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CHAPTER I.—INTRODUCTION

The discussion of post-war international monetary reconstruction came to
the fore with the publication almost simultaneously in April 1943, of the Britisk
Treasury proposals for an International Clearing Union and the orignal United
States Treasury plan for an International Stabilisation Fund, associated res-
pectively with the names of Lord Keynes and Dr. Harry White. The publica-
tion of the two plans roused considerable geperal interest in the subject and
was followed by continuous study and discussions in the economic and financial
press and in personal meetings among official and other experts in Washington
and London. The original American Plan.underwent successive revisions, whle
a compromise Canadian Plan for en International Exchange Union was issued
in August 1943. In November 1943 there was published by the United States
Treasury the Preliminary Draft Outline of a Proposal for a United Nations Bauk
for Reconstruction and Development. 1ln April 1944, the Joint Statement by
Experts on the Establishment of an International Monetary Fund of the Unitaed
and Associated Nations was issued and was subsequently published in many
countries; this was a statement of principles representing the measure of agree-
‘ment reached by the experts who bad from time to t'me discussed the various
proposals. Subsequently iuvitations were issued on bebulf of the President
of the United States to the Governments of the united and associated nations to
send delegates to a formal monetary conference in the United States for the
purpose of formulating defimite proposals for an international monetary fund
and possibly a bank for reconstruction snd development. It was explicitly
mentioned in the invitations that the delegates were not required to hold pleni.
potentiary powers and that the proposals formulated at the Conference would
e referred to the respective Governments and authorities for their acceptance
or rejection. The United Nations Monetary and Financial Conference coms
posed of delegates from forty-four nations accordingly met at Bretton Woods,
New Hampshire, on the 1st July 1944.

2. The Indian Delegation.—The Indian Delegation to the United Nations
Monetary and Financial Conference was composed as follows:—

Sir Jeremy Raisman, K.C.S.I., C.I.LE., 1.C.8., Finance Member of the
Governor-General's Council—Chairman.

Sir Chintaman D. Deshmukh, C.I.E., Governor, Reserve Bank of India.

Sir Theodore E. Gregory, D.Bc., Economic Adviser to the Government of
India.

Sir Shanmukham Chetty, Formerly President of the Indian Legislative
Assembly.

Mr. A. D. Bhroff, Director, Tata Sons Ltd.
Dr. B. K. Madan, Director of Research, Reserve Bank of India.—Seoretary.

Sir David Meek, Indian Trade Commissioner in London, was associated with
the Delegation as Adviser.

Sir Jeremy Raisman was in the United Kingdom when the invitation to the
Conference was received. 8ir Theodore Gregory left India on the 15th June,
two days before the rest of the Delegation, as he had been designated to attend
s meeting of technical experts at Atlantic City for the preparation of a draft
agenda to be submitted to the Conference. The other members of the
Delegation with the Secretary left Xarachi on the 17th June and arrived at
New York ot the 23rd June. Sir Jeremy Raisman had arrived there on the
same day, having crossed from England by sea on the ship which brought the
United Kingdom delegation and various representatives of the Governments of
European countries then in London. The Delegation met for the first time at
New York when the Leader, Sir Jeremmy Raisman, apprised the other members
of the Delegation of the nature of certain informal and preparatory discussions
which had taken place on board the ship. Tt was decided at this meeting thaf
Sir Jeremy Raisman and Sir Chintaman Deshmukh should go to Atlantic City
with a view to ensuring thaf the questions in which we were particularly
interested, especially the sterling balances, were included in the draft ugenda
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of the Coufurence, although it proved in the event that the fullest opportunity
was given by the Conference authorities at all stages to all delegations to bring
forth any amendments, which they desired to see incorporated in the drafl
Agreements. At Atlantic City, the indian delegates present moved two amend-
ments with the object of securing the inclusion among the purposes of the
Iuternational Monetary Fund, of the following: “To assist in the fuller utilisation
of the resources of economically underdeveloped countries’ and ‘To promote
and facilitate the settlement of abnormal indebtedness arising out of ths war.’
The course of discussions on these resolutions is reviewed later. The Delega-
tion held continuous informal meetings and discussions during ths intervals
of the Conference sessions at Bretton Woods and returned to Washinzton after
the Conference on the 24th July. On the 26th July they held a final meeting
to consider.the general form of the report to be submitted to Government on
the subject of their mission to Bretton Woods.

8. General Survey of the Oonference, OConstitution, Commissions, Com-
mittees and Procedure.—The Conference held its opening Plenary Session on
the afternoon of the 1st July, with the Honourable Henry Morgenthau, Jr.,
Secretary to the United States Treasury, designated as Temporary President of
the Conference by President Roosevelt, in the Chair. It opened with a messag?
from President Roosevelt welcoming the members of the Conference to Bretton
‘Woods which inter alia contained the following observations: ‘At DBretton
Woods, you who come from many lands are meeting for the first time to talk
over proposals for ua endurirg program of future economic co-operation and
peaceful progress. ) '

The program you are to ‘discusg constitutes, of course, only one phase of
the arrangements which must be made between nations to ensure an orderly,
barmonious world.’ ' ‘

The Temporary President, Mr. Morgenthau, was thereafter elected Perma-
pent President of tha Conference and  proceeded to deliver his presidential
speech. In his speech Mr. Morgenthau pointed out that although the Agenda
of the Conference was concerned specifically with the monstary and investment
field, it should be viewed a8 part of a broader program of agreed action among
nations to bring about the expansion of production, employment and trade
contemplated in the Atlantic Charter and in Article VII of the Mutual Aid
‘Agreements concluded by the United States with many of the United Nations.

4. The Second Plenary Session of the Conference. met on the 8rd July
forenoon. The Conference invited the Danish Delegate, in his personal capacity
. 88 Adviser, to attend the meetings of the Conference without the privilege of
a vote and also invited various international organisations such as the Inter-
national Labour Office, the United Nations Relief and Rehabiliation Administra-
tion, the Economie Section of the League of Nations and the United Nations
Interim Commission on Food and Agriculture to send one observer each to
attend the sessions of the Conference without the privilege of a vote.

The general organisation of the Conference had been determined in ‘a
meeting of the heads of the Delegation immediately preceding the opening
session of the Conference. The Conference set up three Commissions—Com-
mission I on the International Monetary Fund, Commission IT on the Bank
for Reconstruction and Development and Commission III on Other Means of
International Financiil Co-operation, Every delegation was representsad on
:)“1 the Commissions. The principal officers of these Commissions are lisfed

elow:—

COMMISSION I
INTERNATIONAL MONETARY FUND

Chairman: Harry D. White (United States of America)
Vice-Chairman: Rodolfo Rojas (Venezuela).
Reporting Delegate: L. Rasminsky (Canada).
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COMMISSION 11

BANE FOR RECONSTBUQTION AND DEVELOPMENT

Chairman : Lord Keynes (United Kingdom).
Vice-Chairman : Luis Alamos Barros {(Chile).
Reporting Delegate :- Georges Theunis (Belgmm)..
' COMMISSION III

.OTHER MEANS OF INTERNATIONAL FINANCIAL CO-OPERATION

Chairman: Eduardo Suarez (Mexico).

Vice-Chairman: Mahmoud Salek Ei Malaky (Egypt).

Reporting Delegate: Alan G. B. Fisher (New Zesland).

Most of the work of Commission 1 and a large part of the work of ‘Corn-
mission II was carried on through four standing committees as follows:—

COMMISSION 1

Committee 1. Purposes, Policies and Quotas of the Fund.
Committee 2. Operations of the Fund. ,
Committee 3. Organisation and Management.

Committee 4. Form and Status of the Fund.

- . COMMISSION I

Committee 1. Purposes, Policies and Capital of the Baok.
Committee 2. Operations of the Bank.

Committee 8. Organisation and Maragement.

Committee 4. Form and Status of the Bank,

5. The Indian Delegation had decided that its members should not take
up multifarious offices but should keep themselves as free as possible for eflective
participation in the deliberations of the Commissions and the various Com-
‘mittees. We were, however, invited to nominate and did nominate one of the
delegates, Sir Chintaman D.’ Deshmukh, as Chairman of Committee 4 of Com-
mission II on the Form and Status of the Bank. The meetings of the
Commissions never overlapped and the Indian Delegation generally found it
"possible to attend and participate as a whole in the Commission meetings. Buf
the meetings of Committees 3 and 4 of Commission I were often held
simultaneously with those of Committees 1 and 2 of that Commission, and a
large degree of specialised representation gradually developzd, Sir Chictaman
Deshmukh and Sir Theodore Gregory attending to the business of Committees
8 and 4 (relating to organisation and management and the form and status

v of the Fund). Towards the latter part of the Conference, moreover, the Com-
mittees of Commission 11 functioned at the same time as those of Commission
I end it was found convenient to have Sir Chintaman Deshmukh represent the
Indian Delegation on these Committees, while the rest of the Delegation
attended to the business. of Commission 1. )

8. After the second plenary session which set up the organisation, the
Conference split up, for the purpose of conducting its business, into the respec-
tive Commissions and Committees. The Committees reported to the Com-
mission at intervals of & few days each, whenever there was a sufficient
accumulation of agreed conclusions or unresolved differences to reporf. The

. Commission either determined the issues or referred them back to the same or
a different Committee with more specific instructions in the light of the fuller
exchange of views which had taken place in the Commission itself. The Com-
mittees in turn set up, a8 a means of economising time and dealing more
effectively with matters of substance, Drafting, Language or ‘Asterisk’ gub-

+committees of their own fo report on matters of appropriate wording and proper
“legal expression. In addition, the Commissions set up ad hoc Commuttees to
consider and reporf on specifiec questions. . :
- 7. Commission I set up special Committees on TUniform Changes in Par
Values of Currencies, Exchange Controls on Current Payments, Deposifories,
Relatlons with Non-Member Countries, Special Problems of Liberafed Areas,
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Voting Arrangements and Executive Directors and Quotas. India was repre.
sented on the Committee on Quotas, which wus set up at a very late stage, by
Sir Jeremy Raisman, who was unable to accept the conclusions of this Com-
mittee and entered & reservation on behalf of India (vide para. 81). At a later

stage, moreover, the amount of subject matter left over by various Committees.

wag such that it was considered an advantage to set up & Special Committee
on Unsettled Problems to deal with all undecided questions. A Drafting Com-
mittee was entrusted with the task of recording the decisions of Commission I.
This procedure proved helpful in bringing the work of the Commisgion to an
early conclusion. It held nine sessions altogether and the standing committees
held twenty-six meetings. At its final session on July 19, the Commission
adopted the Articles of Agreement of the International Monetary Fund, and
the report of Commission I was transmitted to the Executive Plenary Session
of the Conference on July 20, 1944. After the report had been presenfed to
the Executive Plenary Session for considergtion, Lord Keynes, referring to the
List of reservations which had been made by delegations from various countries
{cf. Chapter III), suggested that the particular 'points of teservation mentioned
by the delegations might be retained in the minutes of the Commission where,
they were already recorded and not be ‘made part of ‘the Final Act of the
Conference, which was subject to a genersl reservation on the part of all dele-
gations in the sense of ‘the enfire absence of commitment on the part of our
Governments'. ‘So far as the United Kingdom Delegation is concerned,” said
Lord Keynes, ‘we, in common with all other délegations, reserve the opinion of
our Government on the document as a whole and on every part of it. The
whole of the proceedings is ad refetendum to our Governments who are at the
present stage in no way committed to anything. We have gathered here to
put our heads together to produce the most generally acceptable document we
could frame. We do not even recommend our Governments to adopt the result.
"We merely submit it for what it is worth to the attention of the Governments
and legislators toncerned.” Lord Xeynes's proposal was seconded by the
Vice-Chaitman of the Delegation of the United States, and on this understanding
all the delegations which had made reservations either withdrew them or agrsed
0 have them remath 'in the minutes of the Commission. The Indian Delega-
tion took this céurse, athong others, including ¥France and the Union of Soviet
Bocialist Republics.
' B. Commission II (International Bank for Reconstruction and Development)
et nine times between July 8 and July 21, when its final session sdopted
the Articles of Agreement of the Bank for Reconstruction ‘and Development.
At its first meeting the Commission ret up an Agenda Committee which
subsequently became the Drafting Committee and on .which the Indian
Delegation was represented by Sir Chintaman Deshmukh. The Commission
met again on July 11. As in Commission I, the detailed work was divided
between four Committees; at the same time several ad hoc sub-committees
were created to examine special points and matters such as membership,
subscription, rates of capital employable, flat rate of commission relationship
of international agencies, ‘management, suspension and withdrawals and ‘taxa-
tion. There was, a8 in Commission T, a Special Committee on Unsettled
Problems. Most of the sub-committees and ed hoc Committees were created
directly by the Commission and reported directly fo the Coiinission, thus

expediting the despatch of business. The work of Commission II 'was simpler -

in soma respects and more complicated in others than the work of Commission
I. It was simpler because it was found possible to adopt or _adf\pt many of
‘the provisions relating to general organisation evolved 'ih_ connection with the
Fund to the problems of the Bank, and more complicated because of the
smaller amount of preparatory work done before the Conference met. The

report of Commission TI was submitted 'to ‘and approved by the Executive

Plenary Session of the Qonfgrenc_e_on July“z,l, 1944 e
9. A latge number-of proposals were submitted to' Commission III (Other
Meahs 'of International Financia] Co-operation) end were referred to the Agends

Cominittee appointed at its first meeting on July 3, to condidar the suggestions
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received -and make recowmmendations as to the problems which should be deal}
with by the Commission. Lhe lndian Delegation was represented on the Com-
mittee by Sir Theodore Gregory. The proposals related to three general fieids:
‘The Use of Silver for International Monetary Purposes,’ ‘Enemy Assets,
Looted Property and related matters' and ‘Hecommendations on Economio
and Financial Policy, the Exchange of Information and other means of Financial
Co-operation.” The Commission held three sessions and its report entitled
‘Other Measures of International Monetary snd Financial Co-operation’ was
presented to the Executive Plenary Session on July 231, 1944.

10. The closing plenary session of the Couference was held at 9-45 p.M. on
July 22, 1944, under the Chairmanship of the Honourable Mr. Henry
Morgenthau. Lord Keynes moved the acceptance of the Final Act of the Con-
ference tg be submitted to the respective Governments for consideration. He
concluded with the following words:

‘We have perbaps accomplished here in Bretton Woods something more
significant than what is embodied in this Final Act. We have shown that a
concourse of forty-four nations are actually able to work together at a construc-
tive task in amity and unbroken concord. Few believed it possible. If we
can ccntinue in a larger task as we bave begun in this limited task, there is
hope for the world.” The motion was supported by the Chairmen of the
Delegations of France, Canada and the Union of Soviet Socialist Republics and
was carried unanimously. The Chairman read a message from President
Roosevelt conveying his heartiest congratulations to the representatives of the
forty-four nations gathered at Bretton Woods on the successful completion of
their difficult task. Mr. Henry Morgenthau thereupon delivered his address to
the closing plenary session at 10-45 p.M. The Conference concluded about
midnight with the heads of the Delegations appending their signatures to the

- Final Act. This was done in accordance with Article 82 of the Regulations of
the Conference which provided that ‘the conclusions at which the Conference
may arrive shall be incorporated in a Final Act which shall be signed by the
heads of th: delegations at the final session’. The Firal Act takes the form
of a record of the accomplishments of the meeting including:—

(1) A recital of the fact that the Conference assembled in Bretton Woods
in response to an invitation of the Government of the United States;

(2) A listing of the delegates;
(8) A listing of the officers of the Conference as well as its technical Com-

missions and Committees; and
(4) The conclusions at which the conference arrived.
The last section contains the texts ‘of:—
(a) The Articles of Agreement of the Internitional Monetary Fund:
(b) The Articles of Agreement of the Bank for Reconstruction and Develap-

ment; and
(¢) Other declarations, recommendations, and resolutions which were agreed

upon by the Conference.

This record was subscribed by the Heads of the respective delegations
aceredited to the Conferenee. The signature of the Final Act, therefore, wag a
simple attestation by those signing of the accuracy of the record presented.

~11. Scheme of the Remaining Report.—~The scheme of the report in the
following pages is to give a general summary of the Articles of Agreement
relating to the International Monetary Fund in the second Chapter. and to take
up for fuller review in the third Chapter the discussions on asneets or questions
relating to the Fund in which the Indian Delegation took particular interest or
which received relatively greater attention in the Conference discussions. The
questions which interested the Indian Delegation especially were two sam-nd-.

“ments to the purposes of the Fund and the quotas, more particularly in their
bearing on India’s place in the Executive Directorate. The fourth Chapfer
summasrises the Articles of Agreement of the International Bank for Reconsirue-
tion and Development and includes some reference to the eourse »f discussion
in tThe Commission on a few of the mors important provisions. The fifth and
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ast Ohépber deuls with the work of Commission ITI regarding other measures of
economic and financial co-operation among nations. ~ :

_CHAPTER IIL.—TEHE INTERNATIONAL MONETARY FUND: SUMMARY
OF ARTICLES OF AGREEMENT :

12. The Articles of Agreement of the International Monetary Fund contain
twenty articles and five schedules. The Articles relate to or provide for such
matters as purposes, membership, quotas and subscriptions, par values of
currencies, transactions with the fund including capital transfers and scarce
currencies, general obligations of members, relations of the ‘Fund with other
international organisations and with non-member countries, organisation and
management, the transitional period ete.

13. Purposes.—The purposes of the International Monetary Fund
are described to be to promote international monetary co-operation through
& permanent institution, to facilitate the expansion and balanced growth of
international trade, to promote exchange stability, maintain orderly exchange
arrangements among members and avoid competitive exchange depreciation,
to assist in the establishment of a multilateral system of payments (and
trading), and to make the Fund’s resources available to member countries to
help them to correct maladjustments in their balances of payments in an
orderly manner and without recourse to emergency measures under immediate
pressure with destructive consequences to national or international prosperity.

The countries represeuted at the United Nations Monetary and Financial
Conference whose governments accept membership before December 31, 1945,
shall be original members of the Fund and other countries may be admitted
later by the Fund. '

14, Quotas and Subscriptions.—Each mewmber shall be assigned a quota, the
quotas of the original members being specified in a schedule to the Articles of
Agreement. The aggregate of such quotas in term of dollars is 8,800 million
and the fourteen largest quotas are, in order, those of the United States
2,750 million, the United Xingdom 1,300 million, the Union of Boviet
Socialist Republics 1,200 million, China 550 million, France 450 million,
India 400 million, Canada 300 million, Netherlands 275 million, Belgium
225 million, Australia 200 million, Brazil 150 million, Czechoslovakia
and Poland 125 million each and the Union of South Africa 100 million.
The quotas shall be subject to periodic or occasional review by the.Fund but
shall not be altered without a four-fifths majority and without the consent of
the member concerned. The members’ subscription shall equal their quota and
shall be payable to the minimum extent of 25 per cent. of the quota or 10
per cent. of th: member's net official holdings of gold and TUnited States
dollars, whichever be smaller, in gold, and the balance in a member’s own
currency or in securities. :

15. Par Values of Currencles.—The par value of the members' currencies
shall be expressed in terms of gold as a common denominator or in terms of
the United States dollar of the weight and fineness in effect on July 1, 1944.
Purchases and sales of gold by a member and transactions in exchange by a
member shall not vary from parity by more than @ fixed margin, which shall
be one per cent. in the case of ‘spot’ exchange transactions. Each member
shall collaborate with the Fund to promote exchange stability, to maintain
orderly exchange arrangements with other members and to avoid competitive
exchange alterations, in accordance with the purposes of the Fund referred to
above. These objectives shall be attained by each member undertaking,
thrpugh appropriate measures, to permit within its territories exchange trans-
actions between its currency and the currencies of other members only within
the prescribed limits. A member whose monetary authorities, for the settle-
meht of international transactions. in fact freely buv and sell gold withkin the
limits prescribed by the Fund, shall be deemed to be fulfilling this undertaking.

A change in the par value of a member's currency shall be made only on
the proposal of the member and after consultation with the Fund, to correct
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& fundamental disequilibrium, without objection from the Fund up to 10 per
cent. of the initial par value, but subject to concurrence or objection by the
Fund if it exceeds 10 per cent. and does not exceed a further 10 per cent., with-
in a peried of seventy-two hours on a member requesting immediate decision.
Proposed changes beyond this limit shall be subject to concurrence or objection
by the Fund within a longer period. Having regard to the special conditions
of the Union of Soviet Socialist Republics and in deference to its wishes a
provision has been incorporated in the Agreement to the effect that & member
may change the par value of its currency without the concurrence of the Fund,
if the' change does not affect the international transactions of members of
the Fund.- The Fund shall not object to a proposed change because of the
domestic, social or political policies of the member proposing the change. In
the evens of unauthorised changes being made by a member, it shall be liuble
to be made ineligible to use the resources of the Fund and to compulsory with-
drawal from membership in due course. '

The Fund by a majority of the total voting power and the approval of all
members with ten per cenf. or more of the, total quotas (the United States,
the United Kingdom and Russia according to the present quotas) msy male
uniform proportionate changes in the par values of the currencies of all mem-
bers, i.e. effect general depreciation or appreciation of all currencies in terms
of gold. Any member, however, that does not wish the par value of its
currency to be changed by such action may inform the Fund within seventy-
two hours of its action and the par value of its currency shall not be changed
under this proyision. .

The gold value of the Fund's assets shall be maintained notwithstanding
changes in the par or foreign exchange value of the currency of any member,
{hrough the member paying to the Fund, or the Fund returning to the mem-
ber, an amount of its currency equal to the reduction or the increase respec-
tively in the gold value of its currency held by the Fund. Unless the Fund
otherwise decides, the quotas of all members shall be uniformly and pro-
portionately increased or decreased when a uniform proportionate reduction
or increase (general ‘deprecintion’ or ‘appreciution’) is made in the par values
of the currencies of all members.*

16. Transactions with the Fund.—A member country’s treasury, central
bank, stabilisation fund or other simi'ar fiscal agency shall be the agency for

all dealings with the Fund.

The fund shall operate only for the purpose of supplying a member, on the
member’s initiative, with the currency of another member in exchange for gold
or for the member's own currency. Purchases of foreign exchange frori the
Fund against a member’s own currency shall be subject to the eondition that
the Fund's holdings of the currency of the member desiring to purchase foreign
exchange have not increased, after having been brought above 75 per cent.
of its quota if they had been below that amount, by more than 25 per cent. of
its quota during the period of twelve months preceding the date of purchass,
and do not exceed 200 per cent. of its quota. In other words, the full quota
of permissible borrowing of foreign exchange assigned to a member can be
drawn only in instalments over a period of not less !:han four years. 'Ijhe Fund
may, however, waive this condition on terms which safeguard its interests,
especially\ in the case of members with a record of avmd_mg large or continuous

Fund'’s resources and taking into consideration periodic or excep-

£ th A . ;
5803113 req:irements of the member requesting the waiver. Collateral security
in the form of gold, silver, securities or other acceptable assets may be required

as a condition of the waiver.

1d value of the dollar and of all other currencies is reduced by

$ ;g or:n:.?:o:i;f&ealg.gf a‘{l :uotns (in terms of dollars) which is $8,800 million at
sa, tpemy (o'r may not) be increased to $9,777-7/9 mzll:on._tho measure of increare
&“,;'::p:md;ng to a reduction of 10 per cent. being 11.1/9 per cent. viz. an increass to 10/Gths

against a reduction to 9/10ths.
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Any member using the resources of the Fund in a manner contrary to ibe
purposes of the Fund may be declared ineligible to use the resources of the
Fund.

Any member desiring to obtain the currency of another member for gold
shall acquire it by the sale of gold to the Fund, provided that it can do so
with equal advantage; no member shall, however, be precluded from selling in
any market gold newly produced from mines located within its territories.

With a view to preventing the accumulation of reserves of foreign exchange
by a8 member country making use of the borrowing facilities of the Fund
instead of relying upon its own resources, & provision is made for the repurchase
from the Fund with gold or convertible currencies of part of & member
country’s own currency, if the holdings of its currency with the Fund have
increased, or if & country's monetary reserves have increased (beyond its quota)
end the Fund's holdings of its currency are not below seventy-five per cent of
its quota.

Charges on Borrowing from Fund.—Borrowing from the Fund (or buying
the currency of another member from the ¥Fund in exchange for a member’s
own currency) shall be subject to a service charge of three-fourths per cent.,
on all transactions, plus a scale of charges rising for period and amount of
loan outstanding from one half per cent. per annum to a maximum of five per
cent. The charges shall be payable in gold, but the gold payment may be
reduced for members whose monetary reserves are less than one-half of their
quota. It may be of interest to give the scale of charges here in tabular form
(1) on the assumption that a member draws the amount perm’ssible each year
without availing itself of the provision regarding waiver, and (2) on the assump-
tion that the 25 per cent. annual limit on the utilisation of the quota referred
to above, is waived and a member is allowed to draw varying amounts upto
the full amount of the quota in the first year. :

Percentage Charges Payable by a Country on Fund’'s Holdings of its Currency
in Ezcese of its Quota :
I. Marginal Charges: assuming a member to draw the full amount per-

mitted each year without waiver (after the Fund’s holdings of its currency bave
reached 100 of 1ts quota).

Amount of country's Per cent. per annum payable on excess currency during
currency held by Fund
ae percentage

of country’s 1st 2nd 3rd 4th &th éth 7th  8th  9th 10th

quota Year year YyeaT Year Yyear year yeéar Yyear year year

101125 . . . 38t 1 14 2 2 8 3} 4° 5
126—150 . . e 1 1} 2 23 5 a} 4* :} 5
161—175 . . .. . 1% 2 2 3 34 4* 4} 5
176—200 . . . .. 2 23 8 33 4* 4} B

II. Marginal Charges

m.?rr?:;lct;t }:)eli 30;;1;13:;:1 Per cent. per annum payable on excess currency during
as percentage
of country’s Ist 2nd 8rd 4th &th 6th 7th 8th 9th 10th
quata Year year year year year Year Yyear Year year Yyear
101—125 . . . 3% 1 1} 2 24 3 - 34 4+ 4} 5
126—150 . . . 1 13 2 23 3 33 4 44 5 5
151—178 . . . 13 2 94 3 3} 4 4 5 B )
176—200 . . . 2 24 3 33 4% 4% 5 & 5 b

Additiona! amounts. Corresponding increase up to 5%,

p—

+ No payment in firct three monthe, § per cent. in next nine months
* At thie point the Fund and the member shall coneiler ways and moans by which tBe
Fund’s holdings of the member's currency can be reduced. ‘

Nore.—No oharge ie made on uee of the Fund ¢ to
member's gold subscription. und resourees in an  amount equivalen 5
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17. Oapital Transfers.—The Articles of Agreement eontain provisiens to. prevens
the use of the Fund’s resources to finance large eapital exports by a membper
country i debt to the Fund. Special provisions. however permit, within certain
limits, cap{tal transfers through the Fund by a member which has maintained
& net credit position with the Fund for some time, subject to the limitation
that such capital transfers may not raise the Fund’s boldings of the member’s
currency above seventy five per cent. of its quota.

Members may exercise the contrals necessary to regulate international
eapital movements, ’

18. Scarce Currencies.—The Fund may replenish its holdings of a scarce
currency by borrowing that currency from the member or from some other
source within the member’s territories, with its approval, or by requiring the
member to gell its cuwrrency to the Fund for gold. The Fund may apportion’
the supplies of a scarce currency with due regard to the relative needs of mem-
bers. Members shall be authorised to impose limitations on the freedom of
exchange operations in the scarce currency.

19. General Obligations of Members.—Subject to the provisions relating to
scarce curreneies and the transitional period, no member shall, without the
upproval of the Fund, impose restrictions on the making of payments and
transfers for current international transactions. Members may co-operate in
measures for the purpose of making their exchange confrol regulations more
effective. No member shall engage in any discriminatory curremey arrange-
ments or multiple currency practices, except such as are approved by the
Fpnd. and any members who engage in them, otherwise than in accordance
with the provisions relating to the transitional period, shall consult with the
Fund as to their progressive removal.

Each member shall buy balances of its currency held by another member
at the latter's request, if the balances have been recently acquired as a result
of current transactions, or if their conversion is needed for making paym:nts
for current transactions, the buying member having the option to pay in
the currency of the member making the request or in gold; but this obligation
shall not apply, among other circumstances, when the convertibility of
the balances has been restricted with a view to control of capital transfers, or
the balances have accumulated during the continuance 6f exchange restrictions
imposed by a member for the transitional period. Other obligations of mem-
bers include furnishing the Fund with economic and financial information relat-
ing to the country necessary for the Fund’s operations and within the ability
of members to supply.

. 20. Relations with Non-Memberg Qountries.—Each member undertakes not
. to engage in any transactions with a non-member, and not to co-operate with
8 non-member, in practices which would be contrary to the provisions of the
Agreement or the purposes nf the Fund, and to co-operate with the Fund
with a view to preventing such transactions. Any member may impose restric-
tions on exchange transactions with non-members unless such restrictions are
found to prejudice the interests of members and to be contrary to the purposes
of the Fund.

21. Organisation snd Management.—The Fund shsell have a Board of
Governors, Executive Directors, a Managing Director and a staff.+ The Board
of Governors shall consist of one governor and one alternate appointed by each
member, to serve for five years but to be eligible for reappointment.  The
Board shall meet at lesst annually.

There shall be not less than twelve executive directors who need not be
governors and of whom five shall be appointed by the five members baving the
largest quotas. Two shall be elected by the American Republics other tham
the United States and five shall be elected by the remaining members. In
addition, if at the second regular election of directors (elections shall be
conducted at intervals of two years). the two largest creditors in the Fund are
not smong the members sutomatically entitled to appoinf directors, either
or both ot such members, as the case may be, shall be entitled to appoinf o
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director. Each director shall appoint an alternate with full power to act for
him when he is not present. :

The Executive Directors shall funetion in continuous session at the princi-
pal office of the Fund. . '

Each Governor and appointed Director shall cast the number of votes
allotted to the member appointing him, and each elected director shall cast
the number of votes which counted towards his election,

Each member shall have 250 votes plus one additional vote for each part
of its quota equivalent to 100,000 United States dollars. In voting on provi-
gions relating to the waiver of conditions for drawing upon the resources of
the Fund and the eligibility of a member to use the Fund’'s resources, the
yoting power of creditors with the Fund shall be increased, and of debtors
reduced, to the extent of one vote for the equivalent of each 400,000 United
States dollars.

In any distribution of net income the first claim shall be that of a payment
at the rate of two per cent. to each creditor of the Fund on the amount by
which the Fund's average holdings of its currency during a year was short of
seventy-five per cent., of its quota (viz., the amount of original subscription
to the Fund by each member 1n the form of currency if twenty-five per cent.
were contributed in gold). The balance shall be paid to all members in pro-
portion to their quotas, the payment to be made in a member’s own currency.

22. Offices and Depositories.—The principal office of the ¥Fund shall be
located in the territory of the member having the largest quota, viz., the United
States of America according to the preseni quotas. Initially at least one half
of the holdings of the Fund of gold and assets other than a member's .own
currency shall be held in the depository designated by the member with the
Fund’s principal office and at leust 40 per cent. shall be beld in the four mem-’
bers having the next largest quotas, viz., the United Kingdom, the Union of
Soviet Socialist Republics, China and France. . ,

23. Transitional Period.—The Introduction (Section I} of this Article state
that the Fund is not intended to provide facilities for relief or reconstruction
or to deal with international indebtedness arising out of the war.

In the post-war transitional period members may maintain and adapt, and
certain members may introduce, restrictions on payments and transfers for
current international transactions, but such restrictions shall be withdrawn as
soon as members find it possible to settle their balances of payments without
undue recourse to the Fund, with the general aim of restoring the comparative
freedom and facility of international” payments and the maintenance of
exchange stability. Not later than three years after the Fund starts operations
and every year thereafter the Fund shall report on the restrictions still in force
and five years after the Fund's beginning and every year thereafter any mem-
ber retaining restrictions shall consult the Fund about their further retention.
The Fund may make representations to members in the mafter and if the
differences are not satisfactorily composed, the member may be liable to com-
pulsory withdrawal. The Fund shall, however, recognise that the post-war
transitional period will be one of change and adjustment and shall give the
,member making a request occasioned thereby the benefit of any reasonable
doubt.

24. Withdrawal from Membership.—Auy member may withdraw from the
Fund at any time by giving notice in writing, the withdrawal to hecome effee-
tiye when such notice is received.

25. The Articles contain specific provisions for settlement of accounts with
members withdrawing, temporary suspension and liquidation of the Fund and
for introducing amendments to Articles of Agreement, for interpretation of the
provisions and Explanation of Terms.

96. Final Provisions.—The Agreement shall enter into force when St bas
been signed on behalf of governments having sixty-five per cent., of the total
quotas, but shall in no event enter into force before May 1, 1845. Tt shall
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remain open for signature at Washington on behalf of the Governments of the
countries represented at the Conference until December 81, 1945.

Initial_ Determination of Par Values,.—The initial determination of par
values will be the most important of the first questions to be determined in
connection with the inauguration of the Fund. The Fund shall notify the
members when it expects to be in a position to begin exchange transactions
and shall request them to communicate within thirty days the par values of
_ their currencies based on the rates of exchange prevailing on the sixtieth day

before the entry into force of the Agreement. The par value so communicated
, shall be accepted for the purpose of the Agreement unless within ninety days

of its being received either the member or the Fund notify that this par valus
13 unsatisfactory. In that case the member and the Fund shall arrive at a
suitable par value by agreement. In the event of failure to agree, the mem-
bgr shall be deemed to have withdrawn from the Fund ‘when the period of
ninety days expires,

When the par value of a member’s currency has been established as above,
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. The Fund shall begin exchange trans-
actions, when it may determine, after members having sixty-five per cent. of
the total quotas have become eligible to purchase the currencies of other mem-
bers, but not before the end of war in Europe.

27. Schedules.—The Articles of Agreement have five schedules relating to
A. Quotas, B. Provisions with Respect to Repurchase by a Member of its
.Currency held by the Fund, C. Election of Executive Directors, D. Settlement
of Accounts with Members Withdrawing, and E. Administration of Liquidation.

CHAFPTER III.—THE INTERNATIONAL MONETARY FUND: REVIEW
OF DISCUSSIONS

28. The general method followed by the Conference in the progress of work
was to start with the statements and provisions contained in the Joint state-
ment by Experts on the Establishment of an International Monetary Fund and
the alternative or additional proposals evolved as a result of expert discussion
at Atlantic City, and to consider these together with fresh alternatives and
. additions suggested throughout by the different delegations. Meanwhile the
technical experts were also engaged in completing the formal structure of the
Fuud in the numerous matters of organisation, management, operation and
liquidation which had not been provided for or sufficiently dealt with in the
Joint Statement of principles. The order in which the different subjects were
taken up by the Conference depended to some extent upon the measure of diver-
" gence of views or interests revealed. The simpler and less controversial questions
were disposed of first, and the more contentious and difficult issues were resolved
or taken up at later stages. In regard to the Fund, the more important ques-

tions on which there was some considerable discussion and initial "difference of

views, were the following:—
(1) The amendments proposed by the Indian Delegation to the primary
objectives of economic policy as stated among the purposes of the Fund, already

referred to above;
(2) The quotas of member countries which define their subseriptions, voting

" rights and share in management generally;

(3) The size and composition of the Executive Directorate of the Fund;

(4) Changes in par values or exchange rates of currencies;

(5) Uniform changes in the gold values of all member currencies;

(8) The range of variation of the exchange rates of currencies from parity;

(7) The rate ab which the credit facilities allowed by the Fund might be used
up by member countries, and the waiver of conditions;

(8) The position of major world currencies like sterling and the dollar in rela-
tion to the operations of the Fund, and the repurchase by a member of its

currency held by the Fund;
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9) The scale and system of charges to be levied by the Fund on advances.
of f(ox?eign exchange to,ymember countries (or on the Fund's holdings of Jocal
currencies); ) - ) o of
(10) The special treatment of countries devastated by the war in respect. ol
gold subscriptions and other matters;

(11) The location of the head office of the Fund and the distribution of gold.
among the depositories, ete., ete.

It is proposed to indicate here the broad lines of divergence of views disclosed
on these and a few other subjects, and the manner and measure of agreement.
embodied in the final provisions of the Articles of Agreement arrived ab by tger
Conference, with special reference to the point of view pre.sented or p_ressed- g
the Indian Delegation on those outstanding matters in which they intereste
themselves more particularly.

29. The Purposes of the Fund: Development of Economically Backward
Countries.—It has been mentioned above that the Indian delegates at Atlantic-
City proposed an amendment to the purposes of the International Monetary
Fund suggesting the inclusion among them of assistance in the fuller utilisation:
of the resources of economically backward countries. Three alternatives were:
proposed for Article T (Purposes and Policies of the Fund), Section 2 of the-
Joint Statement which reads: ‘to facilitate the expansion and balanced growth
of international trade and to contribute in this way to the maintenance of a high
level of employment and real income, which must be a primary objective of
economic policy.” Of these the alternative proposed by the Indian Delegation-
was the only one recommending any change of substance. It read as follows:

‘The purposes of the International Monetary Fund are: to facilitate the:
expansion and balanced growth of international trade, to assist in the fuller
utilisation of the resources of economically underdeveloped countries and to
contribute thereby to the promotion and maintenance in the world as a whole
of a high level of employment and real income which must be the primary
objectives of economic policy.” The discussion on this subject in the Conference-
accordingly eentred on the Indian amendment,.

The discussion on the subject (in Committee 1 on the 4th July forenoon)
opened with a short speech by Sir Jeremy Raisman who explained that the
intention underlying the particular emphasis in the Indian amendment on the
development of the resources of economically underdeveloped countries was to-
bring out more clearly the content of the prime objectives of economie policy
in relation to backward agricultural economies, while the existing phraseolosy
appeared to connote a more limited application to the conditions of highly in-
dustrialised countries. The proposal had fairly widespread support, to start
with, among the delegates on the grounds that it furnished a general gniding
principle for the operation of the Fund and made the description of the primary
objectives of economie policy more complete. On the other hand, it was opposed
on the ground that it went beyond the scope of the Fund and introduced
objectives which were not germane to its main purpose. The Fund aimed at
the short-term objective of the maintenance of exchange stability and the pro-
motion of international trade thereby, while the utilisation of the resources of
underdeveloped countries was a long-term objective which could not properly be
achieved through its instrumentality. 8ir Shanmukham Chetty, in explaining
more specifically the justification of the Indian amendment and replying to some
of the criticism advanced against it, pointed out that it was not the aim of the
Indian Delegation to propose any extension of the scope or obligations of the
Fund, but that our sole aim was to make more full and more explicit the state-
ment of the primary objectives of economie policy which the authors of the
Joint Statement had enunciated. He elaborated this point of view before the
Drafting Sub-Committee to which the question was referred and explained that
phrases like ‘full employment' and ‘the maintenance of real income’ made
small appeal to the vast populations of Eastern countries like India and China
which had yet to attain certain minimum standards of living before thev eould
maintain them, and which looked to the development of their resources rather
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than to ‘full employment’, ordinarily so understood, as ‘their broad weconomic
-objective. He said that we recognised that the Fund itself could not directly
promote the objective but no more could it directly promote the end of full
-employment, and either of these sims could only be indirectly facilitated by
gonerally keeping them in view in the operations of the Fund. After our point
-of view had been explained there was general support for the introduction of the
'words ‘promotion and’ before ‘maintenance in the world as a whole of a high
level of employment and real income’ as also for some reference to the develop-
.ment of resources and productive powers of all member countries. Nevertheless
fthe changes suggested by the Indian Delegation were unacceptable to the United
‘Kingdom and the United States delegates, as well as to some others, who re-
;garded the objective of levelling up of economically underdeveloped countries ag
,belonging more appropriately to the functions of the other international institu-
tion proposed to be set up, namely the Internationa]l Bank for Reconstruction
and Development. The Drafting Committee was guided in its decision ‘to ex-
clude specific reference to the needs of economically backward countries by the
.general prineiple that the declaration of the purposes and policies of the Fund
must be in agreement with the real dbjectives und powers of the Fund as stated
in the provisions contained in its constitutional document and with the means
put at its disposal. We were fully cognizant of these considerations, and, our
aim, indeed, was fo secure a certain weightage in some of the operative provi-
sions relating to use of the Fund's resources, to the recommendations to members
-on economic policy, and to quotas and management, on the score of this amend-
ment to the purposes of the Fund. As it was, the proposal went through some
Aurther stages of discussion and finally emerged from the special Commiitee on
Wosettled Problems and Commission I as follows :—

‘The purposes of the International Monetary Pund are: to facilitate ‘the
“-expansion and balanced growth of international trade, and to ¢ontribute thereby
-to the promotion and maintenance of high levels of employment and real income

and to the development of the productive resources of all members as primary
objectives of econdmie policy.’ :

80, "Purposes of the Fund: Oonvertibility of a ‘portion of ‘Sterling Balancés.

—The Indian Delegation had also proposed during the course of deliberations
~ of the Agenda Committee at Attantic City, as dlready mentioned, the addition
of a new purpose in the statement of purposes of the International Monétary
Fund (Joint Statement, Article I), viz., ‘b0 promote and facilitate the settle-
ment of sbiormsl indebtedness arising out of the war.” The proposal came up
for consideration in Commitee 1 on the 5th July (forenoon), and Sk Jeremy
‘Raisman ‘opened 'the discussion. He observed that the necessity of nssisting
‘the liquidation of abnormal war balances had ‘been recognised in earlier versions
of the international monetary proposals, but found no tention in ‘the Joint
‘Statement of Monetary Experts on the Internationsl * Monetary Fund. No
_explanstion was forthcoming of the reasons for this omission. There were, no
doubt, important considerations which might have led to the exclusion of ‘this
question from the scope of the Fund'’s operations, and the Indian delegation did
not underestimate the seriousness of the task which the new monetary mstitu.
tion proposed ‘to be' set-up would undertake. Nevertheless he found it difficult
‘4o 'understand how any scheme which pifported to regulate international mote-
tary relations in ‘the post-war world could ignore so fundumentalra problem. He
urged that they had also to take into aceount the extremely important econsidera-
tions on the other side, which demanded an earnest attempt to find a solution
of the question from the point of view of a country in India's position. The
importance attached to this question in India was #o great that it determined
largely the public interest in, and attitude towards, the international mometary
proposals. InHia expected to embark, -after the war, on a ‘programme of consi-
‘Herable industrial development and looked to the wvailability of her large sterling
*balances for the import of capital equipment in the tmmediate pdst-war years
when ‘the: Unitef Kingdom would 'be largely engaged in internal rehabilitation
“and -reconistruotion. If the problerh 'was ‘toe large to be tackled fully by the
Fund, the Fund ghould, nevertheless, provide some partial assistance towards
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its sclution We realised, of course, Sir Jeremy Raisman went on to say, that
it was perhaps too large a question to be decided by the Committee and would
have to be referred to the full Commission; nevertheless, we were ‘bound to
- point out the vital significance to our economy of some provision for its solution
in the framework of the monetary fund. The Egyptian delegate wholeheartedly
supported the resolution moved by the Leader of the Indian Delegation, without
adducing any additional reasons. : . :

The delegate of the United States then explained the attitude of the United
States on the question. The explenation was brief: it was perfectly-clear to
them, he said, that the Fund had already as much to do as any human institu-
tion could undertake and to ask it to do more would strain its resources beyond
capacity. One of the delegates supporting the United States view remarked that
the problem of pre-war and war-time indebtedness was too big a problem in
itself to be dealt with by the Fund. It involved various questions of funding,
adjusting and arrangements between the parties concerned and had to be
treated separately from the machinery of the Fund. The representative -of
France generally alligned himself with the previous two speakers. The last to
speak on the subject was the delegate from the United Kingdom. In their view,
he said, the operations of the Fund would be water-logged if the large question
of the liquidation of war indebtedness were to be dealt with through its machi-
nery. This question was, in the view of the United Kingdom Government,
primarily one for settlement between the creditor and the debtor.

In view of the above discussion, the Chairman suggested that the alfernative
containing the Indian proposal might be referred back to the Commission with-
out any decision or recommendation.

The question came up again in the meeting of Committee 1 on the 7th July
(afternoon), in connection with the Amendment to the Purposes of the Fund
moved by the Egyptain Delegation, which read as follows:— .

‘The Purposes of the International Monetary Fund shall be: To assist a
multilateral clearing of accumulated war balances.’ ‘ o
The Egyptian delegate in his speech supporting the amendment explained that
there were three ways by which a country in the position of Egypt could acquire
access to the capital resources necessary for the purpose of purchasing imports
of essential capital goods in the immediate post-war period for reconstruction
and development:— . - : ‘

(1) Exporting more than importing; , . i

(2) Allowing conversion of the sterling assets into other currencies; .

(3) Exporting gold. ) - \ : _

+As regards (1), they had to allow time for conversion of war to peace produc-
- tion and meet the most urgent domestic needs first, and the capacity to produce
an ordinary export surplus in this manner was, therefore, limited. The transfer
contemplated in the second alternative would, to some extent, depend upon the
success achieved in establishing a fully functioning international trade machi.
nery. The third alternative, again; had limitations based upon the stocks of
gold available. ' .

Me. A. D. Shroff on behalf of the Indian Delegation support :

amendment. After referring to the objections togthe Indigrlx) ogggo:};le eE i

. : s h xpressed
on behalf of the United States and the United Kingdom delegations, wiz., that
the multilateral convertibility of the accumulated sterling balances’woui;i ‘un-
duly overload the resources of the Fund and that this convertibility was a matter
for bilateral arrangement between the parties concerned, Mr. Shroft proceeded
to point out that public opinion and feeling on this question in Indis was un.
animous and extremely strong and unless some method were devised to facili-
tate the solution of what was an extremely important matter for ug the ultimate
attitude of our country towards the International .Monetary Fund .would be
largely influenced by the decision of the Conference on this question He
concluded his Speetlznh (Appendix) as follows:— . : .

‘We plead for the assistance of the Fund spread over s peri
secure multilateral convertibility _ef at least a portion of our fgrei;g gﬁlzﬁc&g,?
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say this because with the long standing relationship between India and the
United Kingdom and ths traditional commercial ties between the two countries,
I take it that a large portion of our sterling balances will ultimately be utilised
in obtaining capital goods from the United Kingdom. I appreciate and very
greatly sympathise with the difficulties of the United Kingdom now and in the
early post-war period: owing to the unfortunate loss of valuable foreign invest-
ments and, due to other difficulties, it is not likely that the United Kingdom
will be in a position to reach a stage of free convertibility for sterling at an early
date, On the other hund, our country is pulsating with hopes and aspirations of
large scale industrial development to raise the standard of living of four hundred
miliions of our population, We cannot, therefore, be asked to wait indefinitely
till the United Kingdom has reached a stage when sterling would be freely con-
vertible into other currencies. We therefore want conversion at least of a portion
of our balances into other foreign currencies.’

The delegate from one of the European countries interposed a query as to
whether the clearing balances of the occupied countries in Berlin would also Le
liquidated through the Fund. The United Kingdom delegate in the course of
his reply to the Egyptian and Indian delegates remarked that his Government
recognised the seriousness of the problem. The reference which had been
made by the speakers from India bnd Egypt to the Keynes plan was evidence
that this problem was a matter of anxious consideration to them. They did
not, however, wish to ask that the business of the Fund should be complicated
by an attempt to solve this problem. It would be a great misfortune for the
Fund if it were to commence its business with a responsibility to liquidate these
large balances. He, however, repudiated any suggestion that the balances of
the occupied countries were on the same footing as those held by one member
of the United Nations with another member; in the opinion of the Government
of the United Kingdom these (sterling) obligations were to be respected in
accordance with the long tradition of British international finance.

The United States delegate who spoke next, remarked that he was aware
of the great seriousness of the problem and the difficulties under which the
countries concerned were labouring to vitalize their post-war economic life,
They (the United States) were somewhat embarrassed by the fact thai in
earlier versions there was some attempt to meet this problem. Their position
in this respect, however, was like that of a young man who published a book
before he had matured his ideas and who was later calied to account for state-

ments not fully considered. These statements (the Keynes and White Pians)}

were issued in all good faith for the very purpose of stimulating discussion and
getting opinions from sll over the world. A very careful study had now been
made of the whole subject and it had become perfectly apparent that the
magnitude of the problem was such that it could not be dealt with in the provi-
sions of the Fund. The amount of war indebtednees far exceeded the total of
the Fund. This Fund had a modest role, that of facilitating the return of inter-
national trade to normal conditions. It was not in a position to facilitate or
make a settlement of these very large accumulations. He wished to call atten-
tion to the provisions of the Joint Statement which dealt with capital move-
ments. It was not intended to prevent capital movements which wera wmet
out of a member country's own resources of gold and foreign exchange. Re-
cognition was, therefore, given in this section to the need for the liquidation of
past indebtedness by this means and to suggest anything beyond that would
greatly mislend tho world. We had to reconcile ourselves to the fact that the
task before us was not easy and we could not cover all phases of the economie
problem by means of the Fund. :

The delegate for France supported the point of view of the representatives
of the United Kingdom and the United States. He quoted the instance of

huge quantities of francs issued as liquid assets and due by Germany and ;

France and added that they had no infention to ask the Fund to help to collect
that amount from Germany.
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The Chairman, in concluding the discussion, :remarked that the amendment
moved by Egypt was gimilar to that moved by India. He pointed out that a
‘general statement of purpose would not dispose of this problem asnd they had to
treat of it in deuling with the transactions and the operations of the Fund. He
suggested, therefore, that the Committee report the essence of the .discussion
40 Commission I. -

‘With & wiew to avoiding any possible ‘misunderstanding -of the approach of
the Indian Delegation towards the question of multilateral convertibility of our
‘gterling balanees through the Fund, a mew revised amendment to the 'purposes
of the Fund was proposed by the Delegation and ciroulated before the raeeting
‘of the Commission. The revised amendment was as follows:—

‘To facilitate the multilateral settlement of a reasonable portion of the
‘foreign oredit balances accumulated amongst the member countries during the
'war so 88 to promote the purposes referred to in subdivision 2, without placing
mndue strain on the resources of the Fund.’ .

~ The subject came up before the Commission in its third meeting on the
10th July (forencon). Mr. Shroff, on behalf of the Indian Delegation, commend-
“ing the above smendment to the Commission, explained that we realised- that
‘a very large proportion of the sterling balances must be liquidated through
direct exports from the ‘United Kingdom, but pointed out that the capacity
of the United Kingdom to supply India’s requirements of copsumer and capital
goods would be extremely limited during the immediate post-war years and it
‘would assist the process of India’s industrial development, and thereby the
‘flow of international trade, if a reasonable ‘proportion of the sterling balances
could be converted into other curtencies mfter the war. - The delegate of the
United States reiterated the ressons for their opposition to the proposal and
was followed by Lord Keynes who made a statement on behalf .of the Dalega-
tion of the United Kingdom, setting forth clearly ‘that the settlement of these
debte must be a matter between those directly concerned and that they did mot
“ntend to ask ussistance in 'the matter from the Infernationdl Monetary ¥und,
which was not meant to deal directly with war indebtedness. The French
Delegation entirely supported the position taken wp by the United States and
the Unitedl 'Kingdoin and referred again to the huge war ‘balances acournulated
by occupied countries againet Germany, in respect of which they (the French
‘Delegation) wished to make no request to the Fund. 'In sum, :it would ‘thus
appear ‘that the Conference objected in principle to the Fund concerning .itself
“with the problem of war-time indebtedness on the grounds of (1) the magnitude
of such indebtedness in relation to the size of the Fund; (2) the difficulties of
‘inereasing ‘the size of the Fund; (8) the possible adjustments to which such in-
<debtedness might be subject through settlement directly between the parties
concerned, and (4) the liraited character of the Fund’s operations in its latest
version. Tha Indian prorosal moved in the Commission’s meeting was not
secondod and was lost. It had, however, evoked an unambiguous statement of
‘the United Kingdom’s position in the ‘matter.

The speech of Mr. Shroff and the statements on behalf of the United States,
the United Kingdom and the French Delegations are appended.

81. The ‘Quotas..Unlike the Keynes Plan-and the different versions of the
White Plan which proposed respectively the simple ‘basis of the volume of
international frade and a multiple basis of .international trade, national income
-and fluctuations in balances of pavments, for the determination of relative
jquotas of .member .countries, the Joint Statement bv Experts .issued in April
1944 omitted .any reference o the question of the method by which quotas would
be. fixed. 'The omission was explained by the desire to avoid a decision on such
2 matter before opportunity had been taken to consult prospective participants,!
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though it was clearly recognised by this time that any basis for the determina-
tion of quotas must be complex and must take account of a variety of consi-

derations.

It might be noted at the outset that, given the broad relative distribution
of quotas, the absolute size of the ¥und has been determined principally by
the desire of the United States to limit her contribution to the resources of
the Fund to the figure of her quots, viz., 2,750 million United States dollars,
and all discussion centering upon the absolute size of the Fund was dominated
by the unwilliugness of the United States Delegation to see the American
contribution increased. The United States experts took the view that the
aggregate quotas of all members as laid down in the agreement should be
adequate to the purposes prescribed for the ¥Fund, which, it is expressly provided
" for, is not intvnded to provide resources for relief and rehabilitation, or re-
construction and development, or for financing flights of capital, or for the
clearing of war-time indebtedness.

As regards the determination of relative quotas, a satisfactory quota formula,
it was explained, must give consideration to the multiple functions of the quota,
which are (1) to determine the amount of a country’s contribution of resources
to the Fund, (2) {o define the normal degree of access by a country to tha
foreign exchange pool of the Fund, and (3) to indicate a general measure of the
economic significance of a country and of its relative voice in the management
of the Fund. Hence factors like (i) national income which is a good index of
a country’s ability to subscribe resources to the Fund, (ii) 8 country’s gold and
dollar holdings which are the equivalent of international purchasing power and,
therefore, particularly desiralye assets for the purposes of an international
monetary institution, and (iii) the magnitude of fluctuations in a country's
balance of payments as indicated by import and export data, are regarded as
relevant to the determination of quotas. Over and above these, 'the economic
significance of a country in the world's economy is an intangible factor
impossible to measure even approximately. It depends upon its material out-
put, its foreign trade, its foreign investment, its economic and political strenath.
In the final determination of quotas, allowance should be made for this factor
by an approximate adjustment in the results obtained from the formula which is
emploved. For this purpose it is suggested that an amount equal to 10 per
cent. of the aggregate quotas should be reserved ‘to increase the quotas of any
countries whose quotas as determined by application of the formu'a seem in-
?dequate’, the formula giving the erude quota as being the sum of the follow-
ing quantities: — .

(8) 2 per cant. of the national income of 1939;

(b* 5 per cent. of the holdings of gold and gold convertible exchange as at
January 1944;

(c) 10 per cent. of avernge annual imports 1984-38 inclusive;
(d) 10 per cent. of maximum variation in annual exports 1034-38 inclusive.

As part of the formula, however, it is also suzgested that the total go deter-
mined be incrensed for each country by the percentaze ratio of its averazo
annual exports (1934-38) to its national income, so as to give ‘special considera-
fion, in this way, to those countries whose national inecome is partienlarly
affected by international trade’; in other words, the degree of a countrv's
dependence on internntional trade is recosnised as a factor relevant to the
measure of itg participation in the affairs of the international monetarv institu-
tion. In the actual statistical treatment of the elements in the formula, how-
ever, this last stage hns heen combined with adjustments in consequence of
the intangible factor of ‘economic sirnificance’ referred to above, and the
precise determination of the Final result is not directly traceable to the terms
of a definite formula. -

A The question of the qunta was the last of the important and contentione
issues to be taken up by the Conference. This was perhaps parily because of
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ne i tries
iffienlty of arriving as an agreement among the biggest quota countr
gﬁoﬁg ltlhtg increase pgoposed by Russ_i;l-m l(:ll.el‘ (tluotat £ro$ ‘.tagg _ié;.)ucl).ﬁgoo?lzltg);
dollars, which also required some possible a justments ] T o e
ies. It was probably due also in part to the consideration .
f:l):(? fir;:‘ls)le to allowpud;ustfnents and changes to be proposed and madetx.r:l or;;x;
conference in this matter, after any fund_ument.al accord arrived adt ou sxce fhe
Conferen~e, in view of the interminable difficulties of such a proce uiﬂe. bo}n) 'sed
quently all ectivity towards influencing the decision on quotas took p aceli ehin
the scenes of the Confercnce sessions. The day befo_re the entire quota 1.st.'dwasi
announced i 8 meeting of Commission I on July 13, the quotas of mdlv; u;
countries wer2 communieated to the leaders and representatives of nfmr&y of the
delegations in specinl meetings with the Secretary of the United States
Treasury, Mn Henry Morgenthau, Chairman of the Conference. 14tk
The Indian Delegation met Mr. Henry MNorgenthau on Frlda_v,.the t
July, at 8-10 p.M. Mr. Morgenthau announced the ﬁgu::e'of the Ind}an quota
as 400 million dollars, out cf aggregate quotas of 8,800 million dollaz_'s ior ull‘l_he
forty-four countries represented at the Conference. Mr. Harry White explained
that they had, to start with, applied an economic formula but had made neces-
sary adjustments in the determination of final quotas to allow for the general
(economic and political) significance of a country, which could not be quantitat-
ively represented by the exact terms of a formula, apart from thf_a fact that essen-
tial data were not avsilable for certain countries. Substantwely. the Indlgn
‘quota, in the Americen view was based on due recognition of India’s economic
significance, , B
gninot-her stage before the announcement of the quotas was the setting up of
a Quota Committee consisting of representatives of Belgium, Brazil, (,-ann.da.
China, Cuba, Czechoslovakia, Egypt, the French Delegation, _Inflla, Me:m?o.
New Zealand, Norway, the United Kingdom, Union of Boviet Socialist Republics
and the United States (Chairman). The Committee which met immediately
before the session of the Commission, recommended the quotas of forty-four
nations totalling 8,800 million dollars (given as Schedule A to the Articles of
Agreement) with reservations by China, Fgypt, the French Delegation, Tnfim
and New Zealand. The Delegate of the United States, in moving the adoption
of the Quota Committee’s report in the meeting of Commission I on July 15,
explained that the early hopes of finding an objective scale for the fixation of
quotus had not been realised and that the circumstances of different countries’
varied so widely that the consideration of many factors had been necessary.
He stated that the original schedule based on an ageregate of 8 bhillion dnllars
for the original membership had been increased to 8,800 million dollars. Fifteen
countries had participated in the worl: of the Committee on quotas and five tad

indicated their rescrvation; their task had been difficult but any errors which
may have occurred in the final dete

rmination ware not of intention, but were
the result of the complexity of the problem,

After extended discussion the Commission voted to approve the report of the
Quota Committee. Reservations were made or reconsideration was asked for
by the delegates of Australia, China, Egypt, Ethiopia, the French Deleaation,
Greece, India, Iran, New Zealand and Yugoslavia, The Delegate of the Neth-r-
lands recorded his understanding that acceptance of a quota did not imply ac-
ceptance of any formula on which it may have been based,

Sir Jeremy Raisman on behalf of the Indian Delegation observed: ‘I must
tay a few words in explanation of the fact that it has heen necessary for us to

mnke a reservation on behalf of India. The Delegotion from India is fully
conscious of tha difficulties that had to be tackled in handling this complicated
problain. At the same time they are aware of the strong feeling that prevails
in their country that her economie importance should he dulv recoenised in any
internatimal economie institution of this character. It is not only a question
of India’s size, nor alcne of her population, but that on purely economic ‘eriteria
India is an important part of the world and will be an even more important
rars in the years to come. India is not disposed to arpue about the absolute
siza >f the quota in the menner in which some other countries might wish to do.
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S8he is more concerned about her relative position among the countries that form
the genersl set-up of the Fund. India feels that if due regard is given o ber
economic¢ hnportance, there should be no danger of her failing to acquire a due
share in the councils of the institution. She recognises that other considera-
tions mu>r have been applied in the determination of the final quotas in the case
of certain countries but feels that this procedure should not result in such a
distortiyi of the economic merits of the case, In conclusion, I have to express
my agreement with the representative of the Netherlands that it is not only &
quzstion of the quota but il is the arrangements relating to the management of
the Fund that are our concern.’ .

32. Executive Directorate of the Fund.—We now turn to a brief review oif
the general course of discussions on the mirangements in connection with the
management of the Jund and the question of the executive directorate. These
questions were dealt with by Committee 8 before the Comnission took them up,
gledhthekIndian Delegation was represented on that Committee by Sir Chintaman

samukn.

It may be mentioned at the ouvtset that a decision on the question of the com-
position of the executive body was twice sought to be obtained, first in the
Committea and later in the Commission, before the quotas were announced.
On’both occasions the Indian Delegation raised a point of procedure, i.e., whe-
ther it would be of any sdvantage to discuss the arrangements for the consti-
tution of the executive directorate before the position in regard to quotas, which
had a fundam~nial bearing oun the former, was known. On both occasions the
objeztion of the Ind'an Delegation against reversing what they represented was
the normal order of dealing with the subjects had general support and was ac-
cepted by the Chair. 'The discussion of this question was accordingly taken up
after the quotas had been anncunced.

- The Joint Statement by Experts contained the following provision relating to
the Management of the fund: ‘The Fund shall be governed by a board on.
which each member wili be represented, and by an executive committee. The
executive committee will consist of at least nine members including the repre-
sentatives of the five countries with the largest quotas.” The provisions finally
sgreed upon (1) inecreased the number of executive directors to not less than
twelve, of whom five shall be appointed by the five members having the largest
quotas; (2) reserved two executive directorships for election by the American
Republies; and (3) provided for the representation on the Fund’s Directorste
after two vears of the Fund's functioning, of the two largest creditor countries
on cutrent secount, if not already represented ihereon.

The measnre of intercst shown in the provisions relating to the Executive
Diractorate and allied miatters is indicated by the fact that as many as eleven
alternative proposals, or forms of proposuls, were rresented on this subject; to
some extent, of course, this resulted from the fact that the text of the Joint
Statement only made a bara reference to the framework of the executive body
and did not include full provision for many incidental matters. One of ihe
alternative proposals which fell through was made by the Indian Delegation sug-
gesting the anpointment of six out of twelve executive directors by the six
members having the largest quotas. Another alternative which was rejected
was proposed by the Egvptian Delegation recommending the reservation of one
seat for ‘countries of the Middle Enst’, this expression being not defined. Cuba,
a member of the American Republies, moved in the meeting of the Commission
on July 15, the adoption of the alternative providing for the reservation of two
seats for the Republics (in addition to a number of other malters) which had
the implicit approval of the ‘big five' having the largest quotas. The Indian
Deleaation wished at this stage to move their amendment inereasing the number
of antomati~ally apnoiuted directors to six, instead of five. The Chairman
howeve-, ruled that the main propcsition before the Conimission would be tnker;
up first and only if it were rejected, wonld the amendments be put to voth,
Bines the proposal of the Cuban Delegation was accepted, the alternative pro-
posed by the Indian Delegation was considered as sutomatically lost.
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We propose to refer here to the prospects of India in regard to membership-
of the Lxecutive Directorate as they are affected by her relative quota and the
rulss relating' to election cf Executive Directors laid down in the Articles of
Agreement. The total number of votes of forty-four member countrieg accord-
ing to Schedule A of the Articles-are 88,000 (one vote for every 100,000 dollars
of the quotas) plus 11,000 (250 votes for eack country), i.e., 99,000. Of these,
the number of votes of the five countries with the Jlargest quotas which are
entitled to appoint one executive director each, wviz., the United States, the
United Kingdom, the Unicn of Scviet Socialist Republics, China and France are
62,500 plus 1,250, i.e., 63,750. Again, the number of votes of twenty American
. Republizs (including Phillipine Commonwealth) is 5045 plus 5000 (250 x 20).
i.e., 10,045. These two categories, therefore, make a total of 73,795 votes for
seven execusive directors, leaving a total of 25,205 votes to be cast (by 1%
countries) for the five elective executive directors of which the number of Indian
votes is 4250 or 16 80 per cent. The average number of votes available for each
elective. executive director is 5041. A procedure of one or more ballots is pres-
cribed to ensure that ne votes are wasted, in the sense of being cast for persons
who are not elected. and that all votes are cast for one or other of the elected
directors. No person who received less than nineteen per cent. of the total
number of votes that can be cast (eligible votes), viz., 4,789 according to the
preseat Schedule A, shall be consicered elected, the excess of votes cast for an
elected person above twenty per cent. viz., 5041, being redistributed in a sub-
sequent ballot—without, however, splitting up the votes of any country—to
other persons. Euch time the person obtaining the lowest number of votes, if
five persons are not elected, is eliminated provided that after four persons are
elected, the fifth may Le elected by a simple majority of the remaining votes
(and shall be deemed to have been elected by all such votes). )

Wa may for the purpose of demonstration proceed on the least favourable
assumption (without regard tc probability) that no other country votes for India
in any ballot. No conceivable permutation or grouping of countries will avoid
a certain number of votes being wasted in the limited sense of increasing the
total votes cast for a perzon above nineteen per cent., and the aggregate of 799
votes in excess of 19,156 viz., the minimum number of votes required for four
elective directors at 19 per cent. (the total number of votes of the 18 countries
other than India is 20,955 = 19,156 plus 799) will for the most part be used up
in the ‘excess’ votes cast for the four elected directors. If on an average nearly
21 per cent. of the votes are cast for each person, there will be no other votes
except India’s left over after four persons have been elected. On the least
favourable assumption made above, therefore, the election of India to the exe-
gutive diz"iectorate under the present rules and the present distribution of quotas
is assured. .

There will be one difference, however, between the elected and appointed cr
permanent members. As mentioned in the summary of provisions given in the
last chapter, initially at lenst forty per cent. of the holdings of the Fund of gold
and assets other than a member’s own currency shall be held in the depositories
designated by the four members with the next largest gquotas after the United
States (which shall designate a depository for at least fifty per cent. of the
Fund's holdings). The Fuud may, however, hold such assets in other designated
depositorizs selected by it.

One of the provisions included in the Final Act which was aetively supported
by the Indian Delegntion, was that the Executive Directors should (reside af
and) function in cohtinuous session at the principal office of the Fund. Wo felt
that ‘a country surh as India, situated at such a distance from the principal
office of the Fupd, might be excluded from effective participation in the counsels
of the Tund, unless the Executive Directors were available on the spot for regu.
lar consultation and decision. and that that was the only means of preventing
undus concentration of all executive powers in the single hands of the Manag-
ing Tirector which mipht be extremely dangerous having regard to the nature -
and burden of responsibility involved, This position wag generally accepted b.
the Committee S ' y
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Another provision relating to the staff which was adopted at the instance
of the Indian Delegation, supported by the United Kingdom Delegation, was
_that in appointing the staff the Managing Director should pay due regard to she
importance of recruiting personnel on as wide a geographical basis as possible.

83. Par Values of Currencies,.—The discussion on changes in the par values
of currencies prought out the importance of discovering a proper meun between
the ends of exchange stability and elasticity or of rigidity and fexibility of
exchange rates. On this subject, the Joint Statement provided that changes
in the par value of & member’'s currency should be made by the Fund only with
the approval of a member country, and ordinarily on the latter's proposal, for
the correction of a fundamental disequilibrium; that the Fund should not take
-exception to the domestic, social und political policies of the country applying
for a change in the exchange value of its currency, and should take into consi-
deration the extreme uncertainties prevailing at the time of the original fixation
of eurrency parties. Furthermore, ‘after consulting the Fund a member country
may change the established parity of its currency provided the proposed change
inclusive of any previous change since the establishment of the kund does not
exceed 10 per cent. In the case of application for a further change not covered
by the above und not exceeding 10 per cent., the lund shall give its decision
within two days of receiving the upplication if the applicant so requests.” It
was, however, felt by many countries that these provisions did not go iar
enough to provide the requisite degree of exchange flexibility. The United
?iingdom delegation put forward an alternative provision which was adopted
in substance which makes possible changes in exchange rates to any extent
without the concurrence of the Fund and with only the cbligation on the parb
of a member country to consult with the Fund, but gave the Fund power fo
declare & member ineligible to use its resources without compelling ité imme-
diate withdruwal from the system. The representative of the United Kingdom
explained that the only safeguard which the draft of the ¥und proposals in
the Joint Statement by Experts offered in case of a difference of opinion between
a member and the Fund was withdrawal by the member from the Fund. With-
drawal by a large participant might, however, be an extremely embarrassing
step and it was as well, therefore, that some intermediate position should be
created in which it would be possible to prevent a member from using the
resources of the Fund without its having to withdraw from the organisation.
The general aim was to provide s more workable structure and flexible frame-
work than the crude system of outrizht expulsion under the original proposals.
Certain countries made it clear beyond any doubt that they regarded the mea-
sure of exchange flexibility provided for in the alternative proposed as absolutely
escential to enable them to adhere to any such organisation as the Fund. They
referred to the experience of the ‘thirties’ when depreciation became inevitable
in order to alleviate economic distress and for the avoidance of grave internal
disorders. The Unit-d States delegates appreciated the political character of
this problem having regard to the importance attached by countries to national
sovereignty in the fundamental matter of the external value of their currency.
'On the other hand, some other countries pleaded for a greater degree of exchange
stability. The matter was referred to the Commission and aftér being consi-
dered again by the Special Committee the following provisions were adopted
and appear in the Articles of Agreement of the Fund :—

IV 5. (a) A member shall not propose & change in the par value of ite
currency except to correct a fundamental disequilibrium.

(b) A change in the par value of & member’s currency may be mada only
on the proposal of the member and only after consulfation with the Fund.

fc) When a change is proposed, the Fund shall first take into account the
changes, if any, which have already taken place in the initial par value of ths
enember’s currency as determined under Article XX, Section 4. If the proposed
change, together with all previous changes, whether increases or decreases,



(i) does not exceed ten per cent. of the initial par value, the Fund shall
raise no objection, '
(i) does not exceed & further ten per cent. of the initisl par value, the Fund'

may either concur or object, but shali declare its attitude within seventy-two
hours if the member 50 requests, -

(iii) is not within (i) or (i) above, the Fund may either coucur or object, buf
shall be entitled to a longer period in which to declare its attitude. :

{d) Uniform changes in par values made under Section 7 of this Article shall
not be taken into account in' determining whether a proposed ¢hange falls within
(1), (ii), or (ili) of (c) above.

(e) A member may change the par value of its currency without the con-

eurrence of the Fund if the change does not affect the interpational trans-
actions 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. Iz 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. ’

A word of explanation appears necessary in regard to sub-gection (e) above.
This was incorporated in sccordance with the wishes of the TUnion of Sovieb
Boeialist Republic Delegation who explained that all their foreign trade was
conducted in foreign currencies and payment was made and received in foreiyn
currencies; their foreign trade was transacted on the basis of the prices of the
international market expressed in foreign exchange and the internal level of
prices did not affect the external prices of goods sold by the Soviet Union and
therefore their international transactions. Accordingly, changes in the external
parity of the Soviét currency could not affect the amounts of her exports and
imports or her international transactions and could not therefore be regardzd
as competitive exchange depreciation (or appreciation); they only served an
internal book-keeping purpose.

34. Uniform Changes in par values of currencies,—The question of uniform
changes in the gold values of all currencies was the subject of a somewhst
lengthy debate. It will be recalled that the Keynes Plan provided for a change
in the gold value of ‘Bancor’,—the proposed international currency unit, by
means of a four-fifths majority, while the original United States Treasury Plan
contained no corresponding provision as regards the proposed new unit of accoant

the ‘Unitas.” Such a provision was, however, inserted in the Joint Statement
in the following terms:—

‘Article TV—Section 5. An agreed uniform change may be made in the
gold value of member currencies provided that each member country having 10
per cent. or more of the aggregate quotas approves.’

The alternative sponsored by the United Kingdom and the United States
Delegations in the Conference proposed that the Fund may make uniform pro-
portionate changes by majority vote (viz., by majority of voting power) in the par
values of the currencies of all the members, provided each such change is
approved by every counfry which has 10 per cent. or more of the apgregate
quotas (i.e., the United States, the United Kingdom and Russia according to
the present quotas). -The general justification for some provision for altering
the gold value of all currencies together under an international monetary system
is, of course, obvious from the history of the ‘thirties’ when this question was
decided in practice through & process of trial and error and unilateral currency
depreciation by different countries at different times. resulting in grave injury
tn trade. production and employment everywhere. The aim of such a provisiorn
would be to entrust to an international institution the task of determining the
relation between gold and currencies as a whole from the point of view of world’
welfare, and there was no difference of opinion as regards its desirability in
general. The formula proposed for effecting a umform change, however, implied
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;'l;ha_t such a change could be made at the option of the three Iargest members.
This raised strong opposition on the part of the small countries. An smendment
was moved to the etfect that the support of a majority of the number of member
countries should be required for a change in the gold value of all currencies as
well as 8 majority of the voting power and the votes of members with 10 per
cent. or more of the quota. It was argued in support of this amendment that
a change of this fundamental character should not be left to be made with
the apprpvgl only of the largest countries but shouid be made with the approval
of a majority of the member countries of the Fund. A compromise proposal
suggested that the support of at least one-third of the number of member
countries should be required over and above a majority of voting power and the
approval of countries witk 10 per cent. or more of the total quota. This pro-
posal appeared to have a considerable measure of support at the time that it was
Presented but no definite agreement was forthcoming and the question was
referred to the Special Committee; the proposal which emerged from that Com-
mittee and was accepted by the Commission made an attempt to meet the point
of view of the small countries by adding a proviso to the section as follows:—

'1.‘139 par v_alu_e of a currency shall, however, not be changed under this
provision if, within seventy-two hours of the Fund's action, the member informs

the Fund that it does not wish the par value of its currency to be changed by
such action.’

35. Range of Varjation of Exchange Rates.—A matter of some importance
was the determination under the Fund scheme of substitutes for the old ‘gold
points’ or the range between which .exchange rates would be allowed to
fluctuate without the Fund’s intervention, Three sections of the Joint
Statement made a reference to this subject in the following terms:—

‘Article IV. ......... all transactions in member currencies shall be at rates
within an agreed percentage of parity;” ‘IX. Obligations of Member
Countries. 1. Not to buy gold at a price which exceeded the agreed
parity of its currency by more than a prescribed marg'n and not to sell
gold at a price which falls below the agreed parity by more than a prescribed
margin; 2. Not to allow exchange transactions in its market in currencies of
other members at rates outside a prescribed range based on the agreed parities.’

Two issues were involved in a decision on this subject: In the first place,
should the Fund prescribe only the maximum permissible limits of variation
from parity, leaving the individual countries free to dstermine separately for
themselves the range of their exchange rates within the maximum limits ot
should the Fund determine the precise degree of fluctustions allowed for member
countries’ exchange rates within the maximum spread? -‘In the latter case,
should the Fund prescribe the limits of exchange variation separately in respect
of each currency against every other currency, taking into account the relevant
factors of distance between countries, the time taken in, and costs of trans-
mission of, trade bills, ete? As soon as the issues were thus stated and became
sufficiently clear, it was decided that the Fund could only lay down a general
maximum margin for changes in exchange rates, and individua! countries might
be left free to regulate the variations of their exchanges within the preseribed
over-all limits, The special position of forward transactions and the need of a
further margin for them in relation %o spot transactions was also recognised.
The relevant provisions incorporated in the Final Act are as follows:—

Article IV. Section 2. Gold purchase based on par values.—The Fund
ghall prescribed a margin above and below par value for transactions in gold
by members, and no member shall buy gold at a price above par value plus the
prescribed margin, or sell gold at a price below par value minus the prescribed
margin. '

¢Bection 8. TForeign exchange dealings based on parity..—The maximum and
minimum rates for exchange transactions between the cuarrencies of members
taking place within their territories shall not differ from their parity, (i) in the
case of spot exchange transactions, by more than 1 per cent., and (ii) in the
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case of other exchunge transactions, by a margin which exceeds the n.:nargm for
spot exchange transactions by more than the Fund considers reasonable. )

A second guestion which called for decision in this connection related to the
character and measure of responsibility of the member countries to ensure that
the provisions of the Agreement in this matter were enforced in their territories.
The precise nature of the problem presented: is made clear by the following
provisions proposed under one of the alternatives:

‘Each member undertakes, through appropriate measures authorised under
this Agreement, not to permit within its jurisdictior_l an appreciation or
depreciation of the exchange value of its own currency in terms of gold beyond
the range prescribed under (a) above. A member whose monetary authorities in
fact freely buy and sell gold within the prescribed range, to settle international
transactions, shall be deemed to be fulfilling this undertaking. :

Exchange transactions in the territory of one member involving the currency
of any other member, which evade or avoid the exchange regulations prescnbgd
by that other member and authorised by this Agreement, shall be an offence in
the territory of all members.’

It was pointed out during the discussion on tkese proposed clauses, in which
the Indian Delegation participated, that where a country imposed exchange
regulations, it should be responsible for enforcing them and not the country
where the transactions took place; for the liability of transactions completed in
pood faith to be made an offence, through a violation of the exchange regula-
tions of any other member country, might seriously disturb trade. It was,
however, explained by the United States Delegation that the intention of the
proposed additions to the text of the Agreement was only to ensure reasonable
co-operation of member countries with one another in the reciprocal observance
¢f their exchange regulations. The following provisions were accordingly
incorporated in the final Articles of Agreement:

Article TV. Section 4(b). Each member undertakes, through appropriate
measures consistent with this Agreement, to permit within its territories exchange
transactions between its currency and the currencies of -other members only
within the limits preseribed under Section 8 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 bs deemed to be fulfilling this undertsking. .

Article VIII. Section 2(b). Exchange contracts which involve the curreney
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 ths territories of any member, In addition, members inay, 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 reculations are consistent with this Agreement.

56. Rate of Utilisation o Quotas and Waiver of Conditions.—Another subject
of some lively controversy related to the rate at which the quotas of member
countries should be allowed to be used up. One of the conditions on which,
according to the Joint Statement by Experts, a member should be entitled to
buy another member’s currency from the Fund in exchange for its own currency,
was that the Fund’s total holdings of the currency offered (after having been
restor'ed, if below that figure, to 75 per cent. of the member's quota) had not
been incrensed by more than 25 per cent. of the member’s quota during the
previous twelve months and did not exceed 200 per cent. of the quota; it was,
however,_ndded that the Fund might in its discretion and on terms which safe-
guarded its interests waive the above -condition. Broadly, two alternative
proposals were made in respect of this provision, both having the effect of
Iberalising the extent and range of the draft by a member on, the resources of
the Fund. (_)ne alternative sugpested that 83 1/8 per cent. be substituted «for
23 per cent. in the ahove condition so that 8 member could draw upon its quota
in lnr:,:er instalments or at a quicker rate when required. The other alternative
proposed that the total holdings of the Fund in the currency of a member
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country initiating the purchase shall not exceed 125 per cent. of the quota in
"tbeth first, 150 per cent. of the quota in the second, 175 per cent. of the quota
i e, e E o oo Sl e
reframed from vsing o uotae ;u :c otfht g; Izrowsxon ::;)uld be that if & member
draw upon the qubay qth s ing ; e first one or two or three years it zould
third years dqlo 0 the extent of 50 and 75 per cent. in the second and
It o 3’1d an 0 per cent. in the fourth year and in every year thereafter.
~would make possible the building up of idle balances by admitting the
principle of carry-over implied in the formula. The proposal was sujported
on the ground that certain countries required much greater latitude and elasticity
In the use of their quota owing to the extreme seasonal disturbances, the large
variations of prices and the severity of incidence of the business eycle in their
case, and the consequently wider amplitude of fluctuations of their balances of
Payments; thy waiver clause was not an altogether satisfactory way of meeting
thig kmd' of situation. Also the Fund had a safeguard against abuse of these
comparatively liberal provisions in the right to make recommendations to a
country 1-ega.rding the proper use of its resources and to declare a member
country ineliglble for-access to the Fund if its recommendations were not
-accepted. On the other hand, it was argued that the Fund had discretion to
give larger advances wherever necessary, that its discretionary powers in this
respect should be sufficient in most circumstances, that the limitation of a
draft on quotas to the maximum extent of 25 per cent. every year was desir-
able and necessary and, indeed. that the policy of conservation of resources and
of building up the reputation and credit of the Fund was in the collective
interest of the debtor countries themselves. If the Fund were too liberal in
disbursing funds, the debtor countries which were late in claiming assistance
‘might find the resources of important and vital currencies exhausted by the
demands of those who were at the head of the queue. It was, however, recog-
rised that due regard should be paid to the exceptional circumstances of certain
countries making requests for advances, arising out of the corditions of their
trade and balance of payments. Accordingly, in the final provisions incorpora‘ed
in the Articles of Agreement a proviso was inserted in the rection regarding the
waiver of conditions empowering the Fund to waive the prescribed terms
‘especially in the case of members with a record of avoiding large or continuous
use of the Fund’s resources’; also, ‘In making a waiver it (the Fund) shall take
into consideration periodie or exceptional requirements of the member requesting

the waiver.’

37. Repurchase by a member of its currency held by the Fund.—A provision
of some interest is eontained in Article V, Section T(b) relating to repurchase by
a member of its ourrency held by the Fund, sub-section (b) (ii) being of parti-
cular significance to countries which conduct a large proportion of their foreign
trade in terms of foreign currencies such as the sterling or dollar and which

maintain their foreign exchange balances in these currencies.

The problem which these provisions are intended to solve is this. Curren-
cies like the dollar and sterling are important media of international transactions
and are customarily employed in setilement of contracts over a wide field of
trade in preference to many national currencies and it is not the aim  of the
¥und Agreement to undermine the use of the major world currencies in  inter-
national trade. Now under the general mechanism of the Fund it would be
unobjectionable for a country (sny Indin) to build up dollar balances if it had a
surplus balance of payments with the United States (and a favourable halance
of payments on the whole) since no draft on the do'lar resources of the Fund
or of other countries is involved hy this means. Nor is there any objection
from the point of view of the Fund if a country acquires dollars in trade with s
third country (viz., countrv other than the United States) and utilises them
to make payments (1) ig the United Stafes, or (ii) in other countries: in the
two cases the use of the dollars avoids respectivelv a drain on the Fund’s re-
sources of dollars or the use of other resources of the Fund. But if g country
acquires dollars from countries other than the United States (viz., third
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i od builds up dollar balances, its favourable balance of payments-
‘:g::lt;“]ansg.v: drained dol‘?ar resources from other pountries or from.the, F_und}
In such a case, the use of the dollar as an ordinary ‘medium of internationak
payments might indirectly result in the American contribution to the Fund (v‘tz.
dollars in the Fund) being drawn upon to finance the deficit of one country (say
Brazil) in her trade with a third country (say India), and to assist the latter
1o accumulate idle dollar reserves. It was felt desirable that tl;ns result should
be generally avoided by securing in substance that the Fund's holdings of a
couniry’s currency are used to meeb its favourable balance of payments or the:
final liabilities of other countries to it through the repurchase provisions in sub-
section 7(b)(i). The fullest use of the holdings of a country’s currency with the_
Fund can, however, only be ensured if the repurchase provisions are extended
to cover the entire increment of dollars (or other ‘currency) resylting from a
country's favourable halance of payments in dollars (or other currencies) with
countries other than the United States (or other relevant country) and it is the
aim of sub-section 7(b)(ii) to secure this. The conditions stated in sub-sectiorr
(¢), however, limit the scope of these provisions so that they shall not be us.ed
either to deplete a country’s monetary reserves or its currency holdings witl
the Fund below certain substantial limits (75 per cent. of the quota) or to
require the surrender to the Fund of currencies of which the Fund already had
a relatively substantial holding (75.per cent. of the quota).

The broad objective of these provisions, therefore, is to safeguard, within
certain limits and up to a defined extent, the resources of the Fund against
being diverted to the accumulation of idle balances of foreign exchange, without

interfering direetly with the free use of the major currencies for financing the
fiow of current international trade.

38. The Scale and System of ChargeS.—The charges fo be levied on mem-
bers on the holdings of their curreney with the Fund in excess of the quota, i.e.,
for purchasing foreign exchange from the Fund, was another question which dis-
closed sharp differences of points of view in the Committee.

It was explained in support of the level and the scheme of charges that in
practice there would be a continuing trend for the Fund’s holdings of currencies
in strong demand to decrease, and of those in light demand to increase, and
that it was very desirable to ensure that the countries selling currencies to the
Fund should have sufficient inducement to repurchase them so that the balance
and strength of the system might be maintained. The provisions of the Fund
had to contain adequate safeguards against undue and excessive resort fo its
facilities and against short-term borrowing being converted into long term loans;
for, unlese the operations of the Fund were conducted on a sound husiness has's
it would run into troible and the weak debtor countries which took objection to
the high rates of charges would be the principal sufferers in consequence. On
the other hand, it was argued that the Fund was not a profit-making organisa-
tion, that it did not need to collect large reserves and that the limitation of the
use of its facilities was amply safeguarded by the various provisions under which
a member country could be declared ineligible to use the resources of the Fund
in the event of abuse. The description of the rates as originally presented as
minimum rates, wag also the subject of criticism, and the countries which feared
the application of gtill higher rates against them pressed for some fixation of
maximum rates or the conversion of the proposed minimum rates into normal
rates to be levied uniformly in respect of all countries. Reference was also made
during the discussion on charges, in which the Indian Delegation took part, to
the bearing of tariff policy on the smooth functioning of the Fund. It was
‘pointed out in ‘particular that unless the United States altered its tariff policy
and became a great importing as well as exporting country, the efforts of other
countries to set their house in order would only lead to restriction; the scheme
of charges proposed placed the entire burden of adjustment on the debtor,
whereas, if the objective of expansion was to be attained, there was as strong
a case for penalising the countries whose currencies grew scarce as for penalising
those whose currencies accumulated with the Fund. Altogether, many shades
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of difference of opinion were heard in, th i i
these to the Confmission. (fhe Commitiee and it was agreed to report:
At the very outset of the consideration of the question in the Commission,
one of the delegates reiterated the objections to the very principle of the-
charges being levied exclusively on the debtor countries and suggested the appli-
cation of some kind of penalty against the creditor as well, declaring that the
proposals in their existing form were contrary to the purposes of the .Fund.
The delegate of the United States observed during his reply that the aim of
the Fund was to stabilise currencies and unless some deterrents were placed on
overdrafts the Fund would get out of balance. Hs explained that in their view
the rates were very moderate and the United States did not propose to give up
its right to adopt such rates as it thought fit to adopt; that they regarded the
rates as absolutely pecessary in the interests of the functioning of the Fund;
and, indeed, that without acceptance of the principle of charges and increass
in them according to the period of overdraft, the United States Delegation could
not go ahead with the Fund. The United Kingdom delegate generally support-
ing the stand taken up by the United States Delegation, remarked that the p'rin-‘
ciple of the charges seemed to them reasonable and necessary and, so far as
could be humanly foreseen, the scale proposed was appropriate.  Their sole:
roservation applied to the lack of symmetry in the provision for changes in the
scale in the United States proposals, according to which the rates could be-
increased at the discretion of the Fund but could not be reduced. The Com-
mission adjoyrned at this stage and at its next meeting the draft of the United
.State_s proposals was approved with the omission of the description of the scale
“as minimum charges and the inclusion of the United Kingdormn amendment that
the rates may be changed (in cither direction) by a three-fourths majority of the
total voting power, ' '
39, Treatment of Epemy-occupied Countries in the Fund.—Amendments-
were introduced in respect of two provisions of the Articles of Agreement relating-
to the Fund' to give more favoured treatment to countries whose territories had
been devastated or damaged by enemy occupation and required large-scale re-
construction and rehabilitation. One of the proposals which was supported,
among others, by the U. S. 8. R. and French delegates, related to the redue-
tion by 25 per cent. of the gold contribution (as part of their quota subserip-
tions) of countries devastated by the war. I{ was rejected after some debate
by the Commission on July 15 (afterncon). Another proposal related to the
modification of the provisions regarding the repurchase of a country’s currency
held with the Fund in favour of enemy-occupied countries, to the effect that
‘in the easas of members whose metropolitan territories 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 territories shall
not be included in computations of their monetary reserves or of increases in-
their monetary reserves.” This was adepted by the Commission. :
~ 40. Offices and Depositories.—In regard to the principal office of the Fund,.
which aceording to the Articles of Agreement is to be located in the territory
of the member country having the largest quota, viz., the United States of
America, the United Kingdom Delegation recorded a reservation. In the opinion
of the British Government, as announced by the delegate of the United Kingdom
in the meeting of Commission I on July 18, the location of the headquarters of
the Fupd should have reference to the location of other international bodies-
that will be established. No final decision on this matter should, therefore, be-
taken pending the general determination of the framework of thesa other bodies.
The same reservation applied to the headquarters of the Bank. The United
Kingdom Delegation urged that all such inter-related questions should be left
for inter-Governmental decision at a later date.

Criticism was nlso voiced by a number of delegates in the course of dis-
cussion of certain proposed provisions which sought to lay down the distribution-
of gold among depositories. It was urged that no hard and fast formula should
be laid down limiting the discretion of the Executive Directors in the matter of
location of the assets of the Fund, particularly gold, as rigid regulation in this-
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-respect would involve unnecessary shifting of gold in order that certain per-
-centages should be adhered to. Considerations of safety and convenience would
naturally guide the Executive Directors in the matter, which should be left to
their responsibility and judgment. In the draft of the provision as finally
-approved the word ‘initially’ was added at the beginning so as to restrict the
application of the prescribed distribution of gold and assets other than a mem-
-ber's own currency to the time of initiation of the Fund.

41. Family Remittances and Current Transactions.—Under the article relat-

ing to Explanation of Terms XIX (h) (4) ‘moderate remittances for family living
expenses’ are specifically included among current transactions. At an earlier
-stuge this reference related to ‘moderate immigrant remittances.” The delegate
of the Union of Soviet Socialist Republics proposed its deletion on the ground
that it would be ditlicult to distinguish immigrant remittances which were
capital transactions from those which were current transactions, and that the
position might be left to be determined by the Fund in agreement with the
members concerned. The Indian Delegation in common with a number of
‘other delegations opposed the amendment having regard to the large number
of Indian labourers serving in foreign lands and the assurance which the specific
inclusion of this provision would afford in respect of their interests. It was
pointed out in the course of the discussion that obligations to the family are of
more than a contractual nature and should be placed at least on a par with
contractual obligations. The specific inclusion of moderate remittances for
family living expenses under the concept of current transactions was accordingly
accepted by the Commission in its meeting on July 19 with the elimination of
the limiting word ‘immigrant’. '

42. Furnishing of Information.—On the question of furnishing the fullest
information to the Fund in respect of a country’'s economic and financial position
and its balance of payments, with due regard to the varying ability of different
-mmembers to supply such information, there was no serious difference of opinion
among the generul body of the delegations. Opposition, however, came from the
U. 8. 8. R. Delegation which submitted a much smaller list (excluding inter
alia data regarding the production of gold) than the list proposed and finally in-
cluded in the Articles of Agreement. The Commission accepted the larger lish
as being necessary not only for the efficient conduet of the Fund’s operations,
but also for the general and reciprocal improvement of the state of economic
and financial knowledge of member enuntries, the U. 8. 8. R. delegation record-
ing its opinion that the information should be confined to the mimimum neces-
sury for the effective discharze of the IFund’s duties. This proviso aceordingly
qualifies the list of data ineluded under Article VIIT, section 5, on the furnishing
of information.

43. Fixing initