h e  Fund, the  meuher 

s h a l l  be  subjec t  t o  Article XV, Sect ion 2. 

currency establ ished under thLs Agreement s h a l l  cease t o  exist f o r  t h e  

purposes of t h i s  Agreement i f  t h e  member terminates  the  p a r  value despi te  

I f  a member terminates 

The par  value of a member's 
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the object ion of the Fund o r  i f  t h e  Fund f inds  t h a t  t h e  member does n o t  

maintain rates f o r  a s u b s t a n t i a l  volume of exchange t ransac t ions  i n  

accordance with 5 above, provided t h a t  the Fund may n o t  make such f ind ing  

unless  i t  has consulted t h e  member and given s i x t y  days n o t i c e  of the  

Fund's i n t e n t i o n  t o  consider whether t o  make a f inding.  

9 .  I f  the  par value of t h e  currency of a member has ceased t o  

e x i s t  under 8 above, the  member s h a l l  consult  with the  Fund and ensure 

t h a t  i t s  exchange arrangements are cons is ten t  with the  purposes of the  

Fund and are adequate t o  f u l f i l l  i t s  obl igat ions under A r t i c l e  I V ,  

Sect ion 1. 

10. A member f o r  whose currency the  par value has  ceased t o  e x i s t  

urrder 8 above may, a t  any time, propose a new par value f o r  i t s  currency. 
1651 11. kJotwithstanding 6 above, the  Fund, by an eighty-f ive percent - 

majority of the t o t a l  vo t ing  power, may make uniform proport ionate  changes 

i n  a l l  par  values.  

not  be changed under t h i s  provis ion i f ,  wi th in  seventy-trgo hours of the  

Fund's ac t ion ,  the  member informs the  Fund t h a t  i t  does not wish t h e  par 

value of its currency t o  be changed by such ac t ion .  

The par value of a member's currency s h a l l ,  however, 


