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December 19, 1975
To: Members of the Executive Board
From: The Acting Managing Director

Subject: Drafts on Exchange Arrangements

Attached are the texts of draft Article IV and draft Schedule K,
that were prepared by officials of France and the United States and
subsecuently revised by a working group consisting of French and United
States officials and the General Counsel of the Fund with a viev to
making these provisions conform to the structure of the Articles and
effecting certain other technical and draftiny improvements.

These drafts have been endorsed by the G-10 ministers.

The subject is scheduled for discussion on Monday, December 22,
1975.
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DRAFT
Article 1V

OBLIGATIONS REGARDING EXCHANGE ARRANGEMENTS

Section 1. General obligations

Recognizing that the essential purpose of the international monetary
system 1is to provide a framework that facilitates the exchange of goods,
services, and capital among countries, and that a principal objective
is the continuing development of orderly underlying conditions, which
are a prerequisite for financial stability, each member undertakes to
collaborate with the Fund and other members to assure orderly exchange
arrangements and to promote a stable system of exchange rates. In
particular, each wember shall:

(i) endeavor to direct its economic and financial policies
toward the objective of fostering orderly economic
growth with reasonable price stability;

(i1) be guided by the desirability of the stability that
results from meeting the prerequisites of orderly
underlying economic and financial conditions and a
monetary system that does not tend to produce erratic
disruptions:

(11i1) avoid the manipulation of the international monetary system
in order to gain an unfair competitive advantage over
other members; and

(iv) follow financial and exchange policies compatible with

these undertakings.
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Section 2. General exchanpe arrangements

(a) Fach member shall notify the Fund, within thirty days after
the date of the second amendment of this Agreement, of the exchange
arrangements it Intends to apply in fulfillment of its obligations under
Section 1 of this Article, and shall notify the Fund promptly of any
changes in its exchanee arrangements,

(b) Under an international monetary svstem of the kind prevailing
on January 1, 1976, exchange arrangements may include (i) the maintenance
by a merber of a value for its currency in terms of the special drawing
right or another denominator, other than go0ld, selected by the member,
or (ii) cooperative arrangements by which members maintain the value

of their currencies in relation to the value of the currency or currencies
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of other merbers, or (iii) other exchange arrangements of a member's choice.
(¢) To accord with the development of the international monetary

system, the Fund, by an eigshty-five percent majority of the total voting

power, may make provision for general exchange arrangements without

limiting the right of merbers to have exchange arrangements of their

choice consistent with the purposes of the Fund and the obligations

under Article TV, Section 1.

Section 3. Surveillence over exchange arrangements

(a) The Fund shall oversee the internatioral monctary system in
order to ensure its effective operation, and shall oversee the compliance

of each member with its obligations under Section 1 of this Article.
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(b) In order to fulfill its functions under (a) above, the Fund
shall exercise firm surveillance over the exchanpe rate policies of
members, and shall adopt specific principles for the guidance of all
members with respect to those policies. Each member shall provide the
Fund with the information necessary for such surveillance, and, when
requested by the Fund, shall consult with it on the member's exchange
rate policies. The principles adopted by the Fund shall be consistent
with cooperative arrangements by which members maintain the value of
their currencies in relation to the value of the currency or currencies
of other members, as well as other exchanpe arrangements of a member’s
choice consistent with Section 1 of this Article. The principles shall
respect the domestic social and political policies of members. lfﬁ‘?

Section 4. Par values

The Fund may determine, by an eirhty~five percent majority of the
total votinpg power, that international economic conditions permit the
introduction of a widespread system of exchange arrangements based on
stable but adjustable par values. The Fund shall make the determination
on the basis of the underlying stability of the world economy, and
for this purpose shall take into account price movements and rates of
expansion in the economies of members. The determination shall be made
in lipht of the evolution of the international monetary system, with
particular reference to sources of liquidity, and, in order to ensure
the effective operation of a system of par values, arranecements under

which both members in surplus and members in deficit in their balances
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of payments take prompt, effective, and symmetrical action to achieve
adjustment, as well as arrangements for intervention and the treatment
of imbalances. Upon making such determination, the Fund shall notify
members that the provisions of Schedule K apply.

