
F o r m F . R . 4 8 8

Date Ma-rnh P., 1QAF

To C hn j i-man Ec c 1 e s

From Walter R. Gardner

MESSAGE:

This is a revised edition of
the docunent distributed at the
Presidents' Conference. Pages 17,
27, and 80 have been revised. A H
the other copies were held up until
the new pages were inserted.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



> -

c

INTERNATIONAL MONETARY FUND

C

Board of Governors of the Federal Reserve System
Division of Research end Statistics

March I, 1945

c
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



(i)
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CHAPTER I. PURPOSES

Explanation

In general the statement of purposes makes it clear that the

Fund aims to secure a revival and expansion of world trade, reasonable

balance in the international transactions of all member countries, reason-

able stability of exchange rates, and elimination of exchange controls.

The Fund's resources are intended to help countries to meet temporary de-

ficits and to give them time to take measures to correct unbalanced

situations.

Provisions

Article I, The purposes of the International Monetary Fund are:
(i) To promote international monetary cooperation through a permanent

institution which provides the machinery for consultation and
collaboration on international monetary problems.

(ii) To facilitate the expansion and balanced growth of international
trade, and to contribute thereby to the promotion and maintenance
of high levels of employment and real income and to the develop-
ment of the productive resources of all members as primary objec-
tives of economic policy.

(iii) To promote exchange stability, to maintain orderly exchange arrange-
ments among members, and to avoid competitive exchange depreciation,

(iv) To assist in the establishment of a multilateral system of payments
in respect of current transactions between members and in the elimi-
nation of foreign exchange restrictions which hamper the growth of
world trade.

(v) To give confidence to members by making the Fund's resources avail-
able to them under adequate safeguards, thus providing them with
opportunity to correct maladjustments in their balance of payments
without resorting to measures destructive of national or inter-
national prosperity.

(vi) In accordance with the above, to shorten the duration and lessen
the degree of disequilibrium in the international balances of pay-
ments of members.
The Fund shall be guided in all its decisions by the purposes set
forth in this Article,
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CHAPTER II, SETTING UP THE FUND

a. Entry Into Force

Explanation

Ho part of the Agreement will enter into force or be binding on

any country until governments having 6f? per cent of the total assigned quotas,

that is countries having aggregate quotas of almost 6 billion dollars, have

agreed to accept the obligations of membership, and in no event before May

1, 19U5* Governments accept membership by signing the agreement and de-

positing an instrument stating that it has accepted the Agreement and taken

the steps necessary to carry out its obligations under the Agreement. There

is a special provision that countries which have been under enemy occupation

may sign the Agreement and become original members, but may postpone actual

acceptance of the obligations of membership until six months after their

territories have been liberated from the enemy. No government actually

becomes a member until the Agreement enters into force.

When governments sign the Agreement they must make a very small

payment in gold to help meet the administrative expenses of the Fund, This

payment will bo returned to the government if the Agreement does not enter

into force before December J>\, 19U5*

Only governments which were represented at Bretton Ytfoods can accept

membership before December 31* 1945* It is stipulated that the Agreement must

come into force before December J>1, 19^5* o r n°t a"t all.

Provisions

Article XX« Section 1 „ Entry into force, T This Agreement shall
enter into force when it has been signed on behalf cf governments having
sixty-five percent of the total of the quotas set forth in Schedule A and
when the instruments referred to in Section 2 (a) of this Article have been
deposited on their behalf, but in no event shall this Agreement enter into
force before May 1, 19U5»
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Article .XX. Sec. 2., Signature - (a) Each government on whose behalf this Agree-
ment is signed shall deposit with the Government of the United States of
America an instrument setting forth that it has accepted this Agreement in
accordance with its law and has taken all steps necessary to enable it to
carry out all of its obligations under this Agreement.

(b) Each government shall become a member of the Fund as from the date
of the deposit on its behalf of the instrument referred to in (a) above, ex-
cept that no government shall become a member before this Agreement enters
into force under Section 1 of this Article.

(c) The Government of the United States of America shall inform the
governments of all countries whose names are set forth in Schedule A, and
all governments whose membership is approved in accordance with Article II,
Section 2, of all signatures of this Agreement and of the deposit of all in-
struments referred to in (a) above.

(d) At the time this Agreement is signed on its behalf, each govern-
ment shall transmit to the Government of the United States of America one
one-hundredth of one per-cent of its total subscription in gold or United
States dollars for the purpose of meeting administrative expenses of the
Fund. The Government of the United States of America shall hold such funds

in a special deposit account and shall transmit them to the Board of Governors
of the Fund when the initial meeting has been called under Section 3 of this
Article. If this Agreement has not come into force by December 31* 19U5* the
Government of the United States of America shall return such funds to the
governments that transmitted thorn.

(e) This Agreement shall remain open for signature at Washington on
behalf of the governments of the countries whose names are set forth in
Schedule A until December J}1, 19U5«

(f) After December Jl, 19*4-5> this Agreement shall be open for signature
on behalf of the government of any country whose membership has been approved
in accordance with Article II, Section 2.

(g) By their signature of this Agreement, all governments accept it both
on their own behalf and in respect of all their colonies, overseas territories,
all territories under their protection, suzerainty, or authority and all
territories in respect of which they exercise a mandate.

(h) In the case of governments whose metropolitan territories have been
under enemy occupation, the deposit of the instrument referred to in (a)
• above may be delayed until one hundred eighty days after the date on which
these territories have been liberated. If, however, it is not deposited by
any such government before the expiration of this period the signature affixed
on behalf of that government shall become void and the portion of its sub-
scription paid under (d) above shall be returned to it.

(i) Paragraphs (d) and (h) shall come into force with regard to each
signatory government as from the date of its signature.

b. Inauguration of the Fund

Explanation

When countries having 65 per cent of the total quotas have accepted

the obligations of membership and the Agreement comes into force, the United

States, having the largest quota, will call a meeting of the Directors
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appointed by the members. The Board of Directors will arrange for the

selection of provisional executive directors to serve until a regular election

of Executive Directors can be held as soon as is practicable after January

Provision

Article XX,Sec. 3«# Inauguration of the Fund. - (a) As soon as this Agree-
ment enters into force under'Section 1 of this Article, each member shall
appoint a governor and the member having the largest quota shall call the
first meeting of the Board of Governors*

(b) At the first meeting of the Board of Governors, arrangements shall
be made for the selection of provisional executive directors. The govern-
ments of the five countries for which the largest quotas are set forth in
Schedule A shall appoint provisional executive directors. If one or more
of such governments have not become members, the executive directorships
they would be entitled to fill shall remain vacant until they become members,
or until January 1, 19U6, whichever is the earlier. Seven provisional execu-
tive directors shall be elected in accordance with the provisions of Schedule
C and shall remain in office until the date of the first regular election of
executive directors which shall be held as soon as practicable after January
1, 19U6.

(c) The Board of Governors may delegate to the provisional executive
directors any powers except those which may not be delegated to the Executive
Directors.

c. Initial Determination of Par Values

Explanation

The first task of the Fund will be to arrange for the fixing of

the initial par values and for the commencement of exchange operations in

member currencies. When the Fund decides that it will shortly be in a po-

sition to begin exchange transactions it will undertake to establish initial

par values. It will ask each member country to communicate the par value of

its currency based on the rates of exchange prevailing 60 days before the

Agreement entered into force. The date will therefore be sometime between

March 1, 19^5* anc^ October 31* ^9h5* If either the Fund or the member is of

the opinion that this par value is unsatisfactory, it must say so within 90

days. The Fund can object to this par value if it appears that it can not
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be maintained without leading to undue use of the resources of the Fund either

by that member or by other members. The Fund and the member must agree on

an initial par value within a reasonable period, and if no agreement is

reached the member will be deemed to have withdrawn.

Special provisions for countries which have been occupied by the

enemy allow these countries to postpone communicating the par value of their

currencies until major hostilities have ceased in their territories, or until

such later time as the Fund may determine, and also allow these countries

and the Fund more than 90 days in which to register objections to the communi-

cated par value. Such countries may also use the Fund before their initial

par values have finally been established, in amounts and under conditions

prescribed by the Fund, and may in the meanwhile alter their communicated

rates by agreement with the Fund without prejudice to their ability to alter

their rates after initial par values have finally been established.

Provisions

Article XX, Sec. I4.., Initial determination of par values. - (a) When the Fund
is of the opinion that it will shortly be in"a position to begin exchange
transactions, it shall so notify the members and shall request each member
to communicate within thirty days the par value of its currency based on the
rat63 of exchange prevailing on the sixtieth day before the entry into force
of this Agreement. No member whose metropolitan territory has been occupied
by the enemy shall bo required to make such a communication while that terri-
tory is a theater of major hostilities or for such period thereafter as the
Fund may determine. When such a member communicates the par value of its
currency the provisions of (d) below shall apply.

(b) The par value communicated by a member whose metropolitan territory
has not been occupied by the enemy shall be the par value of that member's
currency for the purposes of this Agreement unless, within ninety days after
the request referred to in (a) above has been received, (I) the member notifies
the Fund that it regards the par value as unsatisfactory, or (ii) the Fund
notifies the member that in its opinion the par value cannot be maintained
without causing recourse to the Fund on the part of that member or others on
a scale prejudicial to the Fund and to members, iflhen notification is given
under (i) or (ii) above, the Fund and the member shall, within a period
determined by the Fund in the light of all relevant circumstances, agree
upon a suitable par value for that currency. If the Fund and the member do
not agree within the period so determined, the member shall be deemed to have
withdrawn from the Fund on the date when the period expires.
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(c) When the par value of a member's currency has been established
under (b) above, either by the expiration of ninety days without notification,
or by agreement after notification, the member shall be eligible to buy from
the Fund the currencies of other members to the full extent permitted in this
Agreement, provided that the Fund has begun exchange transactions.

(d) In the case of a member whose metropolitan territory has been
occupied by the enemy, the provisions of (b) above shall apply, subject to
the following modifications:

(i) The period of ninety days shall be extended so as to end on a date
to be fixed by agreement between the Fund and the member,

(ii) Within the extended period the member may, if the Fund has begun
exchange transactions, buy from the Fund with its currency the
currencies of other members, but only under such conditions and
in such amounts as may bo prescribed by the Fund,

(iii) At any time before the date fixed under (i) above, changes may be
made by agreement with the Fund in the par value communicated under
(a) above.

(o) If a member whose metropolitan territory has been occupied by the
enemy adopts a new monetary unit before the date to be fixed under (d) (i)
above, the par value fixed by that member for the new unit shall be communi-
cated to the Fund and the provisions of (d) above shall apply,

(f) Changes in par values agreed with the Fund under this Section shall
not be taken into account in determining whether a proposed change falls
within (i), (ii), or (iii) of Article IV, Section 5 (c)«

(g) A member communicating to the Fund a par value for the currency of
its metropolitan territory shall simultaneously communicate a value, in terms
of that currency, for each separate currency, where such exists, in the
territories in respect of which it has accepted this Agreement under Section
2 (g) of this Article, but no member shall be required to make a communi-
cation for tho separate currency of a territory which has been occupied by
tho enemy while that territory is a theater of major hostilities or for such
period thereafter as the Fund may determine. On the basis of the par value
so coinmunicated, the Fund shall compute the par value of each separate
currency. A communication or notification to the Fund under (a), (b) or (d)
above regarding the par value of a. currency, shall also be deemed, unless the
contrary is stated, to be a communication or notification regarding the par
value of all the separate currencies referred to above. Any member may,
however, make a communication or notification relating to the metropolitan
or any of the separate currencies alone. If the member does so, the provisions
of the preceding paragraphs (including (d) abovej, if a territory where a
separate currency exists has been occupied by tho enemy) shall apply to each
of these currencies separately,

(j) The par values of the currencies of governments which indicate their
desire to become members after December 3^* 19^5* shall be determined in
accordance with the provisions of Article IIj Section 2,
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d. Beginning of Exchange Transactions

Explanation

Once the initial par values of their currencies have been established,

countries become eligible to use the resources of the Fund in accordance with

the general provisions of the Agreement; and, as has been noted, occupied

countries will become eligible to use the Fund on a limited basis whenever

the Fund grants such privileges. The Fund can not begin transactions in ex-

change until members having 65 per cent of the total quotas have become

eligible to draw upon it and until major hostilities in Europe have ceased.

Even then the Fund need not start exchange operations if world conditions

appear unfavorable to its-proper functioning. It has full discretion to wait

until the situation has cleared.

There is a provision which gives special power to the Fund to post-

pone exchange transactions with any particular member, even if that member

has become eligible to use the Fund and the Fund has decided to begin exchange

transactions. This is when the circumstances of the member are such that, in

the opinion of the Fund, exchange transactions with it would lead to use of

the resources of the Fund in a manner contrary to the purposes of the Agree-

ment. Under this provision the Fund can protect itself and other members by

refusing to deal with a country in an unstable economic or political condition.

Provisions
Article XX, Sec. 1+, (c) When the par value of a member's currency

has been established under (b) above, either by the expiration of ninety
days without notification, or by agreement after notification, the member
shall be eligible to buy from the Fund the currencies of other members to
the full extent permitted in this Agreement, provided that the Fund has
begun exchange transactions.

(h) The Fund shall begin exchange transactions at such date as it may
determine after members having sixty-five percent of the total of the quotas
set forth in Schedule A have become eligible, in accordance with the pre-
ceding paragraphs of this Section, to purchase the currencies of other mem-
bers, but in no event until after major hostilities in Europe have ceased.
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(i) The Fund may postpone exchange transactions with any member if its
circumstances are such that* in the opinion of the Fund, they would lead to
use of the resources of the Fund in a manner contrary to the purposes of this
Agreement or prejudicial to the Fund or the members.
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CHAPTER III. MEMBERSHIP AND SUBSCRIPTIONS

a. Membership

Explanation

The governments represented at Bretton Woods which accept member-

ship before December JI, 19U5» will constitute the original members of the

Fund. After that time membership will be open to any country on such terms

as may be prescribed by the Fund.

Provisions

Article II, Section 1, Original members. - The original members
of the Fund shall be those of the countries represented at the United Nations
Monetary and Financial Conference whose governments accept membership before
the date specified in Article XX, Section 2 (e).

Section 2, Other members. - Membership shall be open to the. govern-
ments of other countries at such times o.nd in accordance with such terras as
may be prescribed by the Fund.

Article XX, Section 2, (e) This Agreement shall remain open for
signature at Washington on behalf of the governments of the countries whose
names are set forth in Schedule A until December 31* 19^5?

(f) After December 31* 19U5* this Agreement shall be open for signature
on behalf of the government of any country whose membership has been approved
in accordance with Article II, Section 2.

(g) By their signature of this Agreement, all governments accept it
both on their own behalf and in respect of all their colonies, overseas
territories, all territories under their protection, suzerainty, or authority
and all territories in respect of which they exercise a mandate,

b, Subscription Quotas

Explanation

The quotas to be assigned to those countries represented at

Bretton Woods were agreed on at the Conference. The quotas of other members

will be determined by agreement between the Fund and the members at the time

they are admitted.

The United States has a veto power over a change in the quota of

any member because a lj./5 vote is required for any change in quotas. This

is important because if foreign quotas wore increased too much the pressure
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on the Fund's supply of gold and dollars would be too great. No country's

quota shall be changed without its consent.

Provisions

Article III,, Section 1., Quotas. - Each member shall be assigned
a quota. The quotas of the members represented at the United Nations Mone-
tary and Financial Conference which accept membership before the date speci-
fied in Article XX, Section 2 (e), shall be those set forth in Schedule A.
The quotas of other members shall be determined by the Fund.

Section 2., Adjustment of quotas. - The Fund shall at intervals of
five years review, and if it deems it appropriate propose an adjustment of,
the quotas of the members. It may also, if it thinks fit, consider at any
other time the adjustment of any particular quota at the request of the
member concerned. A four-fifths majority of the total voting power shall be
required for any change in quotas and no quota shall be changed without the
consent of the member concerned.

c. Form and Time of Payment of Subscriptions

Explanation

Members must subscribe their quotas in full before the date on

which they become eligible to purchase currencies from the Fund. Member

countries subscribe to the Fund in gold and national currencies* Bach mem-

ber subscribes its assigned quota, the gold part »f the subscription being

a minimum .of 25 per sent of its quota or. 10 per cent of its net official

holdings of gold and United States dollars, whichever is the smaller.

A country's net official holdings of gold and United States dollars will

ordinarily differ very little from its gross official holdingsT The only

liabilities which can be subtracted from gross official holdings are holdings

of its currency by governments,official institutions or banks in other

countries carrying specified rights of conversion into gold or dollars.

There is provision for an estimated provisional gold payment in the case of

occupied countries which are not able to calculate their net official holdings

of gold and dollars. Table I shows the quotas of the countries represented

at the United Nations Monetary and Financial Conference, totaling 8.8 billion
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dollars, the amount of the required United States gold contribution, and a

rough estimate of the required gold contributions of the other countries.

TABLE I

International Monetary Fund Quotas and

Estimated Gold Subscriptions of Members
Represented at the United Nations Monetary

and Financial Conference
(in millions of United States dollars)

Quotas

Australia 200
Belgium 225
Bolivia , 10
Brazil , 150
Canada , 300
Chile 50
China 550
Colombia , 50
Costa Rica 5
Cuba 50
Czechoslovakia 125
Denmark (1)
Dominican Republic , 5
Ecuador., 5
Egypt 45
El Salvador 2.5
Ethiopia., 6
Franc e, f I4.5O
Greece , 40
Gruatemal a 5
Haiti 5
Honduras 2.5
Iceland 1
India J4OO
Iran , 25
Iraq 8
Liberia .5
Luxembourg 10
Mexico 90
Netherlands 275
New Zealand 50
Nicaragua , 2
No rway • 50
Panama .5
Paraguay 2
Peru. 25
Philippine Commonwealth 15
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Poland., 125
Union of South Africa 100
Union of Soviet Socialist Republics 1,200
United Kingdom 1,300
United States 2,750
Uruguay. . , , . , . 15
Venezuela 15
Yugoslavia , 60

Total 8, 000

Estimated Gold Subscriptions

United States 687 «5
Othe rs , , £'955.5

Total 1,61+3

\J The quota of Denmark shall be determined by the Fund after the Danish
Government has declared its readiness to sign this Agreement but before sig-
nature takes place.

2/ Figure based on gross official gold and dollar holdings at the end of
March 19uU« 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 presumably be honored after the war. To the extent that there have
been net transfers of such gold to other accounts there is double counting.

There are rather complicated provisions governing payments by

or to countries whose quotas are increased or decreased. These provisions

aim at seeing that a member eventually makes 25 per cent of its total sub-

scription in gold if its reserves are not less than its quota.

Under the terms of the Agreement a member can substitute non-

interest bearing demand obligations of the government for any part of its

currency which the Fund does not consider it necessary to hold as an

operating or working balance. For purposes of the Agreement the Fund's

holdings of the currency of a member include its holdings of such demand

obligations•

Provisions

Article III., Section 3»» Subscriptions: Time, place, and form
of payment. - (a) The subscription of each member shall be equal to its
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quota and shall be paid in full to the Fund at the appropriate depository
on or before the date when the member becomes eligible under Article XX,
Section U (c) or (d), to buy currencies from the Fund.

(b) Each member shall pay in gold, as a minimum, the smaller of

(i) twenty-five percent of its quota; or
(ii) ten percent of its not official holdings of gold and United States

dollars as at the date- when the Fund notifies members under Article
XXj Section 1+ (a) that it will shortly be in a position to begin
exchange transactions.

Each member shall furnish to the Fund the data necessary to determine its
net official holdings of gold and United States dollars.

(c) Each member shall pay the balance of its quota in its own currency,.
(d) If the net official holdings of gold and United States dollars of

any member as at the date referred to in (b) (ii) above are not ascertainable
because its territories have been occupied by the enemy, the Fund shall fix
an appropriate alternative date for determining such holdings. If such date
is later than that on which the country becomes eligible under Article XX,
Section I4. (c) or (d), to buy currencies from the Fund, the Fund and the mem-
ber shall agree on a provisional gold payment to be made under (b) above,
and the balance of the member's subscription shall be paid in the member's
currency, subject to appropriate adjustment between the member and the Fund
when the net official holdings have been ascertained.

Section [4.,, Payments when quotas are changed. - (a) Each member
which consents to an increase in its quota shall, within thirty days after
the date of its consent, pay to the Fund twenty-five percent of the increase
in gold and the balance in its own currency. If, however, on the date when
the member consents to an increase, its monetary reserves are less than its
new quota, the Fund may reduce the proportion of the increase to be paid
in gold.

(b) If a member consents to a reduction in its quota, the Fund shall,
within thirty days after the date of the consent, pay to the member an
amount equal to the reduction. The payment shall be made in the member's
currency and in such araouxit of gold aa may be necessary to prevent reducing
thy Fund's holdings of the currency below seventy-five percent of the new
quota.

Section 5•* Substitution of securities for currency. - The Fund
shall accept from any member in place of any part of the member's currency
which in the judgment of the Fund is not needed for its operations, notes
or similar obligations issued by the member or the depository designated by
the member under Article XIII, Section 2, which shall be non-negotiable,
non-interest bearing and payable at their par value on demand by crediting
the account of the Fund in the designated depository. This Section shall
apply not only to currency subscribed by members but also to any currency
otherwise due to, or acquired by, the Fund,

Article XIX. (h) For the purpose of calculating gold subscriptions
under Article III, Section 3> a member's net official holdings of gold and
United States dollars shall consist of its official holdings of gold and
United States currency after deducting central holdings of its currency by
other countries and holdings of its currency by other official institutions
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and other bunks if these holdings carry specified rights of conversion into
gold or United States currency.

(f) The Fund's holdings of the currency of a member shall include any
securities accepted by the Fund under Article III, Section 5»

d. Depositories

Explanation

The Fund's gold will be held in the central banks or other de-

signated depositories of member countries. At the outset, one-half of the

Fund's gold will be held in the Federal Reserve System and J4O per cent in the

central banks of the United Kingdom, the Union of Soviet Socialist Republics,

China, and France.

The currency subscription of a member country, and any subsequent

acquisitions by the Fund of the currency of a member country, will be held

by thy Fund in that member country's central bank or designated depository.

Presumably in most countries the Fund will have a deposit account at the

Central Bank.

Provisions

Article XIII., Section 2, Depositories. - (a) Each member country
shall designate its central bank as a depository for all the Fund's holdings
of its currency, or if it lias no central bank it shall designate such other
institution as may be acceptable to the Fund.

(b) The Fund may hold other assets, including gold, in the depositories
designated by the five members having the largest quotas and in such other
designated depositories as the Fund may select. Initially, at least one-
half of the holdings of the Fund shall be held in the depository designated
by the member in whose territories the Fund has its principal office and at
least forty percent shall be held in the depositories designated by the re-
maining four members referred to above. However, all transfers of gold by
the Fund shall be made with due regard to the costs of transport and antici-
pated requirements of the Fund. In an emergency the Executive Directors may
transfer all or any part of the Fund's gold holdings to any place whore they
can bo adequately protected.

Section 3»J Guarantee of the Fund's assets. - Each member guarantees
all assets of the Fund against lo~3~s resulting from failure or default on the
part of the depository designated by it.
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e. Guarantee of Fund's Assets

Explanation

The gold value of the Fund's assets will be maintained irrespective

of changes in the par or foreign exchange value of a member's currency. Each

member is obligated to compensate the Fund for any fall in the gold value of

its currency held by the Fund. The Fund, in turn, must reimburse the member

for any rise in the gold value of its currency held by the Fund. The Fund

may waive this obligation if a uniform proportionate change is made in the

par values of all currencies.

Provisions

Article IV., Section 8., Maintenance of gold value of the Fund's
asset*. - (a) The gold value of the Fund's asseTs" shall be maintained not-
withstanding changes in the par or foreign exchange value of the currency
of any member.

(b) Whenever (i) the par value of a member's currency is reduced, or
(ii) the foreign exchange value of a member's currency has, in the opinion
of the Fund, depreciated to a significant extent within that member's
territories, the member shall pay to the Fund within a reasonable time an
amount of its own currency equal to the reduction in the gold value of its
currency held by the Fund,

(c) Whenever the par value of a member's currency is increased, the Fund
shall return to such member within a reasonable time an amount in its
currency equal to the increase in the gold value of its currency held by
the Fund.

(d) The provisions of this Section shall apply to a uniform proportionate
change in the par values of the currencies of all members, unless at the
time when such a change is proposed the Fund decides otherwise.

Article XIII., Section 3«» Guarantee of the Fund's assets. - Each
member guarantees all assets of the Fund agains"F~loss resulting from failure
or default on the part of the depository designated by it.
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CHAPTER IV. NATURE OF TRANSACTIONS WITH THE FUND

a. Through Governmental Agencies

Explanation

Dealings between the Fund and member countries can take place only

through the treasuries, central banks, stabilization funds, or similar fiscal

agencies of member countries. Ordinary transactions in exchange by nationals

of member countries will continue to be effected through the usual channels.

Only when a shortage of foreign currencies develops will the market come to

the central authorities, which in turn will apply to the Fund,

Provisions

Article V., Section 1., Agencies dealing with the Fund. - Each mem-
ber shall deal with the Fund only through its Treasury, "ceiitral bank, stabili-
zation fund, or other similar fiscal agency and the Fund shall deal only with
or through the same agencies.

b. On Initiative of Member

Explanation

Except for certain special transactions provided for in the Agree-

ment the Fund will never initiate transactions. The Fund deals in currencies

only wnen a member comes to the Fund to purchase currencies.

Provisions

Article V., Section 2., Limitation on the Fund's operations. -
Except as othei'wise provided in this AgreuraenTT "operations on the account of
the Fund shall be limited to transactions for the purpose of supplying a mem-
ber, on the initiative of such memberswith the currency of another member in
exchange for gold or for the currency of the member desiring to make the
purchase,

c. Purchase Foreign Currencies With Own Currency

Explanation

The essential feature of the Fund arrangement is that member countries

are entitled to obtain currencies of other member countries from the Fund in
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exchange for their own currencies. In the Fund, a country's currency is an

obligation of that country, a claim on its resources. It is important to an

understanding of the Fund's operations to recognize that a country's currency,

as such, is good only in the issuing country, and that when it acquires foreign

currencies from the Fund and pays for them in its own currency, it, in effect,

borrows these foreign currencies and gives the Fund, in exchange, demand

obligations which constitute a claim on its goods and services. Currencies

are obtained from the Fund only for immediate use in making payments in

other countries, whereas currencies paid into the Fund in exchange are claims

held by the Fund for use when and if a demand for them develops, The trans-

action has elements of a loan by the tund to the country which purchases ex-

change from it, notwithstanding the fact that the currency paid into the

Fund for the foreign exchange is money in its own country. This is the ex-

planation of the fact that throughout the Fund Agreement a country's use of

the Fund's resources at a given time is measured by the amount of its currency

in the Bound's possession in excess of its original contribution.

It is al3o essential to an understanding of the Fund's operations

to realize that the Fund is intended to be a revolving fund. The Fund's

holdings of the currencies of individual member countries will vary from

time to time. In general the Fund will endeavor to maintain a reasonable

balance in its holdings so that it will be in a position to meet the needs

of member countries. It is for this reason, particularly, that measures

are provided in the Agreement to encourage replacement in the Fund of cur-

rencies purchased from it.

Provisions

Article V., Section 3., Conditions governing use of the Fund's
resources. - (a) A member shall be entitled to buy the currency of another
member from the Fund in exchange for its own currency subject to the fol-
1ow ing conditions:
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(i) The member desiring to purchase the currency represents that it is
presently needed for making in that currency payments which are con-
sistent with the provisions of this Agreement;

(ii) The Fund has not given notice under Article VII, Section 3# that its
holdings of the currency desired have become scarce;

(iii) The proposed purchase would not cause the Fund's holdings of the pur-
chasing member's currency to increase by more than twenty-five per-
cent of its quota during the period of twelve months ending on the
date of the purchase nor to exceed two hundred percent of its quota,
but the twonty-five percent limitation shall apply only to the ex-
tent that the Fund's holdings of the member's currency have been
brought above seventy-five percent of its quota if they had boon
below that amount;

(iv) The Fund has not previously declared under Section 5 °f this Article,
Article IV, Section 6, Article VI, Section 1, or Article XV, Section
2 (a), that the member desiring to purchase is ineligible to use the
resources of the Fund.

(b) A member shall not be entitled without the permission of the Fund to
use the Fund's resources to acquire currency to hold against forward exchange
transactions•

d. Purchase of Foreign Currencies with Gold

Explanation

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 expected, if it can do so

with equal advantage, to acquire the foreign currency through the sale of

gold to the Fund. In this way the Fund's holdings of gold, with which it

can buy any member's currency, will be steadily replenished. The repurchase

provisions described later also tend to replenish the Fund's supply of gold

or of currencies in demand.

Provisions

Article V., Section 6., Purchases of currencies from the Fund for
gold. - (a) Any member desiring to obtain, directly or indirectly, the
currency of another member for gold shall, provided that it can do so with
equal advantage, acquire it by the sale of gold to the Fund,

(b) Nothing in this Section shall be deemed to preclude any member from
selling in any market gold newly produced from mines located within its
territories.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-19-

CHAPTER V. CONDITIONS GOVERNING USE OF THE FUND

at To Make Payments for Current Transactions

Explanation

Member countries can use the resources of the Fund, in general,

only to finance current transactions with other member countries. This is

brought out in the statement on the purposes of the Fund which says that

the Fund is to assist in the establishment of a multilateral system of

payments in respect of current transactions. It is also brought out in

the section of the Agreement which states that members may not make net

use of the Fund's resources to meet large or sustained outflows of capital,

and that the Fund may request a member to exercise controls to prevent

such use of the resources of the Fund and declare a member ineligible to

use the Fund if it does not exorcise appropriate controls. There is a

special provision allowing a member to buy foreign currencies from the

Fund to make capital transfers when the Fund's holdings of its currency

are below 75 P e r cent of its quota. This would nob'entail a net use of

the Fund's resources for capital transactions.

payments for current transactions are defined to include payments

for goods and services, normal short-term banking transactions, payments

of interest and net income from investments,moderate amortization payments,

and moderate remittances for family living ey^penses.

Provisions

Article I (Purposes) (iv) To assist in the establishment of a multilateral
system of payments in respect of current transactions between members
and in the elimination of foreign exchange restrictions which hamper
the growth of world trade.

Article V, Sec. 3» Conditions governing use of the Fund's re sources.-
(a) A member shall be entitled to buy the currency of another member
from the Fund in exchange for its own currency subject to the
following conditions:
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(i) The member desiring to purchase the currency represents that i t
is presently needed for making in that currency payments which
are consistent with the provisions of this Agreement.

Article V, Sec, 3 - (b) A member shall not be entitled without the permission
of the Fund to use the Fund's resources to acquire currency to hold
against forward exchange transactions.

Article VI, Section 1. Use of the Fund's resources for capital transfers.-
(a) A member nay not make net use of the Fund's resources to meet B large
or sustained outflow of capital, and the Fund may request a member to
exercise controls to prevent such use of the resources of the Fund. If,
after receding such a request, a member fails to exercise appropriate
controls, the Fund may declare the member ineligible to use the resources
of the Fund, (b) Nothing in this Section shall be deemed

(i) to prevent the use of the resources of the fund for capital
transactions of reasonable amount required for the expansion of
exports or in the ordinary course of tre;de, banking or other
business, or

(i i) to affect capital movements which are met out of a member's own
resources of gold and foreign exchange, but members undertake
that such capital movements will be in accordance with the purposes
of the Fund.

Section 2, Special provisions for capital transfers. - If the Fund's
holdings of the currency of a member have remained below seventy-five per-
cent of i t s quota for an immediately preceding period of not less than
six months, such member, if i t has not been declared ineligible to use
the resources of the Fund under Section 1 of this Article, Article IV,
Section 6, .Article V, Section 5> or Article XV, Section 2 (a), shall be
entitled, notwithstanding the provisions of Section 1 (a) of this Article,
to buy the currency of another member from the Fund with i t s own cur-
rency for any purpose, including capital transfers, purchases for capital
transfers under this Section shall not, however, be permitted if they
have the effect of raising the Fund's holdings of the currency of the
member desiring to purchase above seventy-*five percent of i t s quota, or
of reducing the Fund's holdings of the currency desired below seventy-five
percent of the quota of the member whose currency is desired.

Article XIX, (i) payments for current transactions means payments which
are not for the purpose of transferring capital, and includes, without
limitation:

(1) All payments due in connection with foreign trade, other current
business, including services, and normal short-term banking
and credit faci l i t ies ;

(2) payments due as interest on loans and as net income from other
investments;

(3) Payments of moderate amount for amortization of loans or for
depreciation of direct investments;

(U) Moderate remittances for family living expenses.
The Fund may, after consultation with the members concerned, determine
whether certain specific transactions are to be considered current
transactions or capital transactions.
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b. In Accordance with the purposes of the Fund

Explanation

It is made clear that members are not intended to use the Fund

as a source of permanent financing, 'Hie Fund i s to be a revolving fund

which makes i ts resources available to members over reasonably short periods

of time to help them meet temporary deficits and to provide them with an

opportunity to correct balance of payments maladjustments. This i s

brought out in the third, fifth, and sixth purposes of the proposal as

stated in the opening art icle of the Agreement.

The Fund may limit a member's use of the resources of the Fund

if i t is of the opinion that the member is using them in a manner contrary

to the Fund's purposes. Vihen the Fund so limits a member's use of the Fund

i t 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

member's use of the Fund or declare i t ineligible to use the Fund. I t is

also clearly stated that any member which fails to live up to any of i t s

obligations under the Fund Agreement may be declf.rod ineligible to use

the-resources of the Fund. In case of an unauthorized change in par

values a member automatically bocomos ineligible to use the Fund.

Provi sions

Article I (purposes) ( i i i ) To promote exchange stability, to maintain

orderly exchange arrangements among members, and to avoid competitive
exchu.nge depreoiation.
(v) To give- confidence to members by making the Fund's resources
available to them under adequate safeguards, thus providing them
with opportunity to correct maladjustments in their balance of pay-
ments without resorting to measures destructive of national or inter-
national prosperity.
(vi) In accordance with the tbove, to shorten the duration and
lessen the degree of disequilibrium in the international balances
of payments of members.

The Fund shtll be guided in all i t s decisions by the purposes set forth
in this Article.
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Article V, Section $. Conditions governing use of the Fund's resources.-
(a) A member shall be entitled to buy the currency of another member from
the Fund in exchange for its own currency subject to the following conditions:

(i) The member desiring to purchase the currency represents
that it is presently needed for making in that currency pay-
ments which are consistent with the provisions of this Agreement;

(iv) The Fund has not previously declared under Section 5 of this
Article, Article IV, Section 6, Article VI, Section 1, or
Article XV, Section 2 (a), that the member desiring to purchase
is ineligible to use the resources of the Fund.

Article V, Section 5- Ineligibility to use the Fund's resources.-
Whenever the Fund is of the opinion that any member is using the resources
of the Fund in a manner contrary to the purposes of the Fund, it shall
present to the member a report setting forth the views of the Fund and
prescribing a suitable time for reply. After presenting such a report
to a member, the Fund may limit the use of its resources by the member.
If no reply to the report is received from the member within the prescribed
time, or if the reply received is unsatisfactory, the Fund may continue
to limit the member's use of the Fund's resources or may, after giving
reasonable notice to the member, declare it ineligible to use the resources
of the Fund.

