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' BRETTON WOODS AGRERMENTS
E. A. Goldenweiser and Alice Bourneuf

o Dy July of th:Ls year there \ms beld in Bretton Woods, New
Ha.npsh:l.re, a United Nations Monetary and Financial Conference, At
this meeting there were representatives of forty-four United Nations
and the nations associated with them and of Demmark, Agreement wes
reached on the establislment of an Intermational Monetary Fund and
of an International Bank for Reconstruction and Development, There
were also agreements on certain other matters., These agreements are
21l in draft form to be sutmitted to the verious governments, none of
which is bound to accept them., Nevertheless, the rcaching of an
agreement on important economic phases of the postwar world, worked
out in detail and rcady to be put into operation when'sanctioned by
goverrments, is an achievement of historic importance, - It indicates
ability of the Um.tcd Nations to cooperate in 1‘rorkn.ng out problems of
the futurc, I+ augurs well for concerted action in other ficlds and
for the reestablishment after the war of workablce: arrangements for
coopcration in the :mtorost of the cormon wcLaro. :

The Intema.ta.onal Lonctary Fund adims at the restoration of
conditions under.which transactions arising out of foreign trade can
be settled smoothly with the elimination of unnccessary risks-and
hamful pressurcs on the economics of participating countries, The
Fund is not intended to correct cconomiec maladjustments in the dif-
ferent countrics, but will exort an influence on members to underteke
corrective action and afford them time to.mske such action effective,
It will promote cxehange stability and- of*‘er facilities for orderly
adjustment of exchanges vhen nece._,sary to; the correctlon of hasic
nala.dmstrcnts. o0, tods o O g o ;B :

Pol WA

The pronosed Intematlonal Ba.nk for Rcconstruct:.on and Dc—

velo;neh't is designed for the purpose of making long—-tem productlvn

foreign loans to mtmber countrics out of its ovm funds or out of funds

" borroired from privete mvcstors, and of guarantecmg such loans made

through the investment market, All members will share the risks in

. proportion to their participation. It is intended to assure funds

" for the reconstructa.on of devastated countr:..cs and- for the developncnt
: of resources in all momber countries, \ 3
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’Ihc tvro J.nsmtutior\s are mutually supplcxnenfa.ry. 'Ihe opora—
tions of the Fund would reducc the exchange risks involwved in inter-
national investment, and the Bank would provide help to. countries in
develop:.ng their economies in such a wey as to be able. to keep their
inteTnational payhments in balance. Together, the two J.nsta.tutn.ons,

6 they ‘hecone real:.tles, will mark a great adwance in the direction

. of a better economic world. They do not aspire to provide all the
elements necessary for the reestablislment of sustained intemational
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trade and prosperity. In particular, they cannot take the place
of the development of sound domestic policies nor of the adoption
of rational commercial policies shaped in accordance with the po-
sition of warious countries as creditors or debbors in their inter—
national relationships,

Much has been accomplished at Bretton Woods, but much

nore- will have to be done before the countries devastated by the

war have been rehabilitated and many disruptive tendencies that

‘were operat:\.ve beforo the war have been rectified,

- INTERVATIONAL MONETARY FUND

1) Tntrodieten

Revival znd expasion of intemactional trade is the central

objective of the Internotional Monetory Fund, The Agreement aims to

eliminate unnecessary exchange risks by promoting exchinge stobility
and establishes a procedure for the orderly adoption of such changes
in exchange rates as may be agreed to be necessary., The Fund also
aims to eliminate the destructive practices which interfered with the
flow of world trade before the war, such as-indiscriminate exchange
restrictions, multiple currency practices, and bilateral clearing
agreements, and to assure member countries that the proceeds of sales
to any one member can be used for the purchase of goods in any other
member, ,

In order to assist member countries to ma:.ntain sta.ble ex—
change rates and avoid harmful restrictions on trade a pool of re-
sources contributed by all member countries is established, The
Fund's resources will be used to give member countries i‘aced with
an intermational drain a breathing spell during which they can make
necessary adjustments, The Fund is intended 1o 'be a rewlving fund
from which members can meet temporary shortages. After a.reasonable
time a member country must cease to be dependent on the Fund, so that
it may be able to continue to serve others,

By providing for aitemtions in exchange rates when neces—
sary and by giving member countries time in which to: take corrective
action the Fund can eliminate the hamful pressures on  the; economies
of individual countries which otherwise might have adverse effects
not only on the country goncemed but on other countries as well,

Ea.ch country' original contrlbution is def:n.nlte a.nd its
commitment to the Fund is limited to that amount, If the Fund wishes
to obtain more of a member's currency it can-do so only by borrowing
it with the member's consent, Sincde the Fund will deal only with
central authorities and will handlé only net balances which have not
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- been cleared in the market, the Fund's operat:.ons mll in no way inter-

fere with the reg'ular ‘exchange market,

A question arises about the smilant:.es a.nd the dlff‘erences

" between the functioning.of the proposed International Monetazy Fund
-and the functioning of the gold standard, - The fundamental forces at

work would be the same under both systans. Under the gold standazd,

as under the Fund, each country ultimately must find means of paying
for its foreign purchases by the sale of its goods and services, Under
both arrangeménts temporary deficits can be met by gold shipments and
by credit, and under neither of t.he arrangements can these meﬁwds

- offer pama.nmt solutions,

- The Fund proposeé: to reesteblish intermational currencies on

~'a gold basis, but relieved of the disturbing rigidities which charac-
" terized the gold standard. One importent difference between the. gold
- standard world and the one visualized under the Intemational Monetary

Fund is that such adjustments as have to be made in exchange rates will
be orderly, systematic, noncompetitive and teken in the light of full
information and consultation with an impartial body., They will not
inwlve a breakdown of established machinery, as they did under the
gold stendard, Another important difference is that such borrowing of
short-term funds as was done under the gold standard was entirely un—

" controlled and consequently subject to uncertain conditions prevailing
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necessary.

2 Excha.nge Rates

in the short-tem money market, while under the Fund there will be fa-
cilities awilablc for obtaining temporarily the use of foreign curren—
cies on reasonable and equal temrs for all countries, regardless of

pressurcs that may exist in money markets,  The result of these differ-

-ences is that under the Interational lionetary Fund the violent domestic

adjustments at times required by the gold standard will be avoided both
because the Fund will enable.a country to tide ower a bad situation end
will exert its influence to cduse preper adjustments to be made and
because a change 6f exchange rates ywill be pemitted when it becomes

In the following pageé there is'i)r_e_scnbe‘d a description of
the proposed Fund!s mechanlsn. Full details arc given in the published
text. of ‘the Agre@ment B o ., ol C0N

Exehanve mtes and members‘ obllgatlons in respect to them
are a central feature of the Fund agreement, After the par wvalue of
a member' s currency has been establ:\.shed, in accordance with an agreed

procedure, the Fund will prescribe a margin above and below par value
for transactions in gold by -that member and the member is not allowed
-to buy gold-at a price above par value by more than that margin or sell

it at a price helow par walue by more than that margin, Members under-
také to pemitiexchange transactions between their currencies and other
member currencies only at rates within a prescribed range, This range
in the case of spot exchange transactions is onc per cent above and
below par. A member whose monetary authorities freely buy and sell gold
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1. for the settlement of :.ntemat:.on...l tmns&ctlons within the prescribed
margin of parity for such transactions is corisidered to be fulfilling
the undertaklng not to pemit exchange transactions outside the pre-

" . scribed range. -In substa.nce, then, 2 member undertakes to maintain,
if'riecegsary by freely buying or selling gold, the established rate of
‘éxchange between its currency and foreign currencies, except as methods
for orderly and necessary cha.nges are provided by the agreement.

. - . The Fund's purpose is to promote exchange stability as an
important means for the restoration of world trade; but it recogn.Lzes
that certain changes in rates may became necessary., No- change in a
memberts rete can be made except on its own proposal arid members agree
not to propose a ehange except to correct a fundamental disequilibrium,
Member countries are given the right, after consultation with the Fund
but without obtaining its concurrence, to alter the par value of their
currencies by ten per cent from that initially established, For any
proposed changes beyond ten per cent the Fund has a right to concur or
object, but on changes which do not exceed a further ten per cent the

- Fund must either concur or object within seventy-two hours if the member

- 80 requests, There is-a special proviso that a member may change the
par value of its currency without the concurrence of the Fund if the
change' does not affect the intermmational transactions of members of the
Fund, It is d:n.ff:.cult to conceive of such a situation,

In order to protect member countries.from dcﬂ.at:.onazy pres—
sures resultlng from inability to adjust exche.nge rates to world condi-
tions,; it is provided that the Furid must concur in a proposed change
if it is satisfied that the change is necessary to correct a fundamental
disequilibrium, Also it must not reject such a change on account of
the domestic social or political policies of the proposing member, It
is for the Fund to detemrine whcther or not a change is necessary to

4 correct a fundamental disequilibrium, This places on the Fund the
responsibility for acting impartially and mt:.ona.lly on such proposed
changes as may come before it,

It is reccognized that the postwar transition period will be
one of change and adjustment and that during this period the Fund must
give members the benefit of any reasonable doubt in deciding on their
requests. It is certain that during the immediate postwar period more
than ordinary flexibility in exchange rates will be required, It would
be impossible for the Fund to act immediately after the war with such
wisdom as to provide rates of exchange that would in 2ll cases continue
to be appropmate as the process of reconstructa.on proceeds.