Section 5. Separate currencies vithin a member's territories

(a) Action by a member with respect to its currency under this
Article shall be deemed to apply to the separate currencles of all
territories in respect of which the member has accepted this Apgreement
under Article XXXI, Section 2(g) unless the member declares that its
action relates either to the metropolitan currency alone, or only to
one or more specified separate currencies, or to the metropolitan currency
1648 and one or more specified separate currencies.
— (b) Action by the Fund under this Article shall be deemed to

relate to all currencies of a member referred to in (a) above, unless

the Fund declares otherwise.
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SCHEDULE K

PAR VALUES

1. The Fund shall notify members that par values may be established
for the purposes of this Agreement, in accordance with Article IV, Sectioms 1,
3, 4, and 5 and this Schedule, in terms of the special drawing right,
or in terms of such other common denominator as is prescribed by the Fund.
The common denominator shall not be gold or a currency.

2, A member that intends to establish a par value for its currency
shall propose a par value to the Fund within a reasonable time after notice
is given under 1 above.

3. Any member that does not intend to establish a par value for its
currency under 1 above shall consult with the Fund and ensure that its !—6-42
exchange arrangements are consistent with the purposes of the Fund and are
adequate to fulfill its obligations under Article IV, Section 1.

4, The Fund shall concur in or object to a proposed par value within
thirty days after receipt of the proposal. A proposed par value shall not
take effect for the purposes of this Agreement 1f the Fund objects to it,
and the member shall be subject to 3 above. The Fund shall not object
because of the domestic social or political policies of the member proposing
the par value.

5. Each member that has a par value for its currency undertakes to
apply appropriate measures comsistent with this Agreement in order to
ensure that the maximum and the minimum rates for spot exchange transactions
taking place within its territories between its currency and the currencies

of other members maintaining par values shall not differ from parity by more
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than four and one-half percent or by such other margin or margins as the
Fund may adopt by an eighty-five percent majority of the total voting
power.

6. A member shall not propose a change in the par value of its
currency except to correct, or prevent the emergence of, a fundamental
disequilibrium. A change may be made only on the proposal of the member
and only after consultation with the Fund.

7. When a change 1s proposed, the Fund shall concur in or object to
the proposed par value within a reasonable period after receipt of the
proposal. The Fund shall concur if it is satisfied that the change is
necessary to correct, or prevent the emergence of, a fundamental disequili-
brium. The Fund shall not object because of the domestic social or political
policies of the member proposing the change. A proposed par value shall
not take effect for the purposes of this Agreement if the Fund objects to
the change. If a member changes the par value of its currency despite the
objection of the Fund, the member shall be subject to Article XV, Section 2.
Maintenance of an unrealistic par value shall be discouraged by the Fund.

8. The par value of a member's currency established under this
Agreement shall cease to exist for the purposes of this Agreement if the
member informs the Fund that it intends to terminate the par value. The
Fund may object to the termination of a par value by a decision taken by
eighty~-five percent of the total voting powver. If a member terminates
a par value for its currency despite the objection of the Fund, the member
shall be subject to Article XV, Section 2. The par value of a member's
currency established under this Agreement shall cease to exist for the

purposes of this Agreement if the wmember terminates the par value despite
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the objection of the Fund or if the Fund finds that the member does not
maintain rates for a substantial volume of exchange transactions in
accordance with 5 above, provided that the Fund may not make such finding
unless it has consulted the member and given sixty days notice of the
Fund's intention to consider whether to make a finding.

9. If the par value of the currency of a member has ceased to
exist under 8 above, the member shall consult with the Fund and ensure
that its exchange arrangements are consistent with the purposes of the
Fund and are adequate to fulfill its obligations under Article IV,
Section 1.

10. A member for whose currency the par value has ceased to exist
under 8 above may, at any time, propose a new par value for its currency.

11. otwithstanding 6 above, the Fund, by an eighty-five percent !-;il
majority of the total voting power, may make uniform proportionate changes
in all par values. The par value of a member's currency shall, however,
not be changed under this provision if, within seventy-two hours of the

Fund's action, the member informs the Fund that it does not wish the par

value of its currency to be changed by such action.