Article XV, Section 2. Compulsory withdrawal.- (a) If a member fails to
fulfill any of its obligations under this Agreement, the Fund may declare
the member ineligible to use the resources of the Fund. Nothing in this
Section shall be deemed to limit the provisions of Article IV, Section 6,
Article V, Section 5> or Article VI, Section 1.

Article IV, Section 6. Effect of unauthorized changes.- If a member changes
the par value of its currency despite the objection of the Fund, in cases
where the Fund is entitled to object, the member shall be ineligible to
use the resources of the Fund unless the Fund otherwise determines; and
if, after the expiration of a reasonable period, the difference between
the member and the Fund continues, the matter shall be subject to the
provisions of Article XV, Section 2 (b).

c. Not for Relief and lie construction

Explanation

Hie Fund is not intended to enable member countries to meet all

deficits arising from current transactions. The Agreement says that the

Fund is not intended to provide facilities for relief or reconstruction or

to deal with international indebtedness arising out of the war.

This is in line with the general purpose of the Fund to finance

temporary deficits and provide an opportunity for corrective measures,
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of tine. Obviously the Fund could not continue to function as intended

if i t s resources were either used up in providing relief or tied up in

long term financing of reconstruotion needs.

Provi sions

Article XIV, Section 1. Introduction.- The Fund is not intended to provide
facili t ies for relief or reconstruction or to deal with international
indebtedness arising out of the war.

d, Quantitative Limits

Explanation

A member may not increase the Fund's holdings of i t s own currency

by an amount larger than one-quarter of i t s quota in any 12-month period,

except by special permission, or when the Fund's holdings of i t s currency

had previously fallen below 75 P e r cent of i t s quota. In the aggregate, i t

can not purchase foreign currencies with i t s own currency in an amount

that would bring the Fund's holdings of i t s currency to more than 200 per

cent of i t s quota, except by special permission. This means that, if a

country's quota is 100 million dollars, of which 25 million is contributed

in gold and 75 million in currency, the country's net purchases of foreign

exchange from the Fund with i t s own currency could total 125 million,

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 i t s quota.

This general limit of 200 per cent of a member's quota is equivalent to

saying that a member's net purchases of foreign exchange from the Fund

with i t s own currency may not exceed the amount of i t s quota plus i t s

gold contribution.

These quantitative limits on a member's use of the Fund have been

carefully worked out with a view to the need of keeping the Fund in a
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position to meet the demands which nay be made on the Fund by other member

countries. The limits apply in general to all countries, but the Fund

can waive them, as well as the other conditions governing a member's

purchases of foreign currencies from the Fund. The Fund may decide to

waive these limits in the case of member countries which have a record

of avoiding large or continuous use of the Fund, or have periodic or

exceptional needs for foreign currencies, or are willing to pledge accept-

able collateral.

Provisions

Article V, Section 3« Conditions governing U3e of the Fund's resources.-
(a) A member shall be entitled to buy the currency of another member from
the Fund in exchange for i t s own currency subject to the following conditions;

( i i i ) The proposed purchase would not cause the Fund's holdings
of the purchasing n. ember' s currency to increase by more than
twenty-five percent of i t s quota during the period of twelve
months ending on the date of the purcho.se nor to exceed two
hundred percent of i t s quota, but the twenty-five percent
limitation shall apply only to the extent that the Fund's
holdings of the member's currency have been brought above
seventy-five percent of i t s quota if they had been below that
amount.

Section I4.. Waiver of conditions,- The Fund may in i t s discretion, and on
terms Y/hich safeguard i t s interests, waive any of the conditions prescribed
in Section 3 (a) °f this Article^ especially in the case of members with a
record of t-voiding large or continuous use of the Fund' s resources. In
making a waiver i t shall take into consideration periodic or exceptional
requirements of the member requesting the waiver. The Fund shall also
take into consideration a member's willingness to pledge as collateral
security gold, silver, securities, or other acceptable assets having a
value sufficient in the opinion of the Fund to protect i t s interests and
may require as a condition of waiver the pledge of such collateral security,

e. Scarce Currency Limitation

Explanation

A member may not be able to obtain a. certain currency from the

Fund even though the member's request satisfies all the conditions listed

above if the ourrency requested has been declared scarce by the Fund.

Vhen u. currency hts been declared scarce the Fund lias the right to ration,

i t s existing and accruing supply among members. See Chapter VI on Scarce
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Provisions

Article V, Section •), Conditions governing use of the Fund's resources,-
(a) A member shall be entitled to buy the currency of another member
from the Fund in exchange for i t s own currency subject to the following
conditionsJ

(i i) The Fund has not given notice under Article VII, Section 3>
that i t s holdings of the currency desired have become scarce.

Article VII, Section 3« So&roity of the Fund's holdings.- (a) If i t
becomes evident to the Fund the.t the demand for a member's currency
seriously threatens the Fund's ability to supply that currency, the Fund,
whether or not i t has issued a report under Section 1 of this Article,
shall formally declare such currency scarce and shall thenceforth apportion
i t s existing and accruing supply of the scarce currency with due regard
to the relative needs of members, the general international economic
situation, and any othcsr pertinent considerations. The Fund shall also
issue a report concerning i t s action*

f. Charges Levied on Use of Fund

Explanation

Members purchasing foreign exchange from the Fund with their own

currencies are required to pay on each purchase a uniform service charge

of three-fourths of 1 per cent. This charge may be altered by majority

vote to not less than ono-half or not more than 1 per cent. If a member's

purchases from the Fund raise the Fund's holdings of I ts currency above

i t s quota, additional charges must be levied by the Fund on i t s holdings

in exaess of the quota. These charges are levied in proportion to the

Fund's holdings of the currency of a member because, as explained above,

this measures the extent of a country's uso of the resources of the Fund.

Unices a member's monetary reserves arc less than half i t s quota all

charges are payable in gold.

The rates charged on holdings in excess of the quota are uniform

for all countries and vary with the amount of the currency held and the

length of time over which i t i s held by the Fund, Table II gives the

rates charged for each step in the upward scale, both as to amount and as
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to time. I t 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 volume and of duration.

The Agreement provides, as indicated in the table, that special

consultations between the Fund and a member nust take place with a view

to decreasing the Fund's holdings of that member's currency when the rate

payable by that member on any amount or for any period of time has

reached l\. per cent. If the rate rises to 5 P e r 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 i t

deems appropriate. The scale of charges just described may be altered

by a three-fourths vote.

I t is olear 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 time that these charges, unlike the service and handling charges,

are intended bo act as serious deterrents to countries making 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 meet a temporary deficit in i t s balances of payments

and give i t time to correct maladjustments. The Fund's pow,;r to help all

member countries would be seriously threatened if unduly large amounts of

i t s total resources were used to meet the needs of any one country, or if

tiny substantial part of i t s re sources were in use over long periods of

time. In such cases the- Fund* s holdings of currencies in demand by most

members would shrink and might become inadequate for further operations

while i t s holdings of currencies not in demand accumulated.
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Table II

Charges Payable by a Country on Fund's Holdings of Its Currency in Excess of Its Quota

Amount of country1s
currency held by
Fund in excess of
country's
percentage

try' s

0 -

25 -

50 -

75 -

quota as
i of coun-
quota

25

50

75

100

1 st
Year

1/ 3/8

Per cent

2 nd
Year

1

1-1/2

per annum payable or

5 rd
Year

1-1/2

2

2-1/2

On additional
conditions as

k th
Year

2

2-1/2

3

3-1/2

i amounts ir

5 th
Year

2-1/2

3

3-1/2

*A

amounts the Fund may set
it deems appropriate.

i excess of

6 th
Year

3

3-1/2

SA
U-l/2

such terms

quota

7 th
Year

3-1/2

SA
U-l/2

1/5

and

8 th
Year

S/k
J+-1/2

1/5

3/5

l/ No payment in first three months; l/2 per cent in next nine.
2/ At this point the Fund and the member shall consider ways and means by which the Fund's holdings of

the memberfs currency can be reduced*
3/ When the charge reaches 5 ~PGr cent the Fund and the member must agree on the charges to be imposed.

If no agreement is reached the Fund may impose such charges as it deems appropriate.

Note: No charge is made on use of the Fund resources in an amount equivalent to a memberrs gold sub-
scription.

1
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rrovisions

Article V, Section 8. Charges.- (a) Any member buying the currency of
another member from the Fund in exchange for i t s own currency shall pBy
a service charge uniform for all members of three-fourths percent in
addition to the parity price. The Fund in i t s discretion may increase this
service charge to not more than one percent or reduce i t to not less than
one-half percent.

(b) The Fund may levy a reasonable handling charge on any member
buying gold from the Fund or selling gold to the Fund,

(c) The Fund shall levy charges uniform for al l members which shall
be payable by any member on the average daily balances of i t s currency
held by the Fund in excess of i t s quota. These charges shall be at the
foil owi ng re. te s i

(i) On amounts not more than twenty-five percent in excess of the
quota: no charge for the f i r s t three months; one-half percent
per annum for the next nine months; and thereafter an increase
in the charge of one-half percent for each subsequent year,

( i i ) On amounts more than twenty-five percent and not more than fifty
percent in excess of the quota: an additional one-half percent
for the f irst year; and an additional one-half percent for each
sub s o qu e n t y c a r ,

( i i i ) On each additional bracket of twenty-five percent in excess
of the quota: an additional one-half percent for the f i r s t year;
and an additional one-half percent for each subsequent year*

(d) Whenever the Fund's holdings of a member's currency are such that
the charge applicable to any bracket for any period has reached the rate
of four percent per annum, the Fund and the member shall consider means by
which the Fund's holdings of the currency can be reduced. Thereafter,
the charges shall rise in accordance with the provisions of (c) above
until they reach five percent and failing agreement, the Fund may then
impose such charges as i t deems appropriate,

(e) The rates referred to in (c) and (d) above may be changed by a
three-fourths majority of the total voting power•

(f) All charges shall be paid in gold. If, however, the member's
monetary reserves are less than one-half of i t s quota, i t shall pay in
gold only that proportion of the charges due which such reserves bear to
one-half of i t s quota, and shall pay the balance in i t s own currency,

g. Repurchase Obligations

Explanation

There are two provisions requiring a member in certain circumstances

to repurchase i t s currency from the Fund. The broad purposes of the f i r s t

of these provisions are to limit a country's use of the Fund when i t has

ample other means of meeting i t s international payments and to make i t

share with the Fund such additions to i t s monetary reserves as may occur
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from time to time, provided i t has been using the resources of the Fund.

For these purposes a, member whose reserves ore in excess of i t s

quota is required at the end of each financial year to examine changes in

i t s reserve position in relation to i t s use of the Fund's resources and

to make adjustment in accordance with the following rules. If the member's

reserves have not changed, i t must use i t s reserves to the extent necessary

to reduce by one-half the year's increase in the Fund's holdings of i t s

currency. If i t s reserves have increased, then i t must use i t s reserves

as in the previous case and, in addition, must use half of the increase in

i t s reserves to reduce the Fund holdings of i t s currency whenever acquired.

If the country's reserve's have decreased but are s t i l l in excess of i ts

quota, i t must use enough of i t s reserves to make the decrease of i t s

reserves for the year equal to the year's increase in the Fund's holdings

of i t s currency.

The second repurchase provision is intended to limit the use

of one currency, such as the dollar for example, for financing adverse

balances of payments between two other countries. This provision is that

if a member country,, after having made the repurchases required under the

first provision, s t i l l shows an increase in i t s holdings of another country's

currency (or of gold acquired from that country) and -this increase arises

from transactions with a third country, "then the member oountry must turn

that increase over to the Fund in exchange for i t s own currency. This

provision is necessary to reduce the absorption of scarce currencies int«'

the financing of balances between other countries.

There are certain limits on the repurchases which must take place

under these two provisions. First, no member is required under these

repurchase provisions to reduce i t s monetary reserves to below the amount
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of i t s quota. Second, no member is required by these repurchases to reduce

the Fund's holdings of i t s currency below 75 Pe r cent of i t s quota. This

means that a member is required to make these repurchases only if i t has

been making net use of the resources of the Fund or if i t originally

contributed less than 21} per cent of i t s quota in gold. Third, no

repurchases shall raise the Fund's holdings of the currency of any country

above 75 P e r cent of that country's quota. There are also other rules

concerning the currencies to be used in connection with the repurchase

provision. These rules ere framed with a view to protecting the Fund

from acquiring currencies under these repurchase provisions of which i t

already has an ample supply and insuring that the Fund will acquire only

such currencies as & re in demand,

A member's monetary reserves include a member's net official

holdings of gold and convertible currencies, convertible currencies being,

in general, currencies of members of the International Monetary Fund that

have not taken advantage of the special transitional arrangements and

currencies of such nonmembers us the Fund may from time to time specify.

There i s a special exception by which occupied countries need not

include in their monetary reserves gold newly mined in the f i rs t five

years of the Agreement, The terra currency includes coins, paper money,

bank balances, bank acceptances, and government obligations issued with

a maturity not exceeding 12 months, A member's official holdings means

central holdings, i . e . , 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 v/ith the

member. Not holdings are calculated by deducting from a member' s
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official holdings i t s currency l i ab i l i t i e s to official institutions or

banks in the terr i tor ies of other members or nonmenbers the holdings of

the currencies of which are included in the member's official holdings.

Provisions

Article V, Section "(. Repurchase by a member of i t s currency held by
the Fund,- (a) A member may repurchase from the Fund and the Fund shall
sell for gold Einy part of the Fund's holdings of i t s currency in excess
of i t s quota.

(b) At the end of each financial year of the Fund, a. member shall
repurchase from the Fund with gold or convertible currencies, as determined
in accordance with Schedule B, part of the Fund's holdings of i t s currency
under the following conditions:

(i) Each member shall use in repurchases of i t s own currency
from the Fund an amount of i t s monetary reserves equal in
value to one-half of any increase that has occurred during
the year in the Fund's holdings of i t s currency plus one-half
of any increase, or minus one-half of any decrease, that has
occurred during the year in the member's monetary reserves.
This rule shall not apply when a member's monetary reserves
have decreased during the year by more than the Fund's holdings
of i t s currency have increased.

( i i ) If after the repurchase described in (i) above (if required)
has been made, a member's holdings of another member's
currency (or of gold acquired from that member) are found
to have increased by reason of transactions in terms of
that currency with other members or persons in their
terr i tor ies , the member whose holdings of such currency
(or gold) have thus increased shall use- the increase to
repurchase i t s own currency from the Fund,

(c) None of the adjustments described in (b) above shall be carried
to a point at which

(i) the member's monetary reserves are below i t s quota,
or

( i i ) the Fund's holdings of i t s currency are below seventy-five
percent of i t s quota, or

( i i i ) the Fund's holdings of any currency required to be used are
above seventy-five percent of the quota of the member concerned.

Schedule B.
1. In determining the extent to which repurchase of a member's

currency from the Fund under Article V, Section 7 (t>), shall be made with
each typo of monetary reserve, that i s , with gold and with each convertible
currency, the following rule, subject to 2 below, shall apply:

(a) If the member's monetary reserves have not increased during
the year, the amount payable to the Fund shall be distributed among
all types of reserves in proportion to the member's holdings thereof
at tht; end of the year.
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(b) If the member's monetary reserves have increased during the
year, a part of the amount payable to the Fund equal to one-half
of the increase shall be distributed among those types of reserves
which have increased in proportion to 'the amount by which each
of them has increased. The remainder of the sum payable to the
Fund shall be distributed among all types of reserves in proportion
to the member's remaining holdings thereof.
(c) If after all the repurchases required under Article V, Section 7
had been made, the result would exceed any of the limits specified
in Article V, Section 7 (c), the Fund shall require such repur-
chases to be made by the members proportionately in such manner
that the limits will not be exceeded,

2. The Fund shall not acquire the currency of any nonmember
under Article V, Section 7 (b) and (c).

3. In calculating monotory reserves and the increase in
monetary reserves during any year for the purpose of Article V, Section 7
(b) and (c), no account shall be taken, unless deductions have otherwise
been made by the member for such holdings, of any increase in those
monetary reserves which is duo to currency previously inconvertible having
become convertible during the yearj or to holdings which &re the proceeds
of a long-term or medium-term loan contracted during the year; or to hold-
ings v/hich have been transferred or set aside for repayment of a loan
during the subsequent year.

I+. In the caso of members whose metropolitan terr i tories have
been occupied by the enemy, gold newly produced, during the five years
after the entry into force of this Agreement from mines located within
their metropolitan terri tories shall not be included in computations of
their monetary reserves or of irioroE.ces in their monetary reserves.

Article XIX. In interpreting the provisions of this Agreement the Fund
and i t s members shall be guided by the following!

(a) A member's monetary reserves means i t s net official holdings
of gold, of convertible currencies of other members, and of the
currencies of such non-members as the Fund may specify.
(b) The official holdings of a member moans central holdings
(that is , the holdings of i t s Treasury, central bank, stabi-
lization fund, or similar fiscal agency),
(c) The holdings of other official institutions or other banks
within i t s terr i tories may, in any particular case, be deemed by
the Fund, after consultation with the member, to be official
holdings to the extent that they are substantially in excess
of working bf.lances; provided that for the purpose of determining
whether, in a particular case, holdings are in excess of working
balances, there shall be deducted from such holdings amounts
of currency due to official institutions and banks in the
terri tories of members or non-members specified under (d) below.
(d) A member's holdings of convertible currencies means i t s
holdings of the currencies of other members which are not availing
themselves of the transitional arrangements under Article XIV,
Section 2, together With i t s holdings of the currencies of such
non-members as the Fund may from time to time specify. The
term currency for this purpose includes without limitation coins,
paper money, bank balances, bank acceotances, and government
obligations issued with a maturity not exceeding twelve months.
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(e) A member's monetary reserves shall be calculated by
deducting from i t s central holdings the currency l iabi l i t ies
to the Treasuries! central banks, stabilization funds, or
similar fiscal agencies of other members or non-members
specified under (d) above, together with similar l iabi l i t ies
to other official institutions and other banks in the
territories of members, or non-members specified under (d)
above. To these net holdings shall be added the sums deemed
to be official holdings of other official institutions and
other banks under (c) above.
(f) The Fund's holdings of the currency of a member shall
include any securities accepted by the Fund under Article I I I ,
Section 5•
(g) The Fund, after consultation with a member which is availing
itself of the transitional arrangements under Article XIV,
Section 2, may deem holdings of the currency of that member
which carry specified rights of conversion into another
currency or into gold to bu holdings of convertible currency
for the purpose of the calcula tion of monetary reserves.
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(SiAPTlH VI. SCARCE CURRENCIES

Explanation

If a country sells goods or services to the rest of the world in

larger amount than it buys abroad, then the rest of the world must either

be borrowing the difference or drawing upon its monetary reserves 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, case, there is danger that the increasing difficulties of obtaining the

currency may start a scramble to obtain it before it is too late. Rather

than let things develop to this critical point, the Fund, long before the

situation has become acute, may inform members th«t a general scarcity of

the currency is developing and may issue a report tjialyzing the causes of

the scarcity and recommending measures designed to bring it to an end.

Should the Fund's holdings of the particular currency become

scarce, the Fund may require the member concerned to sell its currency to

the Fund for gold and all members undertake to buy gold offered to thorn

by the Rind if it is in need of their currenciest Or the Fund may make

an effort, with the approval of the membor concerned, to borrow its cur-

rency. It will have- th; choice of borrowing from the member itself or

from other members which happen to have a supply of the desired currency.

But aside from the crigind subscription, no country is obliged to lend

its currency to the Find, since tho total commitment of each country is

limited to its original subscription to the Fund,

If th;; donuids on tho Fund ,.re so great that the Fund's ability

tc supply the sc,,rco currency is seriously threatened, the Fund must

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



formally declare the currency to be scarce and apportion its supply among

member countries. In doing this the Fund must take into consideration

the relative needs of member countries, the general international eco-

nomic situation, and any other pertinent factors. It must also issue a

report concerning its action.

Onoo s, currency has formally bean dsclarcd scarce, any membor may

limit the freedom of exchange transactions in thut currency to the extent

necessary to reduce the demand fcr th^t currency to the level of its supply.-

Each member may determine for itself tho way in which it limits transac-

tions in the scarce currency provided it dc JS not violate its obligations

in regard to 'exchange rutes* Members e.gree not to invoke the obligations

of prior agreements in such a way ^s to prevent a member from limiting

its transactions in the scarce currency' to the extent necessary in the

circumstances just described* but each member also agrees to give sympathe-

tic consideration to the representations of other members with regard to

its administration of the restrictions.

One of the Fund's endeavors will be to prevent the development

of a shortage of any currency. But a persistent demand for a country's

goods in excess of its purchases of other countries' goods will inevit-

ably result, with or without tho Rand, in a shortage of that country's

currency. Other countries may meet the shortage temporarily by soiling

gold to the country whose currency is scarce1, or by borrowing from it.

But, in the end, such a scarcity can be eliminated only by the re-estab-

lishment of balance between the country's exports and its imports.
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Prcvisions

Article VII. Section 1. General scarcity of currency. - If
the Fund finds th_t a general scarcity of a particular curren-
cy is developing, the Fund may so inform the members and may
issue a report sotting forth the causes of the scarcity and
containing recommendations designed to bring it to an end. A
representative of thj member whose currency is involved shall
participate in the preparation of the report.

Section 2, Measures to replenish the Fund's holdings of scarce
currencies. - The Fund may, if it deems such action appropri-
ate to replenish its holdings of any member's currency, take
either or both of the following steps:

(i)Propose to the member that, on terms and conditions agreed
between the Rind and the member, the latter lend its cur-
rency to the Fund or th^t, with the approval of the mem-
ber, the Fund borrow such currency from some ether source
either within or outside the territories of the member,
but no member shall be under any obligation tc make such
loans tc the Rind or tc approve the borrowing of its cur-
rency by the Fund from any ether source.

(ii)Require the member to sell its currency tc the Fund for
geld.

Section 5. Scarcity c-f tho Fund' s hoidings. - (a) If it becomes
evident to the Fund that the denand for a member's currency seri-
ously throatons the Fundfs ability tc supply that currency, the
Fund, whether or not it has issued a report under Section 1 of
this Article, shall formally declare such currency scarce c.nd
shall thenceforth apportion its existing and accruing supply of
the scarce currency with duo regard tc the relative needs of
members., the general international economic situation, and any
ether pertinent considerations, Tho Fund shall also issue a
report concerning its action,

(b) A formal declaration undor (a) above shall operate ^s an
authorization to any member, after consultation with the Fund,
temporarily to inpeso limitations en the freedom of exchange
operations in the scarce currency. Subject to the previsions
of Article IV, Sections 3 and 4, the '•".ember shall have complete
jurisdiction in determining the nature of such limitations, but
they shall be nc mere restrictive than is neoessary to limit
the demand for the scarce currency tc the supply held by, or
accruing to, the member in question^ and they shall be relaxed
and removed as rapidly as conditions permit.
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(c) The authorization under (b) above shall expire whenever
the Fund formally declares the currency in question to be no
longer scarce.

Sec. 4. Administration of restrictions. - Any rn/jmber imposing
restrictions in respect o.f the currency of any other member
pursuant to the provisions of Section 5(b) of this Article
shcJ.1 give sympathetic consideration to any representations by
the other member regarding the administration of such restrictions,

Sec. 5, Effect of other international agreements on restrictions.
Members agros not to invoke the obligations of cjiy engagements
entered into with other members prior to this Agreement in
such a manner as will prevent the opsraticn. of the previsions
of this Article.

Article V. Sec. 5. Conditions ^cverninr< use of the Fund's re-
sources. - (a) A member shall be entitled to buy the currency
of another member from the Fund in exchange for i t s own cur-
rency subject to the following conditions!

(i i) The Fund has not given notice under Article VII, Section
3, that i t s holdings of the currency desired have become scarce.
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CHAPTSR VII. EXCHANGE RATES (PAR VALUES)

a. Initial Deter;!nation of ?ar Values

Explanation

The first task of the Fund will be to arrange for the fixing of

the initial par values and for the commencement of exchange operations 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 p-_r values. Par values of member currencies must be expressed

in terms of gold or in terms of United States dollars of fixed gold con-

tent. The Fund will ask each number country to communicate the par value

of its currency based on the rates of exchange prevailing 60 days before

the Agreement entered into force. The date will therefore be sometime

between March 1, 1945, and October 31, 1945. If either the Rind or the

member is of the opinion that this p._.r value is unsatisfactory, it must

say so within 90 days. The Rind can object to this par value if it appears

that it can not be maintained without leading to undue use of the re-

sources of the Fund either by that member or by other members. The Fund

and the member must agree on an initial par value within a reasonable per-

iod, and if no agreement is reached the member will be deemed to have

withdrawn.

Special provisions for countries which have been occupied by the

enemy JLIOIT these countries to postpone comnuniciting the par value of

their currencies until nu*jor hostilities have ceased in their territories,

or until such later tine as the Fund nay determine, and also allow these

countries and the Fund more than 90 days to register objections to the
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communicated par value. Such countries may also use the Fund before their

initial par values have finally been established, in amounts and under con-

ditions prescribed by the Fund, and may in the meanwhile alter their com-

municated rates by agreement with the Fund without prejudice to their ability

to alter their rates after initial par values have finally been established.

Provisions

Article IV, Section 1. Expression of mar values.- The p':r value
of the currency of each member shall be expressed in terms of gold
as a common denominator or in terms of the United State3 dollar
of the weight and fineness in effect on July 1, 1944.

(b) All computations relating to currencies of members for the
purpose of applying the provisions of this Agreement shall be on
the basis of their par values.

Article XX, Section 4. Initial determination of par valuer.-
(a) When the Fund is of the opinion that it will shortly be in a
position to begin exchange transactions, it shall so notify the
members and. shall request each member to communicate within thirty
days the par value of its currency based on the rates of exchange
prevailing on the sixtieth day before the entry into force of this
Agreement. No member whose metropolitan territory has been occu-
pied by the enemy shall be required to make such a communication
while that territory is a theater of major hostilities or for such
period thereafter as the Fund may determine. When such ;. member
communicates the par value of its currency the provisions of (d)
below shall apply.

(b) The par value communicated by a member whose metropolitan
territory has not been occupied by the enemy shall be the par
value of that member*s currency for the purposes of this Agree-
ment unless, within ninety days after the request referred to in
(a) above has been received, (i) the member notifies the Fund
that it regards the par value as unsatisfactory, or (ii) the Fund
notifies the member that in its opinion the par value can not
be maintained without causing recourse to the Fund on the part
of that member or others on a scale prejudicial to the Fund and
•to members. When notification is given under (i) or (ii) above,
the Fund and the member shall, within a period predetermined
by the Fund in the light of all relevant circumstances,
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agree upon a suitable par value for that currency. If the
Fund and the member do net cgree within tho period so determ-
ined, the member shall be deemed to have withdratm from the Fund
en the date when the period expires.

(c) When the par value of a member's currency has been estab-
lished under (b) above, either by the expiration of ninety days
Without notification, or by agreement after notification, the
member shall be eligible to buy from the Fund, the currencies of
other members to the full extent permitted in this Agreement,
provided that the Fund has begun exchange transactions.

(d) In the case of a member whose metropolitan territory has
been occupied by the enemy, the provisions of (b) above shall
apply., subject to the following modifications:

(i) The period of ninety days shJ.1 be extended so as to end
on a date to be fixed by agreement between tho Fund and the
member,

(ii) Within the extended period the member may, if the Fund has
begun exchange transactions, buy from the Fund with its cur-
rency the 'currencies of other members, but only under such
conditions and in such amounts as may be prescribed by the
Fund.

(iii) At any time before the d̂ .te fixed under (i) above, changes
may be mc.de by agreement with the Fund in the par value
communicated under (a) above.

(e) If a member whose metropolitan territory has been occupied
by the enemy adopts a new monetary unit before tho date to be
fixed under (d) (i) above, the par value fixed by thct member
for tho new unit shall bo communicated to the Fund and the pro-
visions of (d) above shall apply,

(f) Changes in par values agreed with the Fund under this Sec-
tion shall not be ttken into account in determining whether a
proposed change falls within (i), (ii), or (iii) of article IV,
Section 5(c).

(g) k member communicating to the Fund a pix value for the
currency of its metropolitan territory shall simultaneously com-
nuniccit: a V;,1U.J, in terms of that currency, for each separate
currency, v;h;rj such exists, in tho territories in respect of
which it has accepted this ^groenent under Section 2(g) of this
article, but no member shdll be required to make a communication
for tho separate currency of a territory which has been occupied
by tho enemy while that territory is a theater of major hostili-
ties or for euch period thereafter as tho Fund may determine. On the
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basis of the par vjlue so communicated, the Fund shall compute
the par value of each separate currency, *, communication or no-
tification to the Fund under (a), (b) or (d) above regarding the
per value of a currency, shall also be deemed, unless the con-
trary i s stated, to be a communication or notification regarding
the per value of all the separate currencies referred to above,
Any member may, however, makes a corimunication or notification
relating to the metropolitan or any of the separate currencies
alone. If the member does so, the provisions of the preceding
paragraphs (including (d) above, i f a territory where a separ-
ate currency exists has been occupied by the enemy) shall
apply to each of these currencies separately.

(h) The -fund shall begin exchange transactions at such date
as i t may determine aftjr members having sixty-five percent of
the total of the quotas sot forth in Schedule A have become
eligible, in accordance with the preceding paragraphs of this
Section, to purchase the currencies of other members, but in no
event until after major host i l i t ies in Europe have ceased.

(i) The Fand may postpone exchange transactions with c.ny member
if i t s circumstances arc such that, in the opinion of the Fund,
they would lead to use of the resources of the Fund in a manner
contrary to the purposes of this agreement or prejudicial to the
Fund or the members.

(j) 'The par values of the currencies of governments which indi-
cate their desire to become members after December 31, 1945,
shall be determined in accordance with the previsions of Article
I I , Section 2,

_ n b. Obligation to Maintain Established Par Values

explanation ~ J ~ ~

Exchange rates and members' obligations in respect to them are

a central feature of the Fund agrejment. ^fter the par value of a mem-

ber's currency has be-jn established, in accordance v/ith an agreed proced-

ure, the Fund will prescribe a margin above and belov. par value for trans-

actions in gold by that member and the member is net alleT/ed tc buy geld

at a price above par value by more than that margin or sell i t at a price

below par vdue by riore than that margin. Members undertake to permit
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oxchange transactions between their currencies and other member currencies

only at rates within a proscribed range. This range in the case of spot

exchange transactions is one per cent above and below par. A member whose

monetary authorities freely buy and sell gold for the settlement of inter-

national transactions within the prescribed margin of parity for such

transactions is considered to be fulfilling the undertaking not to permit

exchange transactions outside the prescribed range. In substance, then,

a Liember undertakes to maintain, if necessary by freely buying or selling

gold, the established rate of exchange between its currency and foreign

currencies, except as methods for orderly and necessary changes are pro-

vided by the Agreement.

Provisions

Article IV, Section 2. Gold purchases based on par values.- The
Fund shall prescribe a margin above and below par value for trans-
actions in gold by members, and no member shall buy gold at a
price above par value plus the proscribed margin, or soil gold at
a price below par value minus the prescribed margin.

Section 3. Foreign exchange dealings based on parity.- The maximum
and the minimum rates for exchange transactions between the cur-
rencies of members taking place within their territories shall not
differ from parity

(i) in the case of spot exchange transactions, by more than one
percent; and

(ii) in the case of other exchange transactions, by a margin which
exceeds the margin for spot exchange transactions by more than
the Fund considers reasonable.

Section 4. Obligations regarding exchange stability.- (a) each
member undertakes to collaborate with the Fund to promote exchange
stability, to maintain orderly exchange arrangements with other
members, and to avoid competitive exchange alterations.

(b) Each member undertakes, through appropriate measures consis-
tent with this Agreement, to permit within its territories ex-
change transactions between its currency and the currencies of
other members only within the limits prescribed under Section 3
of this Article. A member whose monetary authorities, for the
settlement of international transactions, in fact freely buy and
sell gold within the limits prescribed by the Fund under Section
2 of this Article shall be deemed to be fulfilling this undertaking.
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c. Changes in Par Values

Explanation

The Fund's purpose is to promote exchange stability as en impor-

tant means for the restoration of world trade, but it recognizes that cer-

tain changes in rates may become necessary. No change in a member's rate

can "be made except on its own proposal and members agree not to propose a

change 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 10 per cent

from that initially established. For any proposed changes beyond 10 per

cent the Fund has a right to concur or object, but on changes which do not

exceed a further 10 per cent the Fund must either concur or object within

72 hours if the member so requests. There is a special proviso that a mem-

ber may change the par value of its currency without the concurrence of the

Fund if the change does not affect the international transactions of mem-

bers of tho Fund. It is difficult to conceive of such a situation.

In order to protect member countries from deflationary pressures

resulting from inability to adjust exchange rates to world conditions, it

is provided that the Fund must concur in a proposed change if it is satis-

fied 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 deter-

mine whether or not a change is necessary to correct a fundamental dis-

equilibrium. This places on the Fund the responsibility for acting impar-

tially and rationally on such proposed changes as may come before it.

It is recognised 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.Digitized for FRASER 
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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 all cases continue to be appropriate as the

process of reconstruction proceeds.

The question may be raised whether these provisions would go a

long way toward diminishing the hoped-for stability of exchange rates.

Their purpose is to accomplish the opposite. Stability does not mean rig-

idity and rigidity in the past has resulted in extreme instability. A

country which finds that its domestic economy is suffering greatly from in-

ability to balance its international transactions at its existing exchange

rate and which finds it impossible to correct the situation by other adjust-

ments without seriously harmful consequences, has no alternative but to

change its rate. Persistence in attempts to maintain the existing rate is

likely to have important disturbing effects both at home and abroad and to

result in the necessity of larger and more frequent changes in rates when

the changes are eventually made than would have been necessary had the coun-

try acted promptly. The provision for orderly changes in rates at such

tines, in consultation with the Fund and with its concurrence, is, therefore,

expected to result in the long run in more rather than less stability of

exchange rates. Stability, however, is viewed not as an end in itself but

.as a means of promoting trade, and, through trade, a high level of employ-

ment and income. Insistence on stable rates, irrespective of the effects

of those rates on employment and income, might have meant losing sight of

this objective.

If a country changes its rate by more than 10 per cent from the

initial rate in spite of the objection of the Fund, the country automati-

cally becomes ineligible to use the Fund's resources. In such cases,
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if the Fund and the member do not cone to an agreement on the rate

within a reasonable period, the Fund can require the country to withdraw

from membership in tho Fund.

Provisions

ivTt* IV, Sec. 5. Changes in par values.- (a) h member shall not
propose a change in the par Value of its currency except to cor-
rect a fundamental disequilibrium.
(b) i* change in the par value of a member's currency may be made
only on the proposal of the msnber and only after consultation
with the Fund.

(c) When a change is proposed, the Fund shall first take into
.account the chcJiges, if any, which have already taken place in
the initial par wJLue of the member's currency as determined
under article XX, Section 4. If tho proposed change, together
with all previous changes, whether increases or decreases,

(i) does not exceed ten percent of the initial par value, the
Fund shall raise no objection;

(ii) does not exceed a further ten percent of the initial par
value, the Fund may either concur or object, but shall declare
its attitude within seventy-two hours if the member so roquostsj
(iii) is not within (i) or (ii) above, the Rind may either concur
or object, but shall be entitled to a longer period in which to
declare its attitude.

(d) Uniform changes in par valuas made under Section 7 of this
Article shall not be taken into account in determining whether
a proposed change falls within (i), (ii), or (iii) of (c) above,

(e) /* member may change the par value of its currency without the
concurrence of the Fund if the change does not affect the interna-
tional transactions of members of the Fund.

(f) The Fund shall concur in a proposed change which is within
the terms of (c) (ii) or (c) (iii) above if it is satisfied that
the change is necessary to correct a fundamental disequilibrium.
In particular, provided it is so satisfied, it shall not object
to a proposed change because of the domestic social, or political
policies of the member proposing the change•

Sec. 6. Effect of unauthorized changes. - If a member changes the
par vaJLtlo of its currency despite the bbĵ urtion of the Fund, in
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cases where the Fund is entitled to object, the member shall be
ineligible to use the resources of the Fund unless the Eund other-
wise determines^ and if, after the expiration of a reasonable per-
iod, the difference between the member and the Fund continues,
the matter shall be subject to the provisions of article XV, Sec.
Z (b).

Sec. 9. Separate currencies within a member's territories. —
u member proposing a change in the p^r value of its currency
shall be deemed, unless it declares otherwise, to be proposing
a corresponding change in the par value of the separate curren-
cies of all territories in respect of which it has accepted
this Agreement under article XX, Section 2(g). It sholl, hovf-
over, bo open to -v member to declare that its proposal relates
either to the metropolitan currency alone, or only to one or
more specified separate currencies, or to the metropolitan cur-
rency and enj or more specified separate currencies.

Article XIV. Section 5. Mature of transitional period. - In its
relations vdth members, the Fund shall r^ccgnize that the post-
war transitional period will be cne of change and adjustment and
in making decisions on requests occasioned thereby which are pre-
sented by cJiy member it shtill give the member the benefit of any
reasonable doubt.

d) Uniform Chang3s in Par Value6.

Explanation

'There is a special arrangement whereby the Fund may decide to

make a uniform proportionate change in the par values cf all member cur-

rencies. The decision to make such a uniform change requires the approval

cf a majority cf the total votes plus the approval cf each country having

10 per cent or more cf the quotas, i.e., the United States, United Kingdom,

and the Union of Soviet Socialist Republics* Any country, however, may re-

fuse to accept such a change in respect to its own currency provided it

notifies the Fund within 72 hours. Such a uniform change in par values

would result in no change in the world pattern of exchange rates. Values

cf currencies in gold would change, but values in terras of other currencies

would remain the sane.
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Previsions

Art. IV, Sec. 7. Uniform changes in par values. - Notwithstanding
the previsions of Section 5(b) of t h i s a r t i c l e , tho Far,"! by a
majority of tho tot-al voting power mc,y make uniform proportionate
changes in the par values cf tho currencies of a l l members, pro-*
vided each such change i s approved by every member which has ten
percent or more of the total of tho quotas. The par value of a
member's currency shall, however, not be changed under th i s pro-
vision if , vathiri seventy-tar. hours cf the Rind's action, the
member informs th:.> Rm 1 that i t (3cos net wish the par value cf i t s
currency to be changed by such action.

e) Multiple Exchange Rates

Explanatic n

Nc country shall engage in any multiple currency prac t ices without

the approve.1 of the Rind. This means that a member cannot have one ex-

change r^te for some transact ions and another exchange ra te for other

t ransact ions .

Provisions

* r t . VIII, Sec. 3. ^voidunce of discriminatory currency prac t ices ,
No member shall engage in , or permit any of i t s f i sca l agencies
referred to in a r t i c l e V, Section 1, to engage in, any discrim-
inatory currency arrangements or multiple currency practices ex-
cept as authorized under t h i s Agreement or approve! by the Fund,
If such arrangements and pract ices are engaged in at the date
when t h i s Agreement enters into force the member concerned shall
consult with tho fund as to the i r progressive removal unless they
are maintained or imposed under Art icle XIV, Section 2, in vhich
case the provisions of Section 4 of that Article shall apply.
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CHAPTER VIII. EXCHANGE RESTRICTIONS

a. General Obligation to Avoid Restrictions

Explanation

Member countries undertake the obligation not to impose restrictions

on the making of payments and transfers for current international transactions

without the approval of the Fund. Payments for current transactions are de-

fined in the Agreement as including payments due in connection with trade,

service, and normal short-term banking and credit activities, payments of

interest on loans and of net income from other investments j payments in

moderate amount for amortization of loans or for depreciation of direct in-

vestments, and moderate remittances for family living expenses. In particular,

current transactions do not include payments for the purpose of transferring

capital. The Fund is empowered to determine whether specific transactions

are current or capital transactions.

Besides the general obligation to avoid restrictions on current

transactions, members are obliged not to engage in any discriminatory cur-

rency arrangements or multiple currency practices without the approval of

the Fund. If a member is engaged in such practices when the Fund Agreement

comes into force, it must consult with the Fund as to their progressive

removal. The most dangerous form of discriminatory currency arrangements

which are ruled out is the bilateral clearing agreement by which a country

allows those countries from whom it buys to use the money received in pay-

ment only to purchase goods in that country.

Provisions

Article VIII., Section 1., Introduction. - In addition to the

obligations assumed under other articles of this Agreement, each member under-
takes the obligations set out in this Article.
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Section 2., Avoidance of restrictions on current payments. -
(a) Subject to the provisions of~~Article VII, Section 3 (b), and Article
XIV, Section 2, no member shall, without the approval of the Fund, impose
restrictions on the making of payments and transfers for current interna-
tional transactions,

(b) Exchange contracts which involve the currency of any member and which
are contrary to the exchange control regulations of that member maintained or
imposed consistently with this Agreement shall be unenforceable in the terri-
tories of any member. In addition, members may, by mutual accord, co-operate
in measures for the purpose of making the exchange control regulations of
either member more effective* provided that such measures and regulations
are consistent with this Agreement.

Section 3»» Avoidance of discriminatory currency practices. - No
member shall engage in" or permiTr"any of its fiscal agencTes referred to in
Article V, Section 1, to engage in, any discriminatory currency arrangements
or multiple currency practices except as authorized under this Agreement or
approved by the Fund, If such arrangements and practices are engaged in at
the date viaen this Agreement enters into force the member concerned shall con-
sult with the Fund as to their progressive removal unlass they are maintained
or imposed under Article XIV. Section 2, in which case the provisions of
Section L\. of that Article shall apply.

Article XIX., (i) Payments for current transactions means pay-
ments which are not for the purpose of transferring capital, and includes,
without limitation:

(1) All payments due in connection with foreign trade, other current
business, including services, and normal short-term banking and
credit facilities;

(2) payments due as interest on loans and as net income from other in-
vestments;

(3) Payments of moderate amount for amortization of loans or for
depreciation of direct investments;

(L±) Moderate remittances for family living expenses.
The Fund may> after consultation with the members concerned, determine whether
certain specific transactions are to be considered current transactions or
capital transactions.

b. Special Convertibility Obligation

Explanation

In addition to the obligations to avoid restrictions on current

transactions and discriminatory currency practices just described there is a

special convertibility provision. Subject to specified exceptions this pro-

vision assures a member (i.e., a government and its agencies as distinct

from the general public) that it can bring home the balances it holds in

another member country (l) if the balances have been recently acquired as a
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result of current transactions or (2) if their conversion is needed for

making payments for current transactions. The first part of this pro-

vision assures a member that the proceeds of merchandise exports and other

current transactions can be brought home at the parity rate — an assurance

that is implicitly given to the general public as well elsewhere in the

Agreement. If, for instance, the French authorities have recently acquired

sterling balances as a result of current transactions, France can require

England to convert the balances into francs (or, at England'u option, into

gold which is readily convertible into francs).

The second part of the provision applies to balances acquired

at an earlier period or from other than current account transactions. The

principle adopted is that these balances, too, which are part of the mon-

etary reserves of the countries concerned, should be convertible for making

payments for current transactions. Since each member is free, however, tc

regulate international capital movements, it is free to restrict the use

of balances of this character; and hence it can at its ovn discretion re-

lieve itself at any time of this second obligation.

There are other limitations to both obligations. In the example

given, England will not be obliged to purchase the sterling balances if at

that time England is, for any reason, not entitled to purchase foreign cur-

rencies from the Fund. The obligations in this special form apply only

v;hen England is in a position to fulfill them through purchase of the re-

quired currency from the Fund. The obligations lapse, also, if the currency

needed for making the purchase, in this case franco, has been declared

scarce. England may be able to obtain a certain amount of francs from the

Fund but she is authorized to restrict franc transactions as she sees fit

and therefore can not be forced to convert sterling balances into francs.
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Similarly, the obligations do not apply if England has obtained the ap-

proval of the Fund to restrict payments due on current transactions or

if the balances have been acquired contrary to England's exchange regu-

lations. Finally, the obligations do not apply to sterling balances ac-

cumulated during the transitional period if England has availed herself

of the special transitional arrangements.

Although the special convertibility obligations are tied up

to the Fun1, mechanism and lapse when a member is for any reason no longer

entitled to purchase foreign currencies from the Fund, the general obli-

gation not to impose restrictions on the making of payments and transfers

for current international transactions without permission of the Fund is

binding on all member countries, irrespective of whether or not they are

entitled at any particular time to draw on the resources of the Fund.

Provision

Article VIII., Section 4. Convertibility of foreign-held
balances.- (a) Each member shall buy balances of its currency held by
another member if the latter, in requesting the purchase, represents

(i) that the balances to be bought have been recently acquired
as a result of current transactions; or

(ii) that their conversion is needed for making payments for
curr ent transacti ons.

The buying member shall have the option to pay either in the currency of
the member locking the request or in gold.

(b) The obligation in (a) above shall not apply
(i) v7hen the convertibility of the balances has been restricted

consistently- with Section 2 of this Article, or Article YI,
Section 5; or

(ii) r/hen the balances have accumulated as a result of transac-
tions effected before the removal by a member of restric-
tions maintained or imposed under Article XIV, Section 2; or

(iii) when the balances have been acquired contrary to the ex-
change regulations of the member v:hich is asked to buy
then; or

(iv) when the currency of the member requesting the purchase has
been declared scarce under Article VII, Section 3 (a); or

(v) v;hen the member requested to make the purchase is for any
reason not entitled to buy currencies of other members from
the Fund for its oivn currency.
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c« Restrictions on Capital Transfers

Explanation

Each member has a right to control international capital move-

ments provides it does so in a manner which does not restrict payments

for current transactions or unduly delay transfers of funds in settlement

of commitments.

The Fund has power to determine whether specific transactions

are current or capital transactions.

Keml̂ ers may not make net use of the Fund's resources to meet

large or sustained outflows of capital and the Fund may request a member

to exercise controls to prevent such use of the resources of the Fund

and declare a member ineligible to use the Fund if it does not exercise

appr opriate contr ols.

Provisions

•Article VI., Section 1. Use of the Fund's resources for capital
transfers.- (a) A member may not make net use of the Fund's resources to
meet a large or sustained outflow of capital, and the Fund may request a
member to exercise controls to prevent such use of the resources of the
Fund. If, after receiving such a request, a member fails to exercise ap-
propriate controls, the Fund may declare the member ineligible to use the'
resources of the Fund.

(b) Nothing in this Section shall be deemed

(i) to prevent the use of the resources of the Fund for capital
transactions of reasonable amount required for the expansion
of exports or in the ordinary course of trade, banking or
other business, cr

(ii) to affect capital movements which are met out of a member's
own resources of gold and foreign exchange, but members under-
take that such capital movements will be in accordance with
the purposes of the Fund.

Section 3. Controls of capital transfers.- Members way exercise
such controls as are necessary to regulate international capital movements,
but no member may exercise these controls in a marner which will restrict
payments for current transactions or which will unduly delay transfers of
funds in settlement of commitments, except as provided in Article VII,
Section 3 (b), and in Article XIV, Section 2.Digitized for FRASER 

http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-53-

d. T ran s i t i onal Arr anff oments

Expl gnation

There are provisions by which members may avail themselves of

special arrangements made for the postwar transitional period. Members

intending to avail themselves of these arrangements must notify the Fund.

Under these special arrangements members may maintain and adapt to

changing circumstances restrictions on payments and transfers for current

international transactions. However, members v;hich maintain restrictions

in accordance with this arrangement must take all possible measures to

facilitate international payments and. must withdraw such restrictions as

soon as they believe that they will be able, without the restrictions,

to settle their balances of payments without being forced to draw too

heavily on the resources of the Fund. Starting three years after the

Fund begins operations the Fund must issue an annual report on the re-

strictions still in force under these transitional arrangements. After

the fifth year, any member still imposing such restrictions must consult

with the Fund. The Fund may indicate to a member that it is in a favor-

able position to withdraw any or all of its restrictions and, after a

suitable time, may require a member to withdraw from the Fund if it con-

tinues to maintain those restrictions.

The reason for these exemptions is that it would be impossible

to require all member countries immediately to remove all restrictions on

current transactions. If that were done, some members would be forced to

rely heavily on the Fund with the consequence that the Fund's resources

would be used increasingly in financing deficits in international pay-

ments incurred by countries which arc; as yet in no position to take

advantage, of the FundTs temporary assistance to balance their trade withDigitized for FRASER 
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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 the

Fund has the power to refuse the use of its resources to, or require the

withdrawal of, a member which is not eliminating its restrictions as rapidly

as the Fund believes this should be done.

Provisions

Article XIV., Section 1. Introduction.- The Fund is not intended
to provide facilities for relief or reconstruction or to deal with inter-
national indebtedness .arising out of the war.

Section 2. Exchange restrictions.- In the post-war transitional
period members may, notwithstanding the provisions of any other articles
of this Agreement, maintain and adapt to changing circumstances (and, in
the case of members vfhose territories have been occupied by the enemy,
introduce 7/here necessary) restrictions on pajmients and transfers for cur-
rent international transactions. Members shall, however, have continuous
regard in their foreign exchange policies to the purposes of the Fund;
and, as soon as conditions permit, they shall take all possible measures
to develop such commercial and financial arrangements with other members as
will facilitate international payments and the maintenance of exchange
stability. In particular, members shall withdraw restrictions maintained
or imposed under this Section as soon as they are satisfied that they will
be able, in the absence of such restrictions, to settle their balance of
payments in a manner which will not unduly encumber their access to the
resources of the Fund.

Section 5. Notification to the Fund.- Each member shall notify
the Fund before it becomes eligible under Article XX, Section 4 (c) or (d),
to buy currency from the Fund, whether it intends to avail itself of the
transitional arrangements in Section 2 of this Article, or whether it is •
prepared to accept the obligations of Article VIII, Sections 2, 3, and 4.
A member availing itself of the transitional arrangements shall notify the
Fund as soon thereafter as it is prepared to accept the above-mentioned
obligations.

Section 4. Action of the Fund relating; to restrictions.- Not
later than three years after the date on which the Fund begins operations
and in each year thereafter, the Fund shall report on the restrictions
still in force under Section 2 of this Article. Five years after the date
on which the Fund begins operations, and in each year thereafter, any member
still retaining any restrictions inconsistent with Article VIII, Sections
2, 3, or 4, shall consult the Fund as to their further retention. The Fund
may, if it deems such action necessary in exceptional circumstances, make
representations to any member that conditions are favorable for the with-
drawal of any particular restriction, or for the general abandonment of
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restrictions, inconsistent with the provisions of any other article of
this Agreement. The-member shall be given a suitable time to reply to
such representations. If the Fund finds that the member persists in
maintaining restrictions which are inconsistent with the purposes of the
Fund, the member shall be subject to Article XV, Section 2 (a).

Section 5. Nature of transitional period.- In its relations
with members, the Fund shall recognize that the post-war transitional period
will be one of change and adjustment and in making decisions on requests
occasioned thereby which are presented by any member it shall give the
member the benefit of any reasonable doubt,

e. Scarce Currencies

Explanation

Exception to the genera] rule not to impose restrictions on pay-

ments for current transactions is made in respect to scarce currencies.

Once a currency has formally 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. Each

member may determine for itself the way in which it limits transactions

in the scarce currency provided it does not violate its obligations in re-

gard to exchange rates. Members agree not to invoke the obligations of

prior agreements in such a way as to prevent a member from limiting its

transactions in the scarce currency to the extent necessary in the circum-

stances just described; but each member also agrees to give sympathetic

consideration to the re-presentations of other members with regard to its

administration of the restriction.

See also the Chapter on Scarce Currencies.

Provisions

Article VII., Section 5. Scarcity of the FundTs holdings.- (a)
If it becomes evident to the Fund that the demand for a memberTs currency
seriously threatens the Fund's ability to supply that currency, the Fund,
whether or not it has issued c, report under Section 1 of this Article, shall
formally declare such currency scarce and shall thenceforth apportion its
existing and accruing supply of the scarce currency with due regard to the
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relative needs of members, the general international economic situation,
and any other pertinent considerations. The Fund shall also issue a re-
port concerning its action.

(b) A formal declaration under (a) above shall operate as an
authorization to any member, after consultation with the Fund, temporarily
to impose limitations on the freedom of exchange operations in the scarce
currency. Subject to the provisions of Article IV., Sections 3 and 4,
the member shall have complete jurisdiction in determining the nature of
such limitations, but they shall be no more restrictive than is necessary
to limit the demand for the scarce currency to the supply hold by, or
accruing to, the member in question; and they shall be relaxed and removed
as rapidly as conditions permit.

(c) The authorisation 'under (b) above shall expire whenever the
Fund formally declares the currency in question to be no longer scarce.

Section 4. Administration of restrictions.- Any member in-
posing restrictions in respect of the currency of any other member pur-
suant to the provisions of Section 3 (b) of this Article shall give sym-
pathetic consideration to any representations by the other member re-
garding the administration of such restrictions.

Section 5. Effect of other international agreements en re-
strictions.- Members agree not to invoke the obligations of any engage-
ments entered into with other members prior to this Agreement in such a
manner as will prevent the operation of the provisions of this Article.

f• Transactions with Non-members

Explanation

All of the obligations of members to avoid restrictions on cur-

rent transactions apply to transactions with other members. Transactions

with non-members may be restricted unless the Fund, decides that such re-

strictions prejudice the interests of members and are contrary to the pur-

poses of the Fund.

Provision

Article XI., Section 2. Restrictions on Transactions uith non-
member countries.- Nothing in this Agreement shall affect the . right
of any member to impose restrictions on exchange transactions with non-
members or with persons in their territories unless the Fund finds that
such restrictions prejudice the interests of members and are contrary to
the purposes of the Fund.
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g. Consultation on Existing Agreements

Explanation

No explanation necessary.

Provision

Article VIII., Section 6. Consultation between members regard-
ing existing international agreements.- Where under this Agreement a
member is authorized in the special or temporary circumstances specified
in the Agreement to maintain or establish restrictions on exchange trans-
actions, and there are other engagements between members entered into
prior to this Agreement which conflict with the application of such re-
strictions, the parties to such engagements will consult with one another
with a view to making such mutually acceptable adjustments as may be
necessary. The provisions of this Article shall be without prejudice to
the operation of Article VII, Section 5.
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CHAPTER IX. TRANSITIONAL ARRANGEMENTS

Explanation

The Fund Agreement recognizes that the immediate postwar period

will be a very difficult one and therefore makes special arrangements for

that period*

First of all it expressly states that the Fund is not intended

to finance relief, reconstruction, or settlement of war debts. It is

necessary to emphasize that even in the immediate post-war period, when

needs ere so great the Fund is not intended for permanent financing. It

is essential that the currencies in demand be lent only for short periods

in order to ensure that they will be available when needed.

Secondly the Fund allows members to take advantage of a special

arrangement whereby they are allowed to maintain restrictions on payments

for current transactions. Countries which have suffered devastation as

a result of the war will have such great demands for foreign goods and

their ability to export will be so small that they will need to relax

controls gradually! Furthermore maladjustments and instabilities result-

ing from the war may make it necessary to maintain controls for some time.

Under these arrangements however, members promise to relax controls as

quickly -.3 possible and the Fund's resources will be available to help

members as they relax controls. It is specifically provided that a

member maintaining controls for more than three years must report to the

Fund, and after five years it must consult with, the Fund as to their

further retention.

At any time the Fund may require a member to relax controls if

it is not living up to its promise to relax controls. The Fund must first
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cxplain its position howovcr and give the member a chance to reply. Such

action by the Fund is to bo taken only in exceptional circumstances. This

presumably is intended to indicate that it is expected that members will

live up to their promise.

One general clause says that the Fund will recognize that the

immediate post-war period is a difficult one and will give the members the

benefit of any reasonable doubt when deciding on the reply to any member's

request. This clause refers primarily to requests for changes in exchange

rates. It is recognized that the initial rates set can hardly be expected

to be equilibrium rates which can be maintained indefinitely. It would

be a mistake to maintain rates too long by means of exchange controls or

loans from the Fund and changes will certainly have to bo permitted. The

clause may apply also to requests to allow certain controls to bo maintained

Provisions

Article XIV. Section 1. Introduction. - The Fund is not in-
tended to provide facilities for relief or reconstruction or
to deal with international indebtedness arising out of the war.

Section 2. Exchange restrictions. - In the post-war transi-
tional period members may, notwithstanding the provisions of
any other articles of this Agreement, maintain and adapt to
changing circumstances (and, in the case of members whose
territories have been occupied by the enemy, introduce where
necessary) restrictions on payments and transfers for current
international transactions. Members shall, however, have con-
tinuous regard in their foreign exchange policies to the pur-
poses of the Fund; and, as soon as conditions permit, they
shall take all possible measures to develop such commercial
and financial arrangements with other members as will facil-
itate international payments and the maintenance of exchange
stability. In particular, members shall withdraw restrictions
maintained or imposed under this Section as soon as they are
satisfied that they will be able, in the absence of such re-
strictions, to settle their balance of payments in a manner
which will not unduly encumber their access to the resources
of the Fund.
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Section 3« Notification to the Fund. - Each member shall
notify the Fund before it becomes eligible under Article
XX, Section 4 (c) or (d), to buy currency from the Fund,
whether it intends to avail itself of the transitional
arrangements in Section 2 of this Article, or whether it
it is prepared to accept the obligations of Article VIII,
Sections 2, 3, and 4. A member availing itself of the
transitional arrangements shall notify the Fund as soon
thereafter as it is prepared to accept the above-mentioned
obligations.

Section 4, Action of the Fund relating to restrictions* -
Not later than throe years after the date on which the
Fund begins operations and in each year thereafter, the
Fund shall report on the restrictions still in force under
Section 2 of this Article. Five years after the date on
which the Fund begins operations, and in each year there-
after, any member still retaining any restrictions incon-
sistent with Article VIII, Sections 2, 3, or 4, shall
consult the Fund as to their further retention. The Fund
may, if it deems such actions necessary in exceptional
circumstances, make representations to any member that
conditions are favorable for the withdrawal of any par-
ticular restriction, or for the general abandonment of
restrictions, inconsistent with the provisions of any other
article of this Agreement. The member shall be given a
suitable time to reply to such representations. If the
Fund finds that the member persists in maintaining re-
strictions which are inconsistent with the purposes of
the Fund, the member shall be subject to Article XV,
Section 2 (a).

Section 5. Nature of transitional period* - In its rela-
tions with in embers, the Fund shall recognize that the
post-war transitional period will be one of change and
adjustment and in making decisions on requests occasioned
thereby which are presented by any member it shall give
the member the benefit of any reasonable doubt.
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CHAPTER X. ORGiJITZATION 1$D MANAGEMENT

a. Board of Governors

Explanation

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. Each country shall also appoint an alternate who can vote

only in the absence of the Governor, Governors and alternates serve

for five years subject to the pleasure of the government appointing

them. Governors and alternates receive no compensation from the fund,

except for reasonable expenses incurred to attend meetings. The Board

may delegate its powers to the Executive Directors, except for the

power to decide on certain issues of major economic or political signi-

ficance. The Board will moot annually, and may meet more often if re-

quested by the Executive Directors or agreed upon by the Board* The

Board may sot up a procedure for voting without an actual meeting.

Provisions

Article XII. Section 1. Structure of the Fund. - The Fund shall
have a Board of Governors, Executive Director's", a Managing Director, and
a staff.

Sec. 2. Board of Governors. - (a) All powers of the Fund shall
be vested in the Board of Governors, consisting of one governor and one
alternate appointed by each member in such manner as it may determine.
Each governor end each alternate shall serve for five years, subject to
the pleasure of the member appointing him^ and may be reappointed. No
alternate may vote except in the absence of his principal. The Board shall
select one of the governors as chairman.

(b) The Board of Governors may delegate to the Executive Directors
authority to exercise any powers of the Board, except the power to:

(i) Admit new members and determine the conditions of their
admission*

(ii) Approve a revision of quotas.
(iii) Approve a uniform change in the par value of the currencies of

all members •
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(iv) Make arrangements to cooperate with other international
organizations (other than informal arrangements of a
temporary or administrative character).

(v) Determine the distribution of the net income of the Fund.
(vi) Require a member to withdraw.

(yii) Decide to liquidate the Fund,
(viii) Decide appeals from interpretations of this agreement given

by the Executive Directors.

(c) The Board of Governors shall hold an annual meeting and such
other meetings as may be provided for by the Board or called by the
Executive Directors. Meetings of the Board shall be called by the
Directors whenever requested by five members or by members having one-
quarter of the total voting power.

(d) A quorum for any meeting of the Board of Governors shall be a
majority of the governors exercising not less than two-thirds of the
total voting power.

(e) Each governor shall be entitled to cast the number of votes
allotted under Section 5 of this Article to the member appointing him.

(f) The Board of Governors may by regulation establish a procedure
whereby the J2xocutivc Directors, when they doom such action to bo in the
bost interests of the Fund, may obtain a vote of the governors on a spe-
cific question without calling a mooting of the Board.

(g) The Board of Governors, and the Executive Directors to the ex-
tent authorized, may adopt such rules and regulations as may be necessary
or appropriate to conduct the business of the Fund.

(h) Governors and rxlternates shall serve as such without compensa-
tion from the Fund, but tho Fund shell pay them reasonable expenses in-
curred in attending meetings,

(i) Tho Board of Governors shall determine the remuneration to be
paid to tho Executive Directors and the salary and terns of the contract
of service of the Managing Director.

b. Executive Directors

Explanation

The Executive Directors will conduct tho general operations of

the Fund, There will bo at least twelve Executive Directors, five appointed

by the five members having the largest quotas, which if all countries repre-

sented at Brotton Woods become meribors will bo the United States, the United

Kingdom, the Union of Soviet Socialist Republics, China, and Franco, two

elected by tho American Republics ether than the United States, and five

elected by the other members. The procedure by which the olectod Executive
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Directors are to be chosen is designed to see that each member will have

an appropriate voice in the election of at least one of the Directors,

The Governors appointed by member countries vote in the election of

Executive Directors. Two additional Executive Directors may bo appointed

to represent the two countries the currencies of which are being used by

the Fund in tho largest absolute amounts, if these countries arc not in-

cluded in those already entitled to appoint Directors. As new countries

become members of the Fund the number of Executive Directors may be in-

creased.

Executive Directors arc to bo elected every two years, Executive

Directors appoint thoir own alternates. An alternate may attend meetings

but may not vote unless tho Executive Director appointing him is absent,

Executive Directors are to function "in continuous session". The meaning

of this phrase is not absolutely clear. It seems apparent however that the

job of Executive Director is a full tine job. The salaries of Executive

Directors are determined by the Board of Governors, alternates to Execu-

tive Directors evidently will receive no salary.

Provisions

Article XII. Sec, 3» Executive Directors. - (a) The Executive
Directors shall be responsible for the conduct of "the general operations
of the Fund, and for this purpose shall exorcise all tho powers delegated
to thorn by the Board of Governors*

(b) There shall be not less than twelve directors who need not be
governors and of whom

(i) five shall be appointed by the five members having the largest
quotas;

(ii) not more than two shall be appointed when the provisions of (c)
below apply;

(iii) five shall be elected by the members not entitled to appoint
dii/eotora. othor than the American Republics; and

(iv) two shall bo elected by the American Republics not entitled
to appoint directors.

For the purposes of this paragraph, members means governments of countries
whose names are set forth in Schedule A, whether they beccne members in
accordance with Article XX or in accordance with Article II, Section 2.
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Whon governments of other countries become members, the Board of Governors
may, by a four-fifths majority of the total voting power, increase the
number of directors to be elected.

(c) If, at the second regular election of directors and thereafter,
the members entitled to appoint directors under (b) (i) above do not in-
clude the two members, tho holdings of whose currencies by tho Fund have
boon, on the average over the preceding two years, reduced below their
quotas by tho largest absolute amounts in terms of gold as a common de-
nominator, either one or both of such members, as tho case may bo, shall
bo entitled to appoint a director.

(d) Subject to Article XX, Section 3 (b) elections of elective
directors shall bo conducted at intervals of two years in accordance with
tho provisions of Schedule C, supplemented by ouch regulations as the Fund
deems appropriate. "Vhenevor tho Board of Governors increases the number
of directors to be elected under (b) above, it shall issue regulations
making appropriate changes in the proportion of vctos required to elect
directors under the provisions of Schedule C,

(e) Each director shall appoint an alternate with full power to act
for him when ho is not present. Yi/heri the directors appointing them are
present, alternates may participate in meetings but nay not vote.

(f) Directors shall continue in office until their successors aro
appointed or elected. If the office of an elected director becomes vacant
moro than ninety dc.ys before tho end of his term, another director shall
be eloctod for tho remainder of tho term by the ooribors who elected tho
former director. A majority of the votes cast shell bo required for
election. Yftiilo the office reriains vacant, the alternate of the former
director shall exercise his powers, except that of appointing an alternate.

(g) The Executive Directors shall function in. continuous session at
the principal office of the Fund and shall moot as often as tho business
of tho Fund may require.

(h) A quorum for any mooting of the Executive Directors shall bo a
majority of the directors representing not less than one-half of the vot-
ing power.

(i) Each appointed director shall bo entitled to cast the number of
votes allotted under Section 5 of this Article to the member appointing him.
Each elected director shall be entitled to cast the number of votes which
counted towards his election. Ylhon the provisions of Section 5 (b) of
this Article are applicable, the votes which a director would otherwise
bo entitled to cast shall be increased or decreased correspondingly. All
the votes which a director is entitled to cast shall be cast as a unit,

(j) The Board of Governors shall adopt regulations under which a
member not entitled to appoint a director under (b) above nay send a
representative to attend any meeting of tho Executive Directors when a
request made by, or a matter particularly affecting, that member is under
considoration.

(k) Tho Executive Directors may appoint such committees as they doem
advisable. Membership of committees need not be limited to governors or
directors or their alternates.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-65-

Sohedule C. 1, The election of the elective executive directors
shall be by ballot of the governors eligible to vote under Article XII,
Section 3 (b) (iii) and (iv).

2. In balloting; for the five directors to be elected under Article
XII, Section 3 (b) (iii), each of the governors eligible to vote shall
cast for one person all of the votes to which he is entitled under Article
XII, Section 5 (a)« The five persons receiving the greatest number of votes
shall be directors, provided that no person who received less than nineteen
percent of the total number of votes that can be cast (eligible votes) shall
be considered elected,

3» u'hen five persons are not elected on the first ballot, a second
ballot shall bo held in which the person who received the lowest number of
votes shall be ineligible for election and in which there shall vote only
(a) those governors who voted in the first ballot for a person not elected,
and (b) those governors whose votos for a person elected arc deemed under
1$. below to have raised the votes cast for that person above twenty percent
of the eligible votes.

i|.. In determining whether the votes cast by a governor are to be
deemed to have raised the total of any person above twenty percent of the
eligible votes the twenty percent shall be deemed to include, first, the
votes of the governor casting the. largest number of votes for such person,
then the votes of the governor casting tho next largest number, and so on
until twenty percent is reached.

5. Any governor part of whoso votos must bo counted in order to raise
the total of any person above nineteen percent shall be considered as cast-
ing all of his votes for such person even if the total votos for such person
thereby exceed twenty percent.

6. If, after the second ballot, five persons have not bean elected,
further ballots shall bo held on the same principles until five persons
have been elected, provided that after four persons arc elected, the fifth
may be elected by a simple majority of the remaining votes and shall be
deemed to have boon elected by tho American Republics undor Article XII,
Section 3 (h) (iv) shall be elected as followst

(a) Each of the diroctors shall be olectcd separately,
(b) In the election of the first director, each governor repre-

senting an American Republic eligible to participate in the election
shall cast for one parson all the votes to which ho is entitled. The
person receiving the largest number of votes shall be elootod provided
that he has received not lass than forty-five percent of the total votes.

(c) If no person is elected on the first ballot, further ballots
shall bo hold, in oach of which the person receiving the lowest number
of votes shall be eliminated, until one person receives a number of
votes sufficient for election under (b) above,

(d) Governors whose votes contributed to the election of tho first
"director shall take no part in the election of the second director,

(e) Persons who did not succeed in the first election shall not
be ineligible for election as the second director,

(f) A majority of the votes which can be cast shall be required
for election of the second director. If at the first ballot no per-
son receives a majority, further ballots shall be held in each of
which the person receiving the lowest number of votes shall be elimi-
nated, until some person obtains a majority.
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(g) The second director shall be decried to have boon elected
by all the votes which could have been cast in tho ballot securing
his election.

c. Managing Director and Staff

Explanation

The Executive Directors will appoint a Managing Director who

will bo in charge of the operating staff of tho Fund and will conduct

the ordinary business of the Fund. The Managing Director can not bo a

Governor or Executive Director, The Managing Director is chairman of the

Executive Directors and has no vote except to cast a deciding vote in

cases of an equal division of votes on some question. Managing Directors

nay participate in meetings of the Board of Governors but may not vote,

Tho principal office of the Fund will bo in the United States, since

this country will have the largest quota,

Prcj vis ions

Article XII. Sec. 1|. Managing Director and staff - (a) The
Executive Directors shall select a. Managing Director who shall not be a

governor or-an executive director. The Managing Director shall be chairman
of the Executive Directors, but shall have no vote except a deciding vote
in case of an equal division. He may participate in meetings of tho Board
of Governors, but shall not vote at such meetings. Tho Managing Director
shall cease to hold office whon the Executive Directors so decide,

(b) The Managing Director shall be chief of the operating staff of
tho Fund and shall conduct, under the direction of the Executive Directors,
tho ordinary business of the Fund. Subject to tho general contrc1 of the
Executive Directors, he shall bo responsible for the organization, appoint-
ment and dismissal of the staff of the Fund.

(c) The Managing Director and the staff of tho Fund, in the discharge
of their functions, shall owe their duty entirely to the Fund and to no other
authority. Each member of tho Fund shall respect the international character
of this duty and shall refrain from all attempts to influence any of the
staff in the discharge of his functions,

(d) In appointing the staff the Managing Director shall, subject to
the paramount importance of securing the highest standards of efficiency
and of technical competence, pay duo regard to the importance of recruit-
ing personnel on as wide a geographical basis as possible.
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Article XIII. Section 1, Location of offices, - The principal
office of the Fund shall be located in theaterritory of the member having
the largest quota, and agencies or branch offices may be established in
the terri tories of other members,

d. Voting Power

Explanation

The voting power of member countries is determined by giving each

member country 250 votes plus one additional vote for each $100,000 of i ts

quota. The voting power of the countries represented at the United Nations

Monetary and Financial Conference is indicated in Table I I I .

For voting on certain matters indicated below, the distribution

of voting power shown in the table will be modified. When the Fund is vot-

ing on the question of whether or not to waive any of the conditions govern-

ing a member's use of the resources of the Fund, or on tho question of de-

claring a member ineligible to use the resources of the Fund because i t is

using them in a manner contrary to the purposes of the Fund, the votes of

member countries will bo altered as follows: the voting power of a member

country will bo increased by one vote for each $U00,000 of not sales of i ts

currency by the Fund and decreased by one vote for each vU00,000 of its not

purchases of the currencies of other members, provided net purchases or not

sales do not exceed the quota, of the member involved. By way of example,

if tho Fund's net sales of dollars equal one-half of the United States quota

(that i s , if foreign countries will have drawn on the Fund for 1,375 million

dollars) the percentage of total voting powor of the United Statos will bo

31.5 por cent rather then 28 per cent. The theory of this provision is

that on these problems involving the use of the Fund's resources tho vot-

ing powor of countries which have mado substantial use of them should be
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doordasod and that of countries of whoso subscriptions other countries

havo made substantial uso should bo increased. These changes in voting

power, however, are relatively snail.

In voting by the Board of Governors, 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 arc appointed, or, in the case of the elected Executive

Directors, of the countries which have elected thefrr; An Executive

Director must cast all the votes of which ho has control as a unit.

He is not permitted to cast some of his votes in one way and some in

another. The countries whose votes counted toward his election are

precluded from urging him to cast the number of votes which they indi-

vidually 'are entitled to in accordance with their particular wishes.

Most decisions of the Fund are by a majority of the votes cast

in accordance with the distribution of voting power, but certain speci-

fied decisions require more than a simple majority of votes or the

approval of a stated proportion of member countries.

Table III

VOTING POTHER IN THE INTERNATIONAL MONETARY
FUND OF MEMBERS REPRESENTED AT THE UNITED
NATIONS MONETARY AND FINANCIAL CONFERENCE

Coun t ry

Aus t r a l i a ,
Belg ium
B o l i v i a
Brazil.
Canada
Chile
China .,.
Colombia ,
Costa Rica.

Number
of votes

2,250
2,500

350
1,750
3,250

750
5,750

750
300

Percentage
of total
votes^

2.3
2.5

.3
1.8
3.3

.8
5.8

.8

.3
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Country Number
of votes

Percentago
cf total

Cuba. ,
Czechoslovakia..••,
Donnark..
Doninicari Ropublic,
Ecuador ,
Egypt •
El Salvador
Ethiopia. ,
Franco. • »...
Groccc
Guatemala
Haiti.... ,
Honduras
Iceland
India
Iran
Iraq
Liberia

Luxembourg
Mexico
Notherlands
Now Zealand
Nicaragua •
Norway. ,
Panama...,
Paraguay
Peru
Phil ippino Commonwealth
Poland••
Union of South Africa
Union of Soviet Socialist Republics
United Kingdom.
United States
Uruguay . „ ••*•
Venezuela
Yugo slavia

Total

750
1,500
P)
300
300
700
275
310

650
300
300
275
260

•fc

1

3,

500
330
255
350
,150
,000
750
270
750
255
270
500
Uoo

1,500
1,250

12,250
13,250
27,750

Uoo
650

99,000

.8
1.5

.3

.3

.7

.3
•3

.6

.3

.3

.3
• 3

U.3
.5
• 3
.2
.3
1.2
3.0
.8
• 3
.8
.2
•3
.5
.h

1.5
1.3

12.J+
13.U
28.0

k
.8100.0

"The percentage of total votos is calculated on the assumption that
only those nations represented at the Conference will join the Fund.
As other countries join the Fund, each individual country's share of
the total votes v.dll decline.

2TO bo determined when the Danish Government has declared its
readiness to sign the Agreement.
Note,"Of the total nunbor of votos, the British Supire controls

25.3 P o r cent, Continental Europe, excluding the U.S.S.R., l6#0 per
cent, and Latin America 9»7 p°r cent.
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Frovisions

Article XII. Soc. 5«Voting. " (a) Each membor shall have two hun-
dred fifty votes plus one additional vote for each part of its quota equi-
valent to one hundrod thousand United States dollars.

(b) Whenever voting is requirod under Article V, Section h or 5, each
member shall have the number of votes to which it is entitled under (a)
above, adjusted

(i) by the addition of one vote for the equivalent of each four hundred
thousand United States dollars of net sales of its currency up to the
date when the vote is taken, or

(ii) by the subtraction of one vote for the equivalent of each four hundrod
thousand United States dollars of its net purchases of the currencies
of other members up to the date when the vote is taken;

provided, that neither net purchases nor net sales shall be decned at any
time to exceed an amount equal to the quota of the member involved.

(c) For the purpose of all computations under this Section, United
States dollars shall be doomed to be of the weight and fineness in effect
on July 1, 1914-i.* adjusted for any uniform change under Article IV, Section
7, if u waiver is mad© under Section 8 (d) of that Article.

(d) Except as otherwise specifically provided, all decisions of the
Fund shall be made by a majority of the votes cast.

Article XII. Sec. 2, - (d) A quorum for any meeting of the Board
of Governors shall be a majority of the governors exercising net less than
two-thirds of the total voting power.

(e) Each governor shall be entitled to cast the number of votes allotted
under Section 5 of this Article to the member appointing him,

(f) The Board of Governors may by regulation establish a procedure
whereby the Executive Directors, when they deem such action to be in the
best interests of the Fund, may obtain a vote of the governors on a spe-
cific question without calling a mooting of the Board*

Article XII. Sec. 3» " (h) A quorum for any meeting of the Ex-
ecutive Directors shall be a majority of the direct'; rs representing not
less than one-half of the voting power.

(i) Each appointed director shall be entitled to cast the number of
votes allotted under Section 5 °f this Article to the member appointing
him. Each elected director shell be entitled to oast the number of votes
which counted towards his election. lYhcn the provisions of Section 5 (b)
of this Article ere applicable, the votes which a director would otherwise
be entitled to cast shall be increased or doorcased correspondingly. All
the votes which a director is entitled to oast shall be cast as a unit.

o. Decisions Requiring ether than Single l'Jajority -f Voting Power

Explanation

There arc very few decisions requiring other than a single majori-

ty of the voting power.
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A h/b majority of the total voting power is required for any

cha.nge in quotas or for any increase in the number of executive directors,

A 2/3 majority of the voting power is necessary to decide to pub-

lish a report regarding the conditions in a moir.bor which are directly

tending to cause international disequilibrium.

The approval of 3/5 of the members having l\./b of the voting

power is required to accept any amendment and acceptance by all members

is required to alter the right of withdrawal and the provisions which

say no change in the quota of a member shall be made without its con-

sent and no change in the par value of its currency except on its pro-

posal,

A majority of total voting power plus approval of every member

having 10 per cent or more of the quotas is required to decide on a

uniform change in par values,

A majority of the governors having a majority of the total

voting power is necessary to require a member to withdraw for failure

to live up to any of its obligations,

A unanimous rate of the Board of Directors is necessary for

temporary suspension of the operations of the Fund, A h/5 vote of the

Governors may extend the suspension.

Provisions

Article III, Sec. 2. - A four-fifths majority of the total
voting power shall bo required for ony change in quotas and no quota shall
be changed without the consent of the member concerned.

Article IV. Sec, 7t Uniform changes in par values. - Notwith-

standing the provisions of Section 5 ("b) of this" Article, the Fund by a
majority of the total voting power may make uniform proportionate changes
in the par values of the currencies of all mornbors, provided each such
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change is approved by every member which has ten percent or more of the
total of the quotas. The par value of a member's currency shall, however,
not be changed under this provision if, within seventy-two hours of the
Bound's action, the member informs the Fund that it does not wish the par
value of its currency to be changed by such action.

Article XII« Sec. 3« ~ When governments of other countries be-
come members, the Board of Governors may, by a four-fifths majority of
the total voting power, increase the number of directors to be elected.

Article XII. Sec. 8. - The Fund may, by a two-thirds majority
of the total voting power, decide to publish a report made to a member
regarding its monetary or economic conditions and developments which
directly tend to produce a serious disequilibrium in the international
balance of payments of members.

Articlo XV. Sec. 2. - (b) If, after the expiration of a reason-
able period the member persists in its failure to fulfill any of its obli-
gations under this Agreement, or a difference between a member and tho
Fund under Article IV, Section 6, continues, that nieriber may be required
to withdraw from membership in the Fund by a decision of tho Board of
Governors carried by a majority of tho governors representing a majority
of tho total voting power.

Articlo XVI. Section 1, Temporary suspension. - (a) In the event
of on emergency or the development or unforeseen circumstancos threatening
the operations of tho Fund, tho Executive Directors by unanimous vote may
suspend for a period of not i.icro than ono hundred twenty days the opera-
tion of any of the following provisions:

(i) Article IV, Sections 3 ar!-d U (b).
(ii) Articlo V, Sections 2, 3, 7, 8 (a) and (f).

(iii) Articlo VI, Section 2.
(iv) Articlo XI, Section 1.

(b) Simultaneously with any decision to suspend tho operation of any
of the foregoing provisions, the Executive Directors shall call a mooting
of the Board of Governors for the earliest practicable date.

(c) Tho Executive Directors nay r.ot extend any suspension beyond one
hundred twenty days. Such suspension may be extended^ however, for an
additional period of not more than two hundred forty days, if the Board of
Governors by a four-fifths majority of tho total voting power so decides,
but it may not be further extended except by amendment of this Agreement
pursuant to Article XVII.

(d) The Executive Directors may, by a Majority of the total voting
power, terminate such suspension at any tine.

Article XVII. - (a)Any proposal to introduce modifications in this
Agreement, whether emanating from a nei.iber, a governor or the Executive
Directors, shall be communicated to the chairman of tho Board of Governors
who shall bring the proposal before the Board. If tho proposed amendment
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is approved by the Board the Fund shall, by circular letter or telegram,
ask all members whether they accept the proposed amendnent• YJhen three-
fifths of the members, having four-fifths of the total voting power, have
accepted the proposed amendment, the Fund shall certify the fact by a
formal communication addressed to all members.

(b) Notwithstanding (a) above, acceptance by all members is required
in the case of any amendment modifying

(i) the right to withdraw from the Fund (Article XV, Section l)j
(ii) the provision that no change in a member's quota shall be

made without its consent (Article III, Section 2 ) ;
(iii) the provision that no change nay be made in the par value of a

member^ currency oxcept on the proposal of that member (Article
IV, Section 5 (b),

(c) Amendments shall enter into forco for all members threo months
after the date of the formal communication unless a shorter period is
specified in the circular letter or telegram.
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CHAPTER XI. MISCELLANEOUS

a» Distribution of Net Income

Explanation

Decision as to what part of the Fund*s net income should bo

distributed to members will rest with the Board of Governors and can not

be delegated to the Executive Directors. There are certain rules, how-

ever. If income is distributed at all, 2 per cent must be paid to coun-

tries on the amount of their currency subscription that has been used by

the Fund to meet the needs of other countries. This preferred 2 per cent

is noncumulative. Any further amounts distributed must be paid to all

members in proportion to their quotas. All payments of income to members

shall be paid in their own currency.

Provisions

Article XII. Section 6. Distribution of not income. - (a) Tho
Board of Governors shall determine annually what part of the Fund1s not
income shall be placed to roserve and what part, if any, shall be dis-
tributed.

(b) If any distribution is made, there shall first be distributed a
two percent non-cumulative payment to each member on the amount by which
seventy-five percent of its quota exceeded tho Fund*s average holdings
of its currency during that year. The balance shall be paid to all mem-
bers in proportion to their quotas. Payments to each member shall be
made in its own currency.

b. Communication of Views

Explanation

The management of the Fund has the right to make recommenda-

tions to any member, whether that member is using the Fund or not. The

Fund may communicate its views informally or may, by a two-thirds vote,

decide to publish a report regarding a member's monetary or economic

condition or developments which are directly tending to produce a serious

disequilibrium in the international balance of payments of members.
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This provision is designed to make it clear that the Fund can

communicate recommendations to any country which is disturbing inter-

national relationships even though that country is not using the Fund.

The United States is the country most likely to be in that position.

Provisions

Article XII. Section 8. Communication of views to members, w
The Fund shall at all times have the right to communicate~Tts views
informally to any member on any matter arising under this Agreement.
The Fund may, by a two-thirds majority of the total voting power, de-
cide to publish a report made to a member regarding its monetary or
economic conditions and developments which directly tend to produce a
serious disequilibrium in the international balance of payments of
members. If the member is not entitled to appoint an executive direc-
tor, it shall bo entitled to representation in accordance with Section
3 (j) °£ this Article. The Fund shall not publish a report involving
changes in the fundamental structure of the economic organization of
members •

c. Publication of Reports

Explanation

No explanation nocessary.

Provisions

Article XII. Section 7. Publication of reports. - (a) The Fund
shall publish an annual report containing an audited statement of its
accounts, and shall issue, at intervals of throe months or loss, a summary
statement of its transactions and its holdings of gold and currencies of
members•

(b) The Fund may publish such other reports as it dooms desirable
for carrying out its purposes.

d. Interpretation of Agreement

Explanation

Questions of interpretation of the Agreement are to be sub-

mitted to tho Executive Directors, and may he submitted on eppoal by a

member country to the Board of Governors. In special casos involving

withdrawal or liquidation a special arbitration tribunal may bo appointed.
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Provisions

Article XVIII* - (a) Any question of interpretation of the
provisions of this Agreement arising between any member and the Fund or
between any members of the Fund shall bo submitted to the Executive Direc-
tors for their decision. If the question particularly affects any member
not entitled to appoint an executive director it shall bo entitled to
representation in accordance with Article XII* Section 3 (j)•

(b) In any case whore the Executive Directors have given a decision
under (a) above, any member may require that the question be referred to
the Eoard of Governors, whose decision shall bo final. Ponding the result
of the reference to the Board the Fund may, so far as it dooms necessary,
act on the basis of the decision of the Executive Directors*

(c) Whenever a disagreement arises between the Fund and a member
which has withdrawn, or botwoon the Fund and any member during liquidation
of the Fund, such disagreement shall be submitted to arbitration by a
tribunal of three arbitrators, one appointed by the Fund, another by the
member or withdrawing member and an umpire who, unless the parties other-
wise agree, shall be appointed by the President of the Permanent Court of
International Justice or such other authority as may have been proscribed
by regulation adopted by the Fund. The umpire shall have full power to
settle all questions of procedure in any caso where the parties aro in
disagreement with respect thereto.

e• Amendment of Agreement

Explanation

Most of the Articles of the Agreement nay bo amondod if tho

amendment is approved first by tho Board of Governors and then by threo-

fifths of tho member countries having four-fifths of tho total votes.

However, three of tho provisions of the Agreement can bo amended only

with the acceptance of all member countries. They refer to Q member's

right of withdrawal, a member's right to veto a 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.

Provisions

Article XVII. - (a) Any proposal to introduce modifications in
this Agreement, whether emanating from a member, a governor or the Execu-
tive Directors, shall be conriunicatod to the chairman of tho Board of
Governors who shall bring the proposal before the Board. If tho proposed
amendment is approved by tho Board the Fund shall, by circular letter or
telegram, ask all nenbors whether they accept the proposed amendment.
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When three-fifths of the members, having four-fifths of the total voting
power, have accepted the proposed amendment, the Fund shall certify the
fact by a formal communication addressed to all members.

(b) Notwithstanding (a) above, acceptance by all members is required
in the case of any amendment modifying

(i) the right to withdraw from the Fund (Article XV, Section 1)}
(ii) the provision that no change in a members quota shall be mado

without its consent (Article III, Section 2)j
(iii) tho provision that no change may bo made in the par value of

a member*s currency except on the proposal of that mombor
(Article IV, Section 5 (b) ).

(c) Amendments shall ontor into force for all members three months
aftor the dato of the formal communication unloss a shorter period is
specified in tho circular letter or telegram*

f. Relations with Other International Organizations

Explanation

No explanation necessary except that this requires tho Fund to

cooperate with tho Bank*

Provisions

Article X. - The Fund shall cooperate within the torms of this
Agreement with any gonorol international organization and with public
international organisations having specialized responsibilities in related
fields. Any arrangementS for such cooperation which would involve a modi-
fication of any provision of this Agreement may bo effected only after
amendment to this Agroonent under Article XVII.
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CHAPTER XII. ADDITIONAL OBLIGATIONS OF MEMBERS

a. Furnishing of Information

Explanation

The information a member is required to furnish the Fund will

give the Fund as complete a picture as possible of the international position

of the member. The required information on domestic conditions is limited

to prices and national income. The Fund must have all the information re-

quired in order to make decisions on exchange rates, exchange controls, and

use of the Fund's resources.

Provisions

Article VIII., Section 5»> Furnishing of information. - (a) The Fund
may require members to furnish it with such fnfoFmation as ft deems necessary
for its operations, including, as the minimum necessary for the effective dis-
charge of the Fund's duties, national data on the following matters;

(i) Official holdings at home and abroad, of (1) gold, (2) foreign ex-
change .

(ii) Holdings at home and abroad by banking and financial agencies, other
than official agencies, of (1) gold, (2) foreign exchange.

(iii) Production of gold,
(iv) Gold exports and imports according to countries of destination and

origin,
(v) Total exports and imports of merchandise, in terms of local currency

values, according to countries of destination and origin,
(vi) International balance of payments, including (1) trade in goods and

services, (2) gold transactions, (3) known capital transactions, and
(1|.) other items,

(vii) International investment position, i.e., investments within the
territories of the member owned abroad and investments abroad owned
by persons in its territories so far as it is possible to furnish
this information,

(viii) National income.
(ix) Price indices, i.e., indices of commodity prices in wholesale and

retail markets and of export and import prices,
(x) Buying and selling rates for foreign currencies,

(xi) Exchange controls, i.e., a comprehensive statement of exchange con-
trols in effect at the time of assuming membership in the Fund and
details of subsequent changes as they occur,

(xii) Where official clearing arrangements exist, details of amounts
awaiting clearance in respect of commercial and financial trans-
actions, and of the length of time during which such arrears have
been outstanding.
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(b) In requesting information the Fund shall take into consideration
the varying ability of members to furnish the data requested. Members shall
be under no obligation to furnish information in such detail that the affairs
of individuals or corporations are disclosed. Members undertake, however, to
furnish the desired information in as detailed and accurate a manner as is
practicable, and, so far as possible, to avoid mere estimates.

(c) The Fund may arrange to obtain further information by agreement with
members. It shall act as a centre for the collection and exchange of infor-
mation on monetary and financial problems, thus facilitating the preparation
of studies designed to assist members in developing policies which further
the purposes of the Fund.

b. Relations with Non-Members

Explanation

This provision was included primarily to make it clear that members

can not avoid their obligations and fail to live up to their commitments by

carrying on transactions in non-member countries which they are not allowed

to carry on in member countries.

Some critics have objected to this whole article on relationSwith

non-members on the ground that it provides for an economic boycott of non-

members. This was not intended. The principal effect on non-members will be

that members do not promise not to restrict transactions with non-members.

However they will probably be interested in trading with non-members and the

Fund can require them not to restrict transactions with non-members if such

restrictions are disturbing.

Provisions

Article XI., Section 1., Undertakings regarding relations with
non-member countries. - Each member undertakes:

("I) Not to engage in, nor to permit any of its fiscal agencies referred
to in Article V, Section 1, to engage in, any transactions with a
non-member or with parsons in a non-member's territories which would
be contrary to the provisions of this Agreement or the purposes of
the Fund;

(ii) Hot to cooperate with a non-member or with persons in a non-member's
territories in practices which would be contrary to the provisions
of this Agreement or the purposes of the Fund; and
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(iii) To cooperate with the Fund with a view to the application in its
territories of 'appropriate measures to prevent transactions with
non-members or with persons in their territories which would be
contrary to the provisions of this Agreement or the purposes of
the Fund.
Section 2., Restrictions on transactions with non-member countries. •

Nothing in this Agreement shall affect the right of any member~to impose
restrictions on exchange transactions with non-members or with persons in
their territories unless the Fund finds that such restrictions prejudice the
interests of members and are contrary to the purposes of the Fund.

c. Immunities and Privileges

Explanation

No explanation necessary.

Provisions

Article IX., Section 1, Purpose of Article, - "To enable the Fund
to fulfill the functions with which it is entrusted, the status, immunities
and privileges set forth in this Article shall be accorded to the Fund in
the territories of each member.

Section 2., Status of the Fund. - The Fund shall possess full
juridical personality, and in~partTcu1ar, the capacity

(i) to contract;
(ii) to acquire and dispose of immovable and movable property;
(iii) to institute legal proceedings.

Section 3«* Immunity from judicial process. - The Fund, its pro-
perty and its assets, wherever located and by whomsoever held, shall enjoy
immunity from every form of judicial process except to the extent that it
expressly waives its immunity for the purpose of any proceedings or by the
terms of any contract.

Section 4., Immunity from other action. - Property and assets of
the Fund, whorevor located and by whomsoever hold, shall be immune from
search, requisition, confiscation, expropriation or any other form of
seizure by executive or legislative action.

Section 5»J Immunity of archives. - The archives of the Fund shall
be inviolable.

Section 6., Freedom of assets from restrictions, - To the extent
necessary to carry out the ope*rations provided for In this Agreement, all
property and assets of the Fund shall bo free from restrictions, regulations,
controls and moratoria of any nature.

Section 7«> Privilege for communications. - The official communi-
cations of the Fund shall be accorded by members the same treatment as the
official communications of other members.

Section 8., Immunities and privileges of officers and employees. -
All governors, executive directors, alternates, officers and employees of
the Fund

(i) shall be immune from legal process with respect to acts performed
by them in their official capacity except when the Fund waives this
immunity;
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(ii) not being local nationals> shall be granted the same immunities
from immigration restrictions, alien registration requirements and
national service obligations and the same facilities as regards ex-
change restrictions as are accorded by members to the representatives,
officials, and employees of comparable rank of other members;

(iii) shall be granted the same treatment in respect of traveling facili-
ties as is accorded by members to representatives, officials and
employees of comparable rank of other members.
Section 9»* Immunities from taxation. - (a) The Fund, its assets,

property, income and its operations and transactions authorized by this
Agreement, shall be immune from all taxation and from all customs duties.
The Fund shall also be immune from liability for the collection or payment
of any tax or duty.

(b) Mo tax shall be levied on or in respect of salaries and emoluments
paid by the Fund to executive directors, alternates, officers or employees
of the Fund who aro not local citizens, local subjects, or other local
nationals,.

(c) No taxation of any kind shall be levied on any obligation or security
issued by the Fund, including any dividend or interest thereon, by whomsoever
held

(i) which discriminates against such obligation or security solely
because of its origin; or

(ii) if the sole jurisdictional basis for such taxation is the place or
currency in which it is issued, made payable or paid, or the location
of any office or place of business maintained by the Fund.
Section 10>, Application of Article. - Each member shall take such

action as is necessary in it's own Territories for the purpose of making
effective in terms of its own law the principles set forth in this Article
and shall inform the Fund of the detailed action which it has taken.
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, ST3SPWSICM, ;>ND LIQUIDATION

a* Voluntary Withdrawa 1

Explanation

Any member has ct right to withdraw from the Fund at any time

by giving notice in writing* This right of withdrawal is useful in con-

vincing countries that they are not giving up their sovereignty* A,

country which has decided not to live up to its obligations would carry

out this decision whether it had the right to withdraw or not. The

United States' position is not weakened by the fact that other countries

have the right to withdraw. In fact, it is strengthened by our own right

to withdraw and to obtain a fair settlement of accounts if we do with-

draw* When countries in debt to the Fund withdraw they are obliged to

settle their accounts in gold or convertible currencies.

Provisions

Article XV, Section 1. Right of members to withdraw. ~ Any
member may withdraw from the Fund at any time by transmitting
a notice in writing to the Fund at its principal office.
Withdrawal shall become effective on the date such notice
is received.

b. Coripulsory Withdrawal

Explanation

If any member fails to fulfill any of its obligations under the

Fund Agreement, it may first be declared ineligible to use the resources

of the Fund, and if it persists in its failuro, it may be required to with-

draw from membership in the Fund. Neither of these steps will be taken

without first informing the member of the situation and giving the momber

an opportunity to be heard. Compulsory vrithdrawal of a member requires the

approval of the majority of the member countries having a majority of the

voting power.
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It is clearly stated that this provision docs not limit the

Fund's power to declare a member ineligible to use the resources of the

Fund in a manner contrary to its purposes or to finance a large or sus-

tained outflow of capital. Neither does it limit the fact that a member

may automatically becomes ineligible to use the Fund if it makes an

unauthorized change in the par value of its currency.

Provisions

Article XV. Section 2. Gompulsory withdrawa 1. - (a) If a
member fails to fulfill any of it's obligations under this
Agreement, the Fund may declare the member ineligible to
use the resources of the Fund. Nothing in this Section
shall be deemed to limit the provisions of Article IV,
Section, Section 6, Article V, Section 5, or Article VI,
Section 1.

(b) If, after the expiration of a reasonable period
the member persists in its failure to fulfill any of its
obligations under this Agreement, or a difference between
a member and the Fund under Article IV, Section 6, con-
tinues, that member may be required to withdraw from mem-
bership in the Fund by a decision of the Board of Governors
carried by a majority of the governors representing a
majority of the total voting power.

(c) Regulations shall bo adopted to ensure that
before action is taken against any member under (a) or
(b) above, the member shall be informed in reasonable
time of the complaint against it and given an adequate
opportunity for stating its case, both orally and in
writing*

c. Settlement of Accounts

Explanation

In case a member withdraws cither voluntarily or otherwise, a

member's accounts with the Fund are settled either by agreement with the

Fund or according to a carefully worked out formula. All obligations to

the withdrawing country shall be met in its currency.
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If the Fund's holdings of its currency do not suffice (which

will be the case in general if the Fund's holdings of a country's currency

is less than its quota) settlement must be made in gold or in such other

manner as nay be agreed. If agreement cannot be reached in 6 months the

Fund shall pay the balance in 10 half-yearly installments either in the

member's currency or in gold. If the Fund fails to meet the payments the

member can require payment in any currency the Fund holds which has not

been declared scarce.

If the Fund's holdings of a member's currency exceed the amounts

due that country (in general if the Fund's holdings exceed its quota) and

the Fund and the member cannot agree on the method of settling the accounts

the member must redeem its currency in excess of what is due to it in

gold or convertible currencies in ten half-yearly payments. The Fund may

sell the currency in any market. The member must guarantee the use of

the currency in its territory.

Provisions

Article XY, Section 3. Settlement of accounts with members
withdrawing« - THhen a member withdraws from the Fund, normal
transactions of the Fund in its currency shall cease and
settlement of all accounts between it and the Fund shall be
made with reasonable despatch by agreement between it and
the Fund. If agreement is not reached promptly, the pro-
visions of Schedule D shall apply to the settlement of accounts.

Schedule D. 1. The Fund shall be obligated to pay to a
member withdrawing an amount equal to its quota, plus any
other amounts due to it from the Fund, less any amounts due
to the Fund, including charges accruing after the date of
its withdrawal; but no payment shall be made until six
months after the date of withdrawal* Payments shall bo
made in the currency of the withdrawing member.
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2. If the Fund's holdings of the currency of the with-
drawing member are not sufficient to pc.y the net amount due
frou the Fund, the balance shall be paid in gold, or in such
other manner as nay be agreed. If the Fund and the with-
holding member do not reach agreement within six months of
the date of withdrawal, the currency in question held by the
Fund shall be paid, forthwith to the withdrawing member* Any
balance due shall be paid in ten half-yearly installments
during the ensuing five years. Each such instaliment shall
bo paid, at the option of the ^und, either in the currency of
the "withdrawing member acquired after its withdrawal or by
the delivery of gold.

3. If the Fund fails to meet any installment which
is due in accordance with the preceding paragraphs, the
withdrawing member shall be entitled to require the Fund
to pay the installment in any currency held by the Fund
with the exception of any currency which has been declared
scarce under ^rticlc VII, Section 3,

4. If the Fund's holdings of the currency of a with-
drawing member exceed the amount due to it, and if agree-
ment on the method of settling accounts is not reached
within six months of the date of withdrawal, the former
member shall be obligated to redeem such excess currency
in geld or,, at its option, in the currencies of • members
which at the time of redemption are convertible. Redemp-
tion shall be made at the parity existing at the time of
withdrawal from the Fund. The r.dthdr awing member shall
complete redemption within five years of the date of with-
drawal, or within such longer period as may be fixed by
the Fund, but shall not be required to redeem in any half-
yearly period more than one-tenth of the Fund's excess hold-
ings of its currency during such half-yearly period. If
the withdrawing member docs not fulfill this obligation,
the Fund nay in an orderly manner liquidate in any market
the amount of currency which should have been redeemed.

b. jlny member desiring to obtain the currency of a
member which has withdrawn shall acquire it by purchase
from the Fund, to the extent that such member has access
to the resources of the Fund and that such currency is
available under 4 above.

G. The withdrawing member guarantees the unre-
stricted use at all times of the currency disposed of
under 4 and 5 above for the purchase of goods or for pay-
ment of SUDS due to it or to persons within its terri-
tories. It shall compensate the Fund for any loss
resulting from the difference between the par value of
its currency on the date of withdrawal and the value
realized by the Fund on disposal under 4 and 5 above.
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7. In the event of the Fund going into liquidation
under Article XVI, Section 2, within six months of the
date on v.'hich the member withdraws, the account between
the Fund and that government shall be settled in accord-
ance with Article XVI, Section 2, arid Schedule E.

d. Temporary Suspension and Liquidation

Explanation

The Executive Directors have power in an emergency by unanimous

vote to suspend all transactions of the Fund for a period of 4 months.

The Board of Governors may extend the period of suspension for 8 months

by a 4/5 majority of the total voting power* A majority of the voting

power raay terminate- suspension at any time.

The Fund may not bo liquidated except by decision of the Board

of Governors* Once decision is made to liquidate the Fund all trans-

actions except for orderly settlement of accounts must cease. All obli-

gations of members cease once it has boon docidod to liquidate the Fund

except obligations in connection with settlement of accounts with a

withdrawing member, obligations with regard to the administration of

liquidation, and obligations with regard to settlements of questions of

interpretation of the Fund Agreement.

The procedure specified for liquidation is designed to secure

fair treatmont of all member countries. Liabilities other than repayment

of subscriptions must be mot first. Gold held by the Fund must be dis-

tributed to members whose currencies arc hold by the Fund in amounts less

than their quotas and in proportion to the deficiency in the Fund's hold-

ings. Ono-haif of the Fund's holdings of a member's currency must be

returned to the member provided the amount so returned does not exceed
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one-he,If its quota. The rest of the Fund's holdings of each currency is

distributed to ell members in proportion to amounts still due them.

Members promise to redeem amounts of their currency distributed to other

members in a manner agreed upon with the Fund.

In so far as possible the Fund will agree with each member to

take payment in its own currency and redeem amounts of its currency which

would otherwise be distributed to other countries. In so far as a mem-

ber's currency is distributed to other members the Fund will try to agree

with that member to have it redeem its currency in gold or in the currency

of the member requesting redemption and in 10 half-yearly installments

unless the members concerned agree otherwise*

If any pember fails to agree on the manner of redemption the

Fund will use currencies of other members which were to be distributed

to that member to redeem amounts of that member's currency distributed to

other members*

Provisions

Article XVI. Section 1« Temporary suspension* - (a) In the
event of an emergency or the development of unforeseen circum-
stances threatening the operations of the Fund, the Executive
Directors by unanimous vote nay suspend for a period of not
more than one hundred tmraty days the operation of any of
the following provisions:

(i) Article IV, Sections 3 and 4 (b).
(ii) Article V, Sections 2, 3, 7, 8 (a) and (f).
(iii) Article VI, Section 2.
(iv) Article XI, Soction 1.

(b) Simultaneously with any decision to suspend the oper-
ation of any of the foregoing provisions, the Executive Direc-
tors shall call a meeting of the Board of Governors for the
earliest practicable date.
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(c) The Executive Directors may not extend any sus-
pension beyond one hundred twenty days. Such suspension may
bo extended, however| for an additional period of not more
than two hundred forty days* if the Board of Governors by
a four-fifths majority of the total voting power so decides,
but it may not bo further extended except by amendment of
this Agreement pursuant to Article XVII.

(d) The Executive Directors may, by a majority of the
total voting power, terminate such suspension at any time.

Section 2, Liquidation of the Fund. - (a) The Fund may
not be liquidated except by decision of the Board of
Governors. In an emergency, if the Executive Directors
decide that liquidation of the Fund may be necessary,
they may temporarily suspend all transactions, ponding
decision by the Board.

(b) If the Board of Governors decides to liquidate
the Fund, the Fund shall forthwith cease to engage in any
activities except those incidental to the orderly collection
and liquidation of its assets and the settlement of its
liabilities, and all obligations of members under this
Agreement shall cease except those set out in this —rticle,
in Article XVIII, paragraph (c), in Schedule D, paragraph
7, and in Schedule E.

(c) Liquidation shall be administered in accordance
with the provisions of Schedule E«

Schedule E« 1. In the event of liquidation the liabil-
ities of the Fund other than the repayment of subscriptions
shall have priority in the distribution of the assets of
the Fund. In meeting each such liability the Fund shall
use its assets in the following order:

(a) the currency in which the liability is payablej
(b) gold;
(c) all other currencies in proportion, so far as

may be practicable, to the quotas of the members.

2. .After the discharge of the Fund's liabilities in ac-
cordance with 1 above, the balance of the Fund's assets shall
bo distributed and apportioned as follows:

(a) The Fund shall distribute its holdings of
gold among the members whose currencies are held
by the Fund in amounts less than their quotas.
These members shall share the gold so distributed
in the proportions of the amounts by which their
quotas exceed the Fund!s holdings of their currencie:
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(b) The Fund shall distribute to each member
one-half the Fund's holdings of its currency but
such distribution shall not exceed fifty per cent
of its quota.

(c) The Fund shall apportion the remainder of its
holdings of each currency among all the members in
proportion to the amounts due to each member after
the distributions under (a) and (b) above.

3. Each member shall redeem the holdings of its cur-
rency apportioned to other members under 2 (c) above, and
shall agree with the Fund within three months after a deci-
sion to liquidate upon an orderly procedure for such
redemption.

4. If a member has not reached agreement xvith the
Fund within the three-month period referred to in 3 above,
the Fund shall use the currencies of other members appor-
tioned to that member under 2 (c) above to redeem the
currency of that member apportioned to other members.
Each currency apportioned to a member which has not reached
agreement shall be used, so far as possible, to redeem its
currency apportioned to the members which have made agree-
ments with the Fund under 3 above.

5» If a member has reached agreement with the Fund
in accordance with 3 above, the Fund shall use the cur-
rencies of other members apportioned to that member under
2 (c) above to redeem the currency of that member appor-
tioned to other members which have made agreements with
the Fund under 3 above. Each amount so redeemed shall be
redeemed in the currency of the member to which it was
apportioned,

6. After carrying out the preceding paragraphs, the
Fund shall pay to each member the remaining currencies
held for its account.

7. Each member whose currency has been distributed
to other members under 6 above shall redeem such currency
in gold.or! at its option, in the currency of the member
requesting redemption, or in such other manner as may be
agreed between them. If the members involved do not other-
wise agree, the member obligated to redeem shall complete
redumption within five years of the date of distribution,
but shall not be required to rcdocn in any half-yearly
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period rnorc then one-tenth of tho amount distributed
to each other member* If the member does not fulfill
this obligation, the amount of currency which should
have bean redeemed nay bo liquidated in an orderly
manner in any market,

8, Each member whose currency has boon distri-
buted to other members under 6 above guarantees tho
unrestricted use of such currency at all times for
the purchase of goods or for payment of suras duo to
it or to persons in its territories* Each member so
obligatod agrees to compensate other members for any
loss resulting from the difference between the par
value of its currency on the date of the decision to
liquidate the Fund and the value realized by such men*
bars on disposal of its currency.
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