The question may be Ialsed whether these provisions go-a long
way toward-diminishing the hoped for stability of exchange rates, There
is every reason to believe that the opposite is the case. Stability
does not mean rigidity and rigidity in the past has resulted in extreme
mstab:l:x.ty. A country which finds that 'its domestic economy is suffer-
ing greatly from inability to balance its intermnational trensactions at
its e*ﬂ.stmg exchange rate and which finds it J.mposnble ’w correct the

%
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sitvation by other adjustments witho'at seriously hamful consequences,

Jhas no altemative but to change its rate, Persistence in attempts

to maintain the existing .rate is likely to, hawve important disturbing
effects both at home and abroad and to result in the necessity of
larger and more frequent changes in raetes when the changes arc cventu-
ally made ’cha.n would have been necessary had the country acted promptly.
The provision for orderly changes in rates at such times, in consulta-
tion with the Fund and with its concurrence, is, therefore, a contri-
bution in the long run to stability of rates rather then an mp:.ngcment
upon it, And, finally, stability of rates is not so much an end in
itself as a means of promoting trade, and, through trade, a high lewel
of omplo‘ymcnt and income, - Insistence on stable rates, irrespective: of

. the cffects of those rates on anploymon*b and :.ncome, ma.y mean los:l.ng
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s;v.ght of - the ob,]ecta.vc. D
If & country changes its rate by more than ten per cent from
the initial rate without the Fund's concurrence “the’ Fund has authority
to declarc the country incligible to use the Fund's resources, In such
cases, if the Fund and the member do not cone to an agrcement on the
rate within a reasonable: pcmoa, the -Fund can’ require the country to

mnthdraw from - membcrohlp in the Fund,

_ There is a spccla’l. urrungcmont whereby the Fund may declde
to makc a unifom proportionate. change in the par walues-of 211 member
currcncics, The decision to make such a uhifom change requires the
approtal of a ma;]onty of the totel wotes plus the a.pproval of each
country having ten per cent or morc of the quotes, i.e, the United
States, United Kingdom, and the Union of Soviet SOCla.llSt Republics,
Any country, however, may refuse to accept such a change in respect
to its own currency provided it notifics the Furd Wlthln 72 hours.,
Such a u:nlfom changeé in par wvelues would result in no change in the
world patterm of exchangc retes, Telues of currencies in gold would -
change, but velues in tems of other currencies would remdin the same,

3. Exohungc Restnctlons

Member countrlcs undertake the obligg.tlon not to :meosc O~
strictions on -the making of payments and. transfers for current inter—
national tronsactions without the approwal of the Fund, ” Payments for
current transactions arc doflnea in the Agrcéement as including payments
due in conrection with trade, scmoc, end nomal short—tem banking
and credit activities, peyments of interest on loans and 6f net income
from other investments, payments in modercte amount for emortization
of loans or for deprecidtion of dircct inwestments, and moderate re-
nittances for fanily living expenses, In particular, current transac-
tions do not include payments for the purpose of transferring capital.
The Fund is empowered to deteminc whether specific tronszctions are
current or capital transactions. Each nember has a right to control

_international capital movements provided it does so in a manner which

does not restriet payments for current trensactions or unduly delay
transfers of ‘funds in sottlomont of connlmonts,
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° Besides the general dbligétldn to avoid restrictions on cur—
rent trensactions, menbers. are. obliged not to engage in any discrimi-

N natory curréncy arrangements or multlple cur*'ency‘practlces without

the approval of the Fund, If a mehber is engaged in such pra.ctn.ces
when the Fund Agreement comes into .,.orce, it must consvlt with the Fund
as to thc:.r brogressive rémoval,

Excepuon 0 the general rule is made in respect to scarce
currenc:.es, which are oL.scussea .z,ater. There are also provisions by
which members may avail themselves of special arrangements made for the
post-war transitional period, Members intendlng to avail themselwes of
these arrangements must notify the Fund, Under these special arrenge-
ments members may maintain and adapt to chdngmg circumstances restric—
tions on payments and transfers for current intermational transactions.
However, members which maintain restrictions in accordance with this
arrangement must take all poss:.ble measures to facilitate international
payments and must withdraw such restrictions as soon as they beliewve
that they will be able, without the restrictions, to settle their bal-
ances of payments without being forced to draw too heavily on the re-
sources of the Fund, Starting threc years after the Fund ‘begins opera-
tions the Fund must issue dn annual report on‘the restrictions still
in force under these tramsitional arrangements, After the fifth year,
any member still imposing such restrictions must consult with the Fund.
The Fund may indicate to a member thet it is in o favorable position to

q.

~withdraw any or all of its restrictions and, aftc,r a suitable time, may

require a menber to 'mtadmw from the Fund if it continues to maintain

“those restmcta.ons.

The reason for thesc cxcmptions is that it would be impossible

" to require all mamber countrics immediately to remove 21l restrictions

on current transactions, If that werc donc, some members would be forced
to rely heavily on the Fund with thc consequence that the Fund's ro-
sources would be used increcasingly in financing deficits in international
payments incurred by countries which are as yet in no position to teke

- advantage of the Fund's temporary assistance to-balance their-‘trade with
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the rest of the world without such restrictions. On the other hand, all
member countries are committed gradually to abandon restrictions, and
after five years the Fund has the power to refuse the use of its resources

to, or require. the withdrawal of, a member which is not elm:ma.tmg its

restrictions as rapidly as the Fund belleves this should be done,

In adch.t.;.on to the oollgat:l.ons to avoid restrictions on current
transactlons a.nd d::.scmm.natozy currency practices just described there
is a special’ convertibility provision, Subject to specified exceptions
this provision assures a member (i,e. a Government and its agencies as
distinct from the generel public) that it can bring home the balances
it holds in another member country 1) if the balances have been rocenﬂy
acqulrcd as a result of current transactions or 2) if their conversion
is neeaed Jox mc.lfing payments for current transactions, The first part
of this provision assures a member that the proceeds of merchandise ex-
ports and other current transactions can be brought home at the parity

.org/
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rate -- an assurédnce that is implicitly given to the general public

as well clsewhere: in the Agreament, If, for instance, the French
authorities hawe. recently acquired: _sterli.ng balances as a result of
current trensactions, France can require England to convert the balances
into frencs (or, at England's option, into gold which is readily con-

vert:. ole into frs.ncs)

The second part of the provision applies to 'balances acquired

~at an earlicr period or from other then current accouni. ‘trensactions,

" The principle adopted is that these balances,. t00, which are part of

the monetary reserves of the countries conccrncd, should be convertible
for making peyments for current transactions, Since each mémber is

frec, howcver to regulate intermational capital movements, it is free

to restrict thc use of balances of this cheracter; and hence it can at °
its own ch.scrdt:x.on relicve :Ltsolf at any tame of this sccond Obllg" tion,

There are other Lnltatlons to both obllga.tlons above. In the
example given, England will not be ool:wed to purchase the sterling
‘balances if at that time Engla.nd is, for any reason, not &ntlﬂed to
purchase foreign currencies from the Fund, The obl:."aplons in this
special fom apply only when England is in a position to fulfill them
through purchase of the required currency from the Fund, The obliga-
tions lapse, also, if the currency needed for making the purchase, in
this case francs, has been declared scarce, If francs have been de-

" clared scarce England may be.able to obtain a certain amount of francs
. from the Fund but she is authorized to restrict frenc transactions as

Digitized for FRASER

she .sees fit and therefore camnot be forced to convert sterling balances
into francs. -Similarly, the obligations do not annl.y if BEnglend has
obtained the approval of the Fund to restrict payments due on current
transactions or if the balances have been acquired contrary to England's
exchange regulations, Finaily, the obligations do not anply to’ sterling
balances accumulated during the transitional period if England has
availed hersclf of the specw.l transitional . arrangements.

Although the special convertlbl._lty oblloat.lons am, tleu up

Afo the Fund mechaniasn and lapsc when 2 member is for any reason no

longer entitled to purchese foreign currencies from the Fund, the gen-
eral obligation not to impose rcstrlctlon.; on. the meking of pments
and transfers for current internationsl trensactions mthout pemission
of the Fund' is binding on all member cpuntries, irrespective of whether
or not.they arc entltlcc at any perticular. time to drew on the ‘resources
of the Fund,

e SLbSCI'lpth'lS to the Fund

N

Ly » Membor countries sabscnbe to the Fund in 'fold and national
currencies, Ecch member subscribes 1t,s assigned quota, the gold part
of the subscription being a minimum of twenty-five per cent of its
quota or ten per cent of :its net official holdings of gold and United
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States dollc.rs, whlcnever is the’ srallcr.—/ The attached Table % .shows

- the quotas of .the ecuntries r"prescnted at. the United Nations Monetary

and Finencial Conference, totaling %8,800 million, the amount of the
required United States gold contribution,. and a rough estmate of the
required gold contributions of the other countries.

"~ The Fund's gold will be held in the central banks or other
designated depositories of member countries, At the outset, one-half
of the Fund's gold will be held in the Federal Reserve Systan and forty
per cent inh the central banks of the United Kingdom, the TUnion of Soviet

- Socialist Repmblics, ‘Clﬂ.na, and France,

' The currency subscrlptlon of a member country, and any subse-—

- quent acquisitions by the Fund of the currency of 2 member country, will

be held by the Fund in that member country's central bank or designated
depository, : Presumably in most countries the Fund will have a deposit

- daccount at the Central Bank, Under the temms of the Agreement a member

cdn substitute non-interest bearing demand obligations of the govermment
for any part of its currency which the Fund does not consider it neces-

sary to hold as an operating or working balance,

@

The gold value of the Fund!s assets will be *naln‘camed irre-
spective of changes in the par or foreign exchange welue of a member! s
currency. Each member is obligated to compensate the Fund for any fall
in the gold welue of its currency held by the Fund, The Fund, in tum,
must reimburse the member for any rise in the gold value of its currency
held by the Fund, The Fund may weive this obligation if a unifom pro-
portionate change is made in the par walues of a.'ll currencies.

5. Purposes for Which Member Countries f Cen Use the Fund

Member countries can use the rescurces of the Fund, in generel,
only to finance current transactions with other member countries. This
is brought 'out in the statement on the puwrposes of . the Fund which says
that the Fund is to assist in the establishment of a multilateral system
of payments in respect of current trensactions, It is also bréught out
in the se¢tion of the Agrecment which states that members may not make
net use of the Fund's resources to mget large or sustained outflows of
capital, and that the Fund may rcquest a member to exercise controls to
prevent such use of the resources of the Fund and declare a member in-~
eligible tc usc the Fund if it does not exercise appropriate controls,

: ]_./ Holdings are measured as of thc date on vhich the Fund notiTics man-
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bers that it will soon bc able to begin exchange trensactions. For

- this purpose net afficial holdings of gold and United States dollars

" means & memberf s official holdings after deducting centrel holdings

of its currency by &ther countrics and such holdings of its currency
by banks and other institutions in other countries wh:.ch carry speci-
fied rights of conversion into gold or United States dollars. The
meaning of official holdings and central holdings is explained in a
later scction of this paper dealing with the definition of monetary
reserves,
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The Fund is not intended to énable member countries to meet
‘all deficits- ans...ng from current trensactions.. The Agreement says
that the Fund is not intended to provide facilities for relief or re-

~construction or to deal with intemnational indebtedness arising out of

the war and it is made clear that members are not intended to use the
Fund as a source of pemanent financing, The Fund is to be a ‘revolving
fund which mekes its resources awailable to members over msonably
short periods of time to provide -them w1th an opportun:l.ty ’oo correct

balance of payments me.ladaustnents. :

The Fund may limit a member*s use of the regources of the Fund

if it is of the opinion that: the member is using them in a mamner con-

- trary to the Fund's purposes., When the Fund so limits a member!s use

"of the Fund it must issue a report to the member, If the member does

not make a satisfactory reply to the report, the Fund may continue to
limit the membor's usg of the Fund or declam it incligible to use the

Fund,

B Ma.nner of Us:.ng the Fund

. Dealings between the Fund and mmber countrles can tske place
only through the Troasurn.es, central banks, stabilization funds, or sim-
ilar fiscal agencies of member countries, Ordinary trensactions in ex-
change by nat:Lonals of member countrics will continue to'be effected
through the usual chennels, Only when a shortage of foreign currencies
develops will the market come to the centre.l authont:.es, which in turn

~will apply to the Fund,
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' Although transactions of various kinds may take place between
member countrics and the Fund, the essential feature of the Fund arrange-

"ment is that membér countries are entitled to obtain currencies of other
‘member cowntrics from the Fund in exchange for their own currencies, In

the Fund, & coantry's currency is an obligation of that country, a claim
on its resources, ‘It is importent to an understending of the Fund!s
operations to recognize thet a country!'s currency, as such, is good only
in the issuing country, and that when it acquires foreign currencies
from the Fund c.,nd'pays"ior them in its own currency, it, in effect, .
borrows these foreign currencics and gives the Fund, in exchange, claims
on 1ts goods and serwvices, The trensaction has elemonts of a loan by
the Fund to the country which purchases oychangc from it, notwithstanding
the fact thet the currenéy paid into the Fund for the foreign exchange
is money in its -own countiy. This is the explanation of the fact that
throughout thc Fund Agrecment a country's use of the Fund's reésources

at a gn.ven time is measured by the smount of its currency in the Fund's
possession in excess of its original contributmn.

It is also esscntial ‘cc an undcrst..nd:me of the Fund's opcr“-
tions to. realizc.that the Fund must maintain a hlance in its hold:.ncf'
of warious currencies, Certain currencics will be much more in denand
by member countries than others and the Fund would be scriously hendi-
capped if its holdings of such currcncies bececame very small and its
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holdings of currencies which are not in demand became too large. It
is for this reason, pagrticularly, that measures are provided in the
Agreement to encourage - replacement in the Fund of currencies purchased
from it,

Members may also buy foreign currencies from the Fund with

gold, Such purchases would not constitute a drain on the Fund, Any

member wishing to buy the currency of another member with gold is ex-
pected, if it can do so with equal adwentage, to acquire the foreign
currency through the sale of gold to the Fund, In this way the Fundts
holdings of gold, with which it can buy any member's currency, will be
stezdily replenished, The repurchase provisions described later also -
tend to replenish the Fund's supply of gold or of -currencies in demand,

7. Quantitative Limits on Use of Fund

A member may not increase the Fund's holdings of its own cur—
rency by an amount larger than one-quarter of its quota in any 12 month
period, except by special pemission, or when the Fund's holdings of its
currency had previously fallen below 75 per cent of its quota. In the
aggregate, it can not purchase foreign currencies with its own currency
in an amount that would bring the Fund! s holdings of its currency to
more than 200 per cent of its quota, cxcept by special pemmission, This
means that, if a country's quote is 100 million dollars, of which 25
million dollars is contributed in gold and 75 million dollars in currency,
the countrv!s net purchases of foreign oxchange from the Fund with its

wn currency could total 125 million dollers, this being the amount that
would bring the Fund's holdings of the purchasing member's currency to
200 million dollars or 200 per cent of its quota,  This general limit of
200 per cent of a member's quota is cguiwalent to saying that a memberts
net purchases of foreign exchonge from the Fund with its own currcency may

not exceed the amount of its quota plus its gold contribution.

These quantitative limits on & member's use of the Fund have
been carefully worked out with 2 view to the c.c‘cual resources of the
Fund and the need of keeping the Fund in a position to meet the demands
which may be made on the Fund by other member countries, The limits
apply in general to all countmes, but the Fund can waive them, as well
as the other conditions governing a member!s purchases of foreign cur-
rencies fram the Fund, The Fund may decide to weive these limits in
the case of member countries which hawe a record of avoiding large or
continuous use of the Fund, or have periodic or exceptional needs for
foreign currencies, or are w:Llllng to pledge acccp*:able collaterel,

B Repurchases from the Fund :

There arc two provisions requiring a member in certain circum-

-st..nccs to ropurchasc its: currency from the. Fund, The broad purposcs of
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the .first of these provisions are to limit & country's use of the Fund
when it hes ample other means of meeting its international payments and
to make it share with the Fund such additions to its monctary reserves
as may occur from time to timec, provided it has becen using the resources
of the Fund.
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For these purposes a member whose reserves are in excess of
its quota is required at the end of each financial year to examine
changes in its reserve position in relation to its use of the Fund's
resources and to make adjustment in accordance with the following rules,

.+ If the member's. reserves have not changed, it must use its reserwes to
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the extent necessary to reduce by one-half the year's increase in the
Fund's holdings of its currency, If its reserves have increased, then
it'must use its reserves as in the previous casc and, in addition, must
use half of the increase in its reserveSto redute the Fund holdings of
its currency whenever acquired, If the country's reserves have de-
creased but are still in excess of its quota, it must use enough of

its reserves to make the decrease of its reserves for the year equal

to the year!s increase in the Fund's holdlnos pf its currency,

The sccond repurchase provision is intended to limit the use
of one currency, such as the dollar for example, for financing adverse
balances of payments betwecen two other countries, This provision is
necessary to reduce the absorption of scarce currencies into the fi-
nancing of balances betwecen other countries,

There are certain limits on the mpurchases which must take
place under these two provisions. First, no member is required under
these repurchasc provisions to reduce its monetary reserves to below
the amount of its quota. Second, no member is required by these re-

" purchases to reduce the Fund's holdings of its currency below 75 per

cent of its quota, This means that a member is required to make thesc
repurchases only if it has been msking net use of the resources of the
Fund or-if it originally contributed less than 25 per cent of its quota
in gold, Third, no repurchases shall reise‘the Fund's holdings of the
currency of any country abowve 75 per cent of that country?s quota.

- This protects the Fund from acquiring currencies under these repurchase

provisions of which it already has an émplc supply and insures that the
Fund will acquire only such currencics as are in demand. There are
detailed rules governing the types of reserves to be used by cach mem-
ber country in meking the required ropurcha.scs of its currency.

A member's monetary reserves include a member's net official
holcb.ngs of gold and convertible currencies, convertible currencies
being, in general, currencies of members of the International Monetary
Fund that hawve not taken adventage of the special tmns:LtJ.Onal arrange-
ments and currencies of such non-members as the Fund may from time to
time specify. There is a special exception by which occupied countries

‘need not include in -their monetary reserves gold newly mined in the

first five years of the Agrecement, The tem currency includes coins,
paper money, bank balances, bank acceptances and govermment obligations

. issued with a maturity not exceeding twelve months., A member!s official

holdings means central holdings, i.c, holdings of Treasuries, central
banks, stabilization funds, and similar agencies and also such holdings
of other official institutions or other banks as are substantially in
excess of working balances and are deemed official by- the Fund after
consultation with the member., Net holdings are calculated by deducting
from a member's official holdings its currency liabilities. to official
institutions or banks in the territories of other members or non-members
the holdings of the currencies of which are :anluded :Ln the manoer's
official holdingse e
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e Charges '

, “Menbers: purchas:.ng foreign exchange from the Fund w:Ltn their
own currencies are required to pay a unifom service charge of 3/4 of
1 per cent, This charge may be altered by majority vote to not less
thanh one~half or not more then 1 per cent. If a member's purchases
from the Fund raise . the Fund's holdings of its currency above its quota,
a2dditional -charges must be levied by the Fund on its holdings in excess
of the quota. These charges are levied in proportion to the Fund's hold-
ings of the currency of a member because, as explained above, this -
measures the extent of a country's use of the resources of the Fund,
Unless a member's monctary reserves arc less than half its quota all
charges are payable in gold,

. The rates charged on holdings in excess of the quota are uni-
fom for 21l countries and very with the amount of the currency held

and the length of time over which it is held by the Fund. The attached
Table IT gives the rates charged for each step in the upward scale, both
as to amount and as to time, It should be noted that these are not
average charges on the entire amount or over the entire period but charges
on each indicated unit of wolume and of drumtlon.

The Agreement prov.x.des, as indicated in the table, that special
consultations between the Fund and & member must take place with a view
to decreasing the Fund's holdings oif that member!s currency when the rate
payable by that member on any amount or for any period of time has
reached 4 per cent, If the rate rises to 5 per cent, as indicated in
the table, and if the amount held or the period of time over which the
currency is held continues to increase, the Fund may impose such charges
as i1t deams eppropriate,  The scale of ch;mges ,]ust described may be
altered by a 3/4 vote.

. . It is -clear from the more substantial nature of -these charges
and the fact that the rates charged become progressively higher as a '
member uses more of the resources of the Fund or uses them over a longer
period of timc that these charges, unlike the service and handling
charges, -arc intended to act as serious deterrents to countries meking
.large or prolonged use of the Fund's resources. This is consistent with
one of the major purposes of the Fund which is to be in a position at
all times to help any member to mect a tomporary deficit in its balances

~ of payments and give it time to correct maladjustments, The Fund!s power

. to help all member countries would be ‘seriously threatened if unduly
large amourits of its total resources were used to meet the needs of any

one countryy or if any substantial part of its resources were in use over

long periods of time, In such eases the Fund's holdings of currencies
in demand by most members would shrink end might become J.nadequate for
further operations while its holdlncs of currenc:Les not in dema.nd a.ccu—

- mulated. =

10, Scarce Currencies.

: If a country sclls ‘godds or scrvicecs to the rest of the world
in largepr amount than it buys abroad, then the rest of.the world must
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either be borrowing the difference or drawing upon its monctary re-
serwes or the Fund to pay for its purchases. The maladjustment in

the sphere of trade, services, and capital may be of so persistent

a character as to force heavy drafts upon limited national reserves
or resources in the Fund. In such a ¢ase, there is danger that the
increasing difficulties of obtaining the currency may start a scramble
to obtain it before it is too late, Rather then let things dewelop

to this critical. point, the Fund, long beforc the situation has become
acute, may inform members that a general scarcity of the currency is
deweloping and may issue a report analyzing the causes of the scarcity
and recommending measures designed to bring it to an end.

Should the Fund's holdings of the particular ccurrency become
scarce, the Fund may require the member concermed to sell its currency
to the Fund for gzold and 21l members undertake to buy gold offercd to
them by the Fund if it is in nced of their currencics. Or the Fund
may make an effort, with the approval of the member concerned, to borrow
its currency., It will have the choice of borrowing from the member
itself or from' other members which happen to hawve a- supply of the de-
sired currency. But aside from the original subscription, no country
is obliged to lend its currency to the Fund, since the total commitment
of each country is limited to its original subscription to the Fund.

If the demands on the Fund are so great that the Fund's
ability to supply the scarce currency is seriously threatened, the Fund
must fomally declare the currency to be scarce and apportien its supply
among member countries, In doing this the Fund must take into consid-
eration the relative needs of member countries, the general internstional
economic situation, and any other pertinent fac’tors. It must also issue
a report concerning its action. :

Once a currency has fomally been declared scarce, any member
may limit the freedom of exchange transactions in that currency to the

‘extent necessary to reduce the demend for that currency to -the level

of its supply.. Bach member may detemine for itself the way. in which
it limits transactions in the scarce currcncy provided it:does not vio-
late its obligations in regard to exchange rates. Mambers agree not

to inwvoke the obligations of prior agreaments in such a way as to pre—
vent & member from limiting its. transactions in the scarce. currency

to the oxtent necessary in the circumstences just described; but each
menber also agreces to give sympathetic consideratidn to the representa-
tions of other mambers with regard to its c..dm:.nlstmtlon of the re-
strictions.

Onc of the Fund's cndeavors u_'l.l be to prcvcnt the dewelop-
meht'qf a shortage of any currency, But.a persistent damend for a
country! s goods in cxcess of its purchases of other countries' goods
will inevitably result, with or without thc Fund, in a shortage of
that country's currency. Other cmmtrics‘ma.y meet the shortage tempo-
rerily by selling gold to the country whosc currency is scarcc, or by
borrowing from it, But, in thc end, such a scarcity can only be clim-
inated by the recstablishment of bc,,lemco betweén the country'!s exports
and its imports.
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11, Withdrawal, Vblunta‘.ry and Compulsory

If any member :f‘alls to fulnll any of its obllgatlons under
'the Fund Agreement, it may first be declared ineligible to use the re-
sources.of the Fund, ‘and 1f it persists in its failure, it may be re-
quired to withdraw from membership in the Fund, Neither of these steps
will be teken without first infoming the member of the situation and
giving the member an opportunity to be heard. Compulsory withdrawal
of a member requires the approvel of the majority of the member coun-
tries having a majority of the voting power,

Any member has a right to withdrew from the Fund at any time
by giving notice in writing, In casc a member withdrews cither wvolun-
tarily or otheriisc, a mamber's accounts with the Fund are scttled

either by agrecement with the Fund or according to & carefully worked
out fomula, The fomula provides thet all obligations to the with-
drawing country shall be mct in its currency unless it agrees otherwisc,

12.. Sctting Up the Fund

The Articles of Agreament include carefully worked out arrange-
nments for the coming into operation of the Honctary Fund, The provisions,
both as to the setting of the initial par welues of member currcncies
and the commencement of ecxchange transactions by the Fund in particular
-currencies, insurc a reoasonablc and gradual procedure, They should re-
-assure those who are apprehensive about the absorption of the Fund's
entire resources during the period of pootwar dlsturba.nces.

No part of the Agreement will enter :m'l:o i‘orce or be binding
on any country until goverrments having sixty-five per cent of the
total assigned quotas, that is countries,having; aggregate quotas of

. almost six billion dollars, have agreed to accept the obligations of

'~ membership, and in no event before May 1, 1945. The goverrments repre-

- sented at Bretton Woods which accept membership before December 3L, 1945,
will constitute the original members of the Fund, After that time mem-  °
bership will be open to any country on such tems as may be prescribed
by the Fund, Therc is a spccial provision that countries which have
been under cnemy occupation may sign the Agreauent and become original

- members, but may postpone actual acceptence of the obligations of mamber-
ship until six months after their tcrm.torlcs hawve bcen llbera.toa from
the enany.

3

When countries having 65 per cent of the total quotas have
accepted the obligations of membership and the Agreament comes into
force, the United States, having the largest quota, will call a mceting
of the Directors appointed by the members, Thé Board of Directors will
arrenge for the solcctlon of provisional cxccutive directors to scrwe
until a regular cleetion of Exccutive Dircctors cen be held as soon
as is pr" cticable after Januvary 1, 1946.
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The first task of the Fund will be to arrange for the fixing
of the initiel par walues and for the commencement of exchange opera-
tions in member currencies, When the Fund decides that it will shortly
be in a position to begin exchange transactions it will undertake to
establish initial par values. It will ask each member country to com-
municate the par waluc of its currcncy bascd on the rates of exchange
preweiling sixty days before thc Agreement entercd into force, The
date will thereforc be somctime botroen Harch 1, 1945, and October 31,
1945, If cithen the Fund or the member is of the opinion that this par
wluc is unsatisfactory, it must sey so within ninety days. The Fund
can object to this par waluc if it appcars thet it can not be maintained
without leading to unduc use of the rescurces of the Fund cither by that
membor or by other mambers, The Fund and the member must agrec on an
initial par waluc within a2 rcasonable period, and if no agreement is
rcached the member-will be decmed to heve withdrgvm.

Special provisions for countrics which have becn accupied by
the cnemy allow these countrics to postpone communicating the par value
of their currencics until major hostilities have ccased in their terri-
torics, or until such lator timc.as the Fund may dctemine, and also
allow thesc courtries and the Fund morc than ninety days in which to
register objections to the comunicated par waluc., Such countrics may
also usc the Fund bofore their initial par wvalucs have finally been
cstablished, in cmounts and under conditions prescribed by the Fund,
and may in the meanwhiic elter their comaunicated rates by agreament
with the Fund without prejudice to their ability to alter their rate.)

after 1n1t1a.1. par velues heve finally been established, ;

: Once the initial par walues of their currvencies have been
established, countries become eligille to use the resources of the Fund
in accordance with the general provisions of the Agreament; and, as has
been noted, occupied countries will becane eligible to use the Fund on

& limited basis whenever the Fund grants such privileges. The Fund
cc..:mo’r begin transactions in exchenge until members having 65 per cent
of the totel quotas have become cl...g:.blc to drew upon it and until mejor
hostilitics in Europe have ceascd, Ewen then the Fund nced not start
cxchange operations if world conditions appecar unfayorcble to its proper
functioning, It has full discretion to welt mt:.l thc s::.tuation has
cleared,

There is a drovision vhich gives speclal pover to the FPund to
' postpone exchange transactions with any particular member, even if that
member has become eligible to use the Fund and the Tind has decided to
begin eXkchange transacta_ons. This is when the circumstances of the
member are such that, in. the opinion of the Fund, exchange transc.ctlons
with it would lcad to use of the resources pf the Fund in a manncr con-
trary to the purposes of the Agreecmont, Under this provision the Fund
can protect itsclf and othcr members by rofusmg to deael with a country
in an unstable oconom:.q or pOll'blOcJ. condltlon. :
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13. lanagement of the Fund

Provisions for the management and orgenization of the Fund
need not be described here in detail, The Board of Governors, in which
all the powers of the Fund will be vested, will consist of one Governor
appointed by each member country., The Board may delegate its powers to
the Executive Dircctors, except for the power to-decide on certain is-
sues bf major cconomic or political significance, The Exccutive Dircc-
tors will conduct the general operations of the Fund, There 1ill be at
least twelve Exccutive Dircctors, fiwve zppointed by the five members
having the largest quotas, which at the outset will be the United States,

. the United Kingdom, the Union of Soviet Socialist Republics, China, and
France, two clected by the American Republics other than the United
States, and fiwe clected by the other members, The procedurc by which
the clocted Exccutive Dircctors are to be chosen is designed to scc that
cach member will hawve an appropriatc voice in the election of at least
onc of the Dircctors. Two additional Exccutive Direcctors may bc ap-
pointed to represcnt the two countrics the currencics of which arc being
used by the Fund in thc largest absolute amounts, if these countries are
not included in thosc alrcady centitled to appoint Dircctors. As now
countries become members of the Fund the mmber of Exccutive Directors
may be increascd., The Exccutive Dircctors will eppoint a Mcnaging Di-
rector who will be in charge of the operating steff of the Fund and will
conduct the oroimry business of the Fund, The principal office of the
Fund will be in the United Su.'beo, since this ceuntry will heve the
largest quota.

The voting power of member countries is detemined by giving
each member country 250 wotes plus one additional vote for each $100,000
of its quota, The woting power of the countries represented at the
United Nations lMonetary and Fmanc:.al Comerence is indicated in the
attached Table III.

For woting on certain matters indicated below, the distribu-
tion of voting power shown in the table will be modified. When the
Fund is voting on the question of whether or not to waive any of the
conditions governing a memberts use of the resources of the Fund, or
on the question of declaring a member inecligible to use the resources
of the Fund because it is using them in 2 manncr contrary to the purposes
of the Fund, the wotes of member countries will be altered as follows: -
the voting power of a member country will be increased by one wote for
cach four hundred thousand dollars of net sales %écplts rrency by the
Fund and decreascd by onc vote for cach four hun 9 rs of its nct .
purchases of thc currencics of other mcmbers, prov:.c(\ d nct purchascs
or nct sales do not excced the quota of the member inwolved, By way
of cxamplc, if the Fund's nct salcs of dollars cqual one-half the United
States quota (that is, if forcign dountrics will have drawn on the Fund
for $1,375 mllllon) the percentege of total woting power of the United
States will be 31,5 per coent rather than 28,0 per cent. The thcory of
this provision is that on thesc problcms involving the usc of the Fund!s
resources the voting power of countrics which have made substantial usc
of them should bc deercased and that of countries of whose subscriptions
othcr countrics hawe made substantial usc should be incrcased. These
changes in voting power, howcwer, arc rclatively small.
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In voting by the Board of Directors, the Governor appointed
by each member has the voting power allotted to that member, The
Executive Directors cast the number of votes either of the country
by which they are appointed, or, in the casc of the elected Executiwve
Dircctors, of the countrics which hawve eclected them, "An Executiwve
Director must cast all thc wvotes of which he has control.as a unit.
He is not pemitted to:cast some of his votes in one way and same in
another, The countrics.whose votes counted toward his clection are
precluded from urging him to cast the number of votes which they in- -
dividually arc cntitled to in accordance with theirx_pa.rtic;lila..r;ﬂmd.shos.

.u.OSt decisions of the Fund are by a ma.Jor:.W of the wotes
cast in accordance with the distribution of voting power, but certain

 specified decisions require more than a simple majority of votes or

the epprowvel of a stated proportion of member countries., ..

Decision as to what part of the Fund!s net income should be
distributed to members will rest with thé Board of Gowernors, and
cannot be delegated to the Executive Directors. There are certain

. rules, however, If income is distributed at all, two per cent must be

paid to countries on the amount of their currency subscr:z.ptlon that
has been used by the Fund to mect the needs of other countries, This
preferred two per cent is non-cumulative, Any further amounts d.'LS"‘
tributed must be paid to all mémbers in proportion to their quotas.

The management of the Fund has the right o make rccormen-

dations to any momber, whether that member is using the Fund or not,”

The Fund mey .communicate its views infomally or may, by a :two-thirds
wte, deClQC to publish a rcport regarding a mamber!s monetary or
cconamic cond:x.t...on or Qovolopncnts which arc directly tending to pro-
duce a serious discquilibrium in the international balanee of payments
of members,

‘The ma.nagement has s*oeclal powers to susp end all tmnsact:.ons
of the Flmd, and also has power to decide to liquidate the Find, - If
the Func is llqu:x.oated this must be done.in accordance with a procedure
specified in the Agreement which' is designed to :Lnsure fair treatnent
of all member countries,

Questicons of interpretation of. the Agreement are to’'bs sub-
nitted to the Executive Directors, and may be submitted on appeal by a
member country to the Board of Govemors, In special cases involving
withdrewal or liquidation a special arb:l.’crat:.on tribunal mey be appointed,
lost of the Articles of the Agreement may be amended if the amendment .
is approved first by the Beard of Governors and then by, three~fifths of
the manbér countries having four—fifths of the totel votcs, Howevcr,
three of the ‘Provisions of the Agreement cen only be amended with' the
acccptance of all member countrics, They refer to a memberts right of
withdrawal, a member's right to veto 2 change in its quota, and the
prohibition against a change in the par value of a member's currency
being made otherwise than in response to its own proposal.
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. INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

) 2R In'troductlon

Whilé the Monetary Fund aims at greater stability of condi~-

'tlons in world trade and is concerned with . the member countries' short-

term foreign exchange requirements, the Bank for Reconstruction and
Development is intended to promote the international flow of long-tem

~ capital, By direct loans of its omm resources and of such funds as it

may itself borrow, and by guaranteeing loans made by private investors,
the Bank is expected to help in the restoration of economies destroyed
or disrupted by war, the reconversion of productive facilities to peace-

. time needs, and the development of proouctlve facilities and resources

in less developed countries,

‘The Bank may be expected to set a pattem of interest rates

‘and other conditions for international loans that will be reasonable,

will tend to eliminate abuses such as occurred in this field in the
period after the first World War, and indirectly will exert a salutary
influence on tems and conditions of all international investments.

In the long run it is expected to contribute to the development of a
balanced growth of world trade and the maintenance of equilibrium in

| . the mtematlonc.l a.ccomts of member countrn.es.

Total loans and guarantees by the Bank will be limn.ted in
amount to a maximum equal to the Bank'!s capital, surplus, and reserves,
While member countries will be jointly and severally liable on the

guarantees, each country's liability will be limited to its subscrip-

tion, which in the case of the United States will be three billion
one hundred and seventy-five million dollars, or thirty-five pcr cent
of the total. . ,

Slnce only twenty per cent of the Bank's capital will be
loaned directly while eighty per cent will be held as a guarantee fund
against losses, and since the Bank will meke or guarantee only such
loans as the borrower camnot obtain elsewhere on reasonable tems, the

~ Bark will pramote rather than hinder in any way the flow of pnvate
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funds into international investment channf‘ls.

2, Membc,rshlp and Capltl Subscriptions

All mcmbors of the Bank must also be members of the Inter-
natlonal Monetary Fund. This provision will reduce the cxchange risk
for funds invested by or through the instrumentality of the Bank.,

-Withdrawal from the Fund entails withdrawal from the Bankl after three
months, unhless the Bank by three-fourths of its total voting power

ru.'l.es othcmise. i
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Omg:mal members of the Bank will be those who accept
membership in the Bank before December 31, 1945, After that date
membership will be open to others on such terms and conditions as
may be pres cr:.bod by the Bank e

Fach member is required to subscribe to a minimum number
¥ of shares of the capital stock of the Bank, The authorigzed ‘capital
’ is ten billion dollars of which the countries represented at the

United Nations lionetary and Financial Confercnce‘are expected to *

subscribe 9,1 billion dollars, threce hundred million dollars more

than the quotas of these same countrics in the Intematlonal Monetary

Fund, The total authorized cepital may be increased, If it is in~-

creased each country will have an opportunity, but no obligation,

to subscribe in proportion to its original subscription., Minimum

subscm.ptlons for the different members are similar to their quotas

in the Monetary Fund, The United States, howewer, will subscribe

425 million dollars more to the Bank than to the Fund and Canada and

Chine will subscribe 25 and 50 millions more, respectively, ILatin

American countriés combined will subseéribe 154 million dollars less

and six other countries a total of 46 millions less, -

Requlred subscrlptions will be d:Lv.Lded into two parts.
twonty per cent for the Bank's own loan fund and eighty per cent as
& guarantee fund either to. meetb such 1ldsses ag the Bank might incur
in connection with loans made out of funds borrowed by it or to dis-
charge its obligations in connection with loans it has guaranteed,
Initially member countm.es will be required to pay two per cent of
their subscription in oold or United States do'llars._ ‘Within a year,
the Bank will ‘call for eight per cent more., No further calls on -
subscriptions will be made except as needed, and such further calls
as are made within any three month period on that part of the sub-
seription *for the Bank's own loan fund shall not exceed :tlve per
cent of the price of the shares.

The requlred minimum subscription of each country repre-
sented at the United ! lations Mone tary and Financ:.al Conference is
given in the attached Table IV, as well as the amount ‘of each member'
subscription for the Bank's owm loan fund and the amount, Whlch may
be called only to meect losses,

‘ When calls are made on members for the Bank! s own “loan
fund, a member pays in its own currency. When calls are made for
the purpose of meeting losses a member may pay, at its option, in
gold, in United States dollars, or in thé currency in which the obli-
gation is to be met, As in the case of the Fund, the Bank will" ac—
cept non-interest bearing demand notes of member govemmcnts for
such funds as it does not need currently. ,

- The arrangements concerning the depositdries in which'the
Bank's gold and currency holdings shall be kept are identical with
those in the Fund Agreement, The gold value of the Bank's funds, in
so far as the twenty per cent for the Bank's own loan fund is concerned,
is protected by provisions similar to those in the Monetary Fund,
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3 Na.t.ure oi‘ the Bank!s Activities

The Bank may meke or faclll’rate loans. in three pm.nc:\.pal
ways. F:z.rst, it may make direct loans out of its own funds; secondly,
it may make loans out of funds borrowed from private 1nves’oors in
member countriesy and, thirdly, it may guarantee either in whole or
in part loans ma.de by pr:.vate inves*bors through the usual 1nves1ment
channels. .

be Cond:.t:.ons on. Wh:.ch the Bank May Guara.ntee or Make Loans

Total loans and guamntees by the Bank shall not excged. the
amount of the unimpaired- subscribed capital, reserves, ‘and surplus of
the Bank,

The Bank is to glve tequitable cons:nderat:.on“ to projects

for reconstruct:.on of devastated areas and progects for dewvelopment

alike, Also, in detemining the conditions and temms of loans the
Bank must pay special regard to lightening the financial burden and
expediting the reconstruction and restoration of countries devastated
by enemy action,

As in the case of the Fund, the Ba.nk will deal with members
only .through their Treasuries; stabilization. funds, central banks, or
other similar fiscal agencies, Through these agencies it may make or
guaran’oee loans to pol:.t:.cal subd_v:.s:.ons, or to particular enter-
pnseSo

AIJ. the Bank's loans, part:n.c:.patlons and guarantees must ‘be
for spec1f1c projects of reconstruction or dewelopment., Exceptions
are pemitted in special circumstances., The Bank must appoint a com-
mnittee to study any proposed pro,ject_a.nd can only go ahead-on the -
project if the committee so recommends in a written report, The com-
mittee must in each case include an expert representmrr the member in
whose territory the project is located.

’J.he Ba.nk can only f‘:_nance or alcl in the i‘inanc:.ng of a

project if it is satisfied that the borrower, without its. help, would
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not be abtle to get the loan on reasonable tems, The Bank must be
sure that only reasonable interest and other charges are levied and
that the repayment schedule is appropriate to the project being
financed, It must give special attention to the general financial
position of the borrower and guarantor and to the prospects of the
borrower or guarentor being able to meet its obligations, When a
loan made or guaranteed by the Bank is not made directly to a member
government, it must be fully guaranteed either by the member govern-
ment or by the central bank or some comparable agency of the member
which is acceptable to the Bank, In no case can the Bank :mpose the
condition that loans made or .guaranteed by the Bank be spent in any
partlcular country.
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Sa Dlrect Loans Out of the Ba.nk's Owm Funds

The Bank may make direct loans out of 1ts own funds, de-
rived from the twenty per cent subscribed for this purpose, The two
per cént paid in gold can be freely used by the Bank for any purpose.

‘Amounts paid in in currency, however, cannot be loaned or exchanged

for other currencies without the subseribing country's approval.
This means that in so far as member govermments subscribe to the Bank
in currency for the Bank's own loan fund, they have the right to pass

" ‘upon the projects to be financed with this currency. Their pemission

Digitized for FRASER

-will also be required if the currency is to be exchanged for other

currency. Interest and principal payments on loans made out of these
funds must be pald to the Bankin 'the -currencies lent unless the member

whose currency is:lent agrees otherwise, The approval of the country

continues to be required in relending or exchanging currencies received
by the Bank in payments on account of principal.on these direct loans.
Members, therefore, can control the use of their currencies paid into
the Bank for its direct: operations, However, if the 80 per cent portion
of the Bank!s capital spec:.a.lly designated for meeting losses and re-
paying its own obligations is insufficient for that purpose, the Bank
may use for that purpose any currencieg that it possesses. In any ogee,
the Bank!s receipts from payments of interest and commissions on these
loans can be used or exc}mnged for other currencies in a.ny way the Bank
sees fit, :

The fact that 2 membert s approwel is mqulred if the Bank
desires to convert some of that member's currency paid in as a part of
the Bank's loan. fund into another currency gives the subscribing member
the opportunity to prevent the use of that currency outside its borders,
except if it is required to meet losses. A country's refusal to pemit
conversion of its currency into another currency will limit the bor-
rower' s use of tba.t. currency to purchases in that country. E

All currency due to ’c.he Bank on direct loans made out of its

~omn funds must be equal in wvalue (expressed in some other currency
‘specified by the Bank by a three-fourths vote) to the contractual pay-
‘ments at the time the loan was made, . Say, for example, the loan is

made and is repayable in francs, interest and other payments in francs
must equal the dollar value of the franc payments contracted for at
the time when the loan was made, provided the dollar was specified as
the stahdard in the original contract. -This may be described as a
"gpecified currency clause". Special exception may be made in case a
uniform proportionate change in the par velue of all member currencies
is made under the Intemational Monetary Fund: Agreement.

6. Direct Loans Out of Funds. Borrowedpy theﬁank

* The Bank, with the approval of the member in whose maxkets
the funds are raised, can borrow funds to make direct loans, , If the
Bank makes the direct loan in tems of the currency of a member other
than the member in which the funds were raised the approwal of that
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member is also:required, After approwvel has been given, however, the
Bank will have authority to convert the currencies so raised, as well
as proceeds of the service of the loan,- into any other currency it
may requ:n.re, or into gold

U-ses«of the ‘proceeds of loans out of funds borrowed by the
Bank, thereforé, are free from the control of member countries where: -
they are raised or of others, The Bank itself has full a.uthorlty over
the use to which such’ funds are pu’c.

It is speclfically provided that the Bank, in ma.kn.ng loans
out of funds raised by it in member countries cannot at any time have
payments due it in any one currency on account of these:loans in ex-
cess of the amount of its outstanding borrowings payable. in that cur-
rency. This clause operates as a protection to a member country, for -
example, the United States, against the Bank requiring payments in~
dollars of amounts due to it on loans made from funds raised in other
countries, except to the extent that dollars were borrowed by the Bank
in the Un:.t/ad States, If the Bank did require such payments to be
made in dollars the result might be a strain on the dollar resources

. .of other member countries and consequent pressure on their dollar ex—

change rates in no way related to the need for mak::.ng payments in, the_'
Unlted States, -

7. Provision of Currencies on Direct Loans

- In general, the Bank will lend foreign currencies only to
finance the borrower's needs outside its borders, The Bank will ex-
pect the borrowers to raise the domestic currency needed for meeting
local expenditures without recoursc to the Bank, and member countries
nomally will be able to do so. There is a special proviso, however,
that in exceptional cases in which a borrowing country cannot raise
its local currency requirements on reagonable temms the Bank can pro-

‘vide ‘the borrower with an appropriate amount of that currency.

Tn, case the carrying out of.a reconstructlon or dcvclopnent
pro,ject leads to an indirect need for foreign exchange, the Bank may
provide such foreign exchange in an amount. not to exceed the local
expenditures of the borrower. The need may arige, for example, because
the project is taking labor and matem.als which were fomerly used in
producing goods for export or domestic conswmption, If. this is the
case, foreign exchange receipts from exports will diminish or foreign
exchange requirements to pay for additional :unports will increase,

In prond:mg foreign exchange to a borrower, the Bank must
glvc him the particular currencies he may requive, ., It will.not give

- the borrower dollars unless the borrower needs dollars to spe‘nd'in the
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United States, The borrower is not pemitted to acquire currencies
from the Bank in order to sell them-in the exchange markets for other
currencies, If the currency of a country held by the Bank is to be
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used to finance purchases in other countries it must be exchanged into
other currencies by the Bank. It is probable that in time the great
bulk of currencies of the Bank will be available for free' exchange by
the Bank for any currency that may be required, Th:Ls will apply to
funds raised from private investors, or received in payment for loans
made out of funds so raised, or from the sale of gold, or received as
interest or commission charges on direct loans made out of i'ts own
fu.nde, or as commissions on loans guamnteed by the Bank.

It is only in regard to currencies subscrq.bed by manber gov-
ermments for thé Bank's own loan fund that there are restrictions on
the Bank's authority to exchange them for other currencies, Ciirrencies
so acquired the Bank cannot lend or exchange without the approwl of
the subscribing countries, If a borrower wishes to borrow sterling to
purchase goods in England and 20 per cent of the British subscription
has been fully loaned out or England does not approve the use of its
sterling subscribed to the Bank, the Bank must use other sterling in

. its possession, or gold, or sell for sterl:.ng currencies acquired other-

wise than from subscriptions, or obtain pemission from other countries
to exchange some of their currency subscribed to the Bank for sterling,
If the Bank cannot provide sterling in any of these ways, the borrowing

4 coun’ory may have to change ite plans and declde to purchase the goods
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in some other country.

From the oﬁtset, however, the Bank will have some gold which
will be awvailable for the purchase of any currency, and as time goes
on the Bank will acquire more and more free currency through payments:
of interest and charges and through borrowings from private investors.
Consequently, the possibility that the Bank, because of its inability
to provide particular currencies, would have to force borrowers to
redirect their proposed purchases will constantly diminish,

In so far as the Barnk has gold or forelgn eﬁchange which is
available for its unrestricted use (or can obtain the approval of mem-
bers to so use their currencies), it can help a country which, after
having agreed to the use of its own currency to finance anothér member!'s
purchases, finds itself short of foreign exchange, An example would be
a case in which England agreed to the Bank!s lending part of its sterling
subscription to finance some other country!s purchase of British machinery,

‘and  then found that to build this machlnery it had - to buy some of the
‘needed materials abroad, The Bank, in such a case, can provide foreign

exchenge to England up to the amount of the rcsultlng 1ncreased need
for foreign evchano'e.

g, Cha&s and Schedule of Repaj@cnt on Dirgct Loans

The Bank detemines the interest ratn, the amortlzatlon pay-
ments, the maturity, and the commission to be charged in connection
with each direct loan, The charges and the schedule of repayment must
be reasonable and appropriate to the project being financed, It is
provided in the Agreement that the rate of commission charged by the
Bank on direct loans made out of funds raised by the Bank in member
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countr:l.es, as d:.st:.nct ‘from its-own i‘unas, sh.Al be be,tween one and
one -and one-half per cent per anmm for the. first ten years of the

. Bank's oporatlons. . The- commission does not represent the spread

between the Bank!s borrowing rate and its lending rate. The total

cost to the borrower will be similar to what he would have to pay

- on & loan gudranteed by the Bank, - The commission will beé charged on

* the outstanding portion of a loan, After ten years the Bank may re-

duce the commission rate if its accumulated reserves or other ecarnings
are considered to. justify :the reduction, and such a reduct.lon may ap-
ply to loans already made or to future loans, The Bank may also
reise thc comnission rate on future loans. i - i

' If a borrower or guara“ltor is unable bo ma.ke the payments
due to the Bank on direct loans in the currencies in which the pay-

- ments are due, because it is suffering from an acute exchange strin-

~ gency, the Bank ‘mey relax the conditions of payment at the request
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of the borrower,. For periods not to exceed three years, it may ac-
cept pajments in the currency of the member concerned with appropriate
arrangements concerning the use of that currency by the Bank, the
maintenance of its foreign exchange value, and the repurchase of the
currency by the member, The Bank zlso may modify the tems of amorti-
zation or extend the life of the loan, This provides flexibility and
enables the Bank to make the repayment of its direct loans less burden-
some for borrowers: when circumstances make this desirable,

‘9, Guarantees

The third way in which the Bark will promote international

~investment is by guaranteeing loans made by private investors through

the usual investment channels. Loans which are guaranteed by the
Bank must meet the general conditions described in Section 4 above,
which apply to all loans,- Also, the Bank cannot guarantee a loan

without the approwl of the member in whose markct.a the funds are :

raised and the member in whose currency the loan is denominated.
Furthemore, when members give their approval it must carry w:Lth it

ithe agreement that the funds’ borrowed cen be exchanged by the borrow-—
B e,rs f.‘or othcr momber currenc:.es wn.tnout restr::.ct::.on. :

: Sim:.lar condlt;Lons must be met in the case of 1oans nade
directly by the Bank with funds borrowed in member countriés. As
explained in comnection with such loans, this means that-the member
in which such a loan is raised cannot requlre the proceeds to be
spent in purchasing its own goods and services, The member can ap-'
prove or disapprove of the Bank!s gua rantee:.ng the loan but, once
approval has been given, the borrower is free to use the proceeds oi‘
the loan to finance purchascs in any member country.

No spec:.al procedure for ma.klnc the Joan avallable is laid
dovn in the case of loans guaranteed by the Bank since thc loans are
made through the usual :anesiment channels .and, not through the Bank,
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The Bank must receive suitable compensation for its risks
in guaranteeing loans, The Agreement specifies that for the first
ten years the commission charged by the Barnk on guaerantees shall be
between one and one and one—-half per cent and shall be payable on
amounts outstanding, as in the case of direct loans made by the Bank
with funds borrowed in member countries., After the first ten ‘years

. ‘the commission may be lowered on outstanding loa.ns and e:.ther raised
or lowered on future loans.

R In the case of a default by the borrower, and by ’c.he guar—
antor if there is one, the Bank may teminate its liability with
respect to interest on a guarenteed loan by buying the' bonds .or other
obligations at par plus interest accrued up to a Specified date,

10, Special Reserve

- T Al payments to the Bank of commissions e:.ther on direct
“loans made by the Bank or on loans guaranteed by the Bank must be
kept in liquid fom. as a special reserve to meet the Bank's liab:.li—
ties on account of its borrowings or guarentees, -

1. Management

_ The arrangements for the orgamzatlon and menagement of the
Bank are very similar to the arrangements in the case of the Inter—
national Monetary Fund, The Board of Governors is constituted in the
same way and the Executive Directors, to whom the Board may delegate
all except certain speca.fled powers, are elected or appointed in much
the same manner, There is no proviso, however, in the Bank proposel,
as there is in the Fund, that two directors are to be elected by the
American Republics or that those providing the largest part of the
resources used by the Bank can appoint two of the directors. Such
arrangements would not be appropriate in the case of the Bank, because
each member country has authority to protect its interests by approv-
ing or disapproving of the Bank!'s use of funds subscribed by it.

The chief executive of the Bank is called President, The
Bank also will have an Advisory Council of seven members elected by
the Board of Governors, which will include representatives of banking,
commercial, industrial, labor, and agricultural interests. The prin-
cipal office of the Bank, as in the case of the Fund, will be located:
in the United States which will make the largest capital subscription,

Distribution of voting power in, the Bank Agreement is by
the same fomule as that in the Fund Agreement, Each member has 250
wtes plus one vote for each 100,000 dollars subscribed to the Bank,
or each share of stock held irrespective of the extent to which calls
have been made for payment on subscriptions,

The voting power of countries represented at the United
Nations Monetary and Financial Conference, on the assumption that each
member subscribes the required minimum, is given in the attached Table V.
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’ The armngement for distribution of net income is similar
to that in the Fund, The Board of Governors can decide what part,
if any, to distribute and when it does distribute any part it must

first pay up to two per cent to each member in its own currency on
‘the average amount of the loans outstanding which the Bank has made

directly out of currency subscribed by that member for use in the
Bank's operations, The two per cent payment is non-cumulative, Any
remaining net income to be distributed must be distributed in pro-
portion to subscriptions and in the currency of the subscribing mem-
ber, if possiblc, If the income is distributed to one member in
another member! 5 currency, the receiving member can use it in any
way it wishes. :

The provisions concerning voluntary withdrawal, suspension
of privileges or rights and compulsory withdrawal are closely parallel
to those in the Fund, The only difference is that a member may be
suspended by a mejority vote, and 2 suspended member is automatically
forced to withdraw after a year, unless a majority vote decides other-
wise, ‘

Many of the other technical and legal arrangements concern-
ing settlement of accounts with withdrawing members, settlement of
obligations if the Bank suspends operetions, interpretation and amend-
ment procedure, and immunities end privileges are worked out in detail
as in the Fund Agreement, The arrangements for the entry into force
of the Bark Agreement are similar to the Fund arrangements, but are
simpler, since the Bank does not have to deal with the difficult
problems of initial exchange rates,.
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TABLE I
INTERNA TIONAL MONETARY FUND QUOTAS AND ESTTIATED GOLD SUBSCRIPTIOLS
CF MMEL'BERS REPRESIENTED AT THE
UNITED NATIONS MONETARY AND FIWANCIAL CONFERENCE
(In millions of Unitecd States dollars)

Quotas
Australia 200
Belgiun 225
Bolivia 10
. Brazil 150
Canada. 300
Chile 50
.o China 550
' Colombia ] 50
Costa Rica 5
Cuba, 50
Czechoslovakia 125
Dermark 1/
Dominican Republic 5
Ecuador 8 _ 5
Egypt R I odi : 45
El Salwedor A ; 225
Ethiopia ; A 6
France 3 450
Greece 40
Guatemala 5
Haiti 5
Hondures e 24D
Teceland vk
India : , 2400
Tran 25
Iraqg . 8
Liberia -
Luxembourg _ 10
: lMexico i 90
. Netherlands : 275
. New Zealend 50
Nicaragua 2
Noxrway * 50
Panama o>
Paraguay 2
Peru . 25
Philippine Commonwealth 15
Poland 125
Union of South Africa 100
Union of Soviet Socialist Republics 1,200
United Kingdom 1,300
United States 2,750
Uruguay 15
Venazuela 35
Yugoslavia 60
Total 8,800
Estimated Gold Subscriptions
United States -/ 682.5
Others 2/ _95
r?tltgpl t/lz‘(re: sz)rfsigﬁisalz.org/ Total 1: 64-3
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1/

The quote of Demmark shell be detemmined by
he Fund after the Danish Govermment has de-
clered its readiness to sign this I~rrecment
but before mma.ture tekes plece.-

Figure based on gross official gold and
ao_lc.r holdings at the end of I\I@I’Ch 1944,

In cases where gold reserves are not. reported
officially the figures have been estimated
and are subject to revision. In general,
gold confiscated in invaded countries is
attributed to those countries since their
claims will presunably be honored after the
war., To the extent that there have been net
transfers of such zgold to other accounts there
is double counting,
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TABLE

Al

MINTMUM PERCENTAGE CHARGES PAYABLE BY A COUNTRY
ON FUND'S HOLDINGS OF ITS CURHENCY IN EXCESS OF ITS QUOTA

Amount of country's
currency held by Fund

to whieh rates Per cent per annum payable on excess currency during
indicated apply

. as percentage of 1st 2nd | 3rd | 4th | 5th | 6th | 7th | 8th | 9th [10th
country's quota Year | Year| Year| Year| Year| Year| Year| Year| Year|Year

: 1

. 101 - 125 3/8'/ 1 1-1/2|2 2-1/213 3-1/2 Ag/ 4-1/2| 5

126 - 150 1 1-1/2(2 2-1/2|3 3-1/2 43/ 4L-1/2|5 5
151 - 175 19/2 |2 |2a/2ls 3l leazls s 5
176 - 200 2 2-1/213 3-1/2 43/ 4-1/215 5 5 5
201 - 225 2-1/2 |3 3-1/2 43/ 4-1/215 5 5 5 5
226 - 250 3 3-1/2 43-/ 4-1/2|5 5 5 5 5 5
Additional : :
amounts Corresponding increases up to 5 per cent

1/ No payment in first three months; 1/2 per cent in next nine.
2_2/ At this point the Fund and the member shall consider ways and means by which
the Fund's holdings of the member!'s currency can be reduced,
Note.- No charge is made on use of the Fund resources in an amount equivalent to
a member's gold subscription.
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TABLE TIT
VO TING POWER IN THE INTERNATIONAL MONETARY FUND
OF MEMBERS REPRESENTED AT THE
UNITED NATIONS MONETRY AND FINANCIAL CONFERENCE

: Number Percentage

Country of wotes of total votes 1/
Australia v 2,250 ' 2:3
Belgium 2,500 2¢5
g Bolivia 350 3
) Brazil 1,750 1.8
Canada 3,250 3:3
L Chile 750 .8
" China 55750 5.8
Colombia . - 750 8
Costa Rica 300 oJ
Cuba. 750 8
Czechoslovakia : 1,500 1.5
Dermark 2 2/
Dominican Republic 300 o3
Ecuador 300 o3
Egypt : 700 o7
El Salvaedor 275 o3
Ethiopia 310 o3
France 4,750 448
Greece 650 o6
Gua.temala 300 o3
Haiti 300 o3
Honduras 275 o3
Iceland 260 o
India 4, 250 bl
Iren 500 o>
o Liberia 255 o2
: Luxembourg 350 3
: Mexico 314330 1.2
- Netherlands 3,000 3.0
. New Zealand 750 8
Nicaragua 270 o3
Norway 750 8
Panama 255 o2
Paraguey 270 o3
Peru 500 o5
Philippine Commonwealth 400 4
Poland 1,500 135
Union of South Africa 1,250 1:3
Union of Soviet Socialist Republics 12,250 12:4
United Kingdom 13,250 13,4
United States 27,750 2.0
Uruguay 400 o
Venezuela 400 ok
Yugoslavia 850 8
Total 99,000 100.0

1/ The percentage of total wotes is calculated on the assumption that only those na-
' tions represented @t the Conference will join the Fund, As other countries join
the Fund, each individual country's sharc of the total wotes will decline,

g/ To be determined when the Danish Government has declared its readiness to sign
Digitized for FRASE® Agreement, , e X e
hitp://fraseN@b@isted O the total number of wotes, the British Empire controls 25.£npe; cent, Conti-
Federal Reserve Band¥eBitEkisburope, excluding the U,5.S.R.,16.0 per cent,and La erica 9.7 perent,
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TBLE IV.
- REQUIRED SUBSCRIPTIONS TO THE IN TERVATIONAL BANK
FOR RECONS TRUCTION AND DEVELOPMENT
OF COUNTRIES REPRESENTED AT THE
UNITED NATIONS MONETARY AND FINANCIAL CONFERENCE
(In millions of United States dollars)

Amount of Total Subscription
Total Which May Be Used
Subscrip- For Bank's Own Only %o Meet Bank's
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e Country tion Loan Fund 1/  Obligations
Australia 200 40 160
. © Belgiwm 225 45 180-
Bolivia % 1.4 546
Brazil 105 2 84
Canada 325 65 260
Chile 35 v | 28
China 600 120 480
Colombia 35 7 28 -
Costa Rica 2 ok 1,6
Cuba 35 7 28
Czechoslovekia 125 25 100
Dermark 2/ i 2/
Dominican Republic 2 AUV | 1.6
Ecuador 3.2 064- 2' 56
Egypt 40 8 32
El Salwedor 1 . 48 8
Ethiopia 3 o el
France 450 90 360
Greece o 5y 20:
Gua temala 2 ok 1,6
Haiti 2 b 1.6
Honduras i iR o8
Iceland 3 o o8
India 400 80" 320"
Iran 24 4.8 19.2
Iraq 6 Lae +8
Liberia .5 ‘0'1 IIF
Luxembourg 10 2 8-
Mexico 65 13 52
Netherlands 275 55 220
New Zealand 50 10 40
Nicaragua 8 16 64
Norway 50- 10 40
Panama L. 04 16
Paraguay 8’ W16 NIA
Peru 1705 3.5 M
Philippine Commonwealth 15 3 12
Poland 125 25 100
Union of South Africa 100 20 80
Union of Soviet Socialist Republics 1,200 240 960
United Kingdom 1,300 260 1,040
United States ;405 635 25540
Uruguay 1045 2;1 844
Venezuela 10.5 - 5K | 8.4
Yugoslavia 40 8 32 .
Total 9,100 1,820 7,280
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Twenty per cent of total subscription, Of this

. emount 10 per cent or a total of 182 million

dollars must be paid in gold or United States
dollars,

The quota of Dermark shall be detemined by the
Bank after Demmark accepts meombership in accordance

with the Articles of Agrcement,

1

o

L



v TABLE V.
) VW TING POWVER IN INTERNATIONAL BANK FOR RECONS TRUCTION AND DEVELOPMENT
- OF COUNTRIES REPRESENTED AT THE
UNITED NATIONS MONETARY AND FINANCIAL CONFERENCE

Number Pcrcentage
Country of Wotes of Total Votes 1/

Australia 2,250 2,2
Belgium 2,500 2:h
Bolivia 320 o3
) Brazil 1,300 1.3
: Canada 3,500 3id
: Chile 600 6
gt China 6,250 6.1
’ Colomhia 600 ob
Costa Rica 270 o3
Cuba. 600 b
Czechoslovekia 1,500 1.5
Dermark 2/ 2/
Dominican Republic 270 63
Ecuador ’ 282 o3
Egypt 650 6
El Salvador 260 &3
Ethiopia 20 o3
France 4y "750 46
Greece 500 o5
Guatemala 270 o3
Haiti 270 é3
Honduras 260 X
Iceland 260 o3
India 44250 L2
Iran 490 85
Iraq 310 o3
Liberia 255 i
, Luxembourg 350 o3
i Mexico 900 9
N Netherlands 3,000 29
” New Zealand 750 o7
Nicaragua 258 3
Norway 750 o7
Panama 252 o2
Paraguay 258 o3
Peru 425 ok
Philippine Commonwealth 400 44
Poland 1,500 145
Union of South Africa 1,250 i 50

Union of Soviet Socilalist Republics 12,250 12

United Kingdom 13,250 13

United States 32,000 31,
Uruguay 355 o3
Venezuelsa, 355 o3
Yugoslavia 650 o6

Total 102,000 100

: '7 The percentage of total wvotes is calculated on assumption that only those nations
represented at the Conference will join the Bank, As other countries join the
Bank, each individval country's share of the total votes will decline,
2/ ™ be detemined when Danish Govermment accepts membership.
DigitizedlotiasE@f the total number of wvotes, the Britlsh Empire controls 24.8 per cent, :
hitp://fraser.stiouisf@erptinental Europe,excluding the U.S.SeR., 15.2, and Latin America 7,9 percent
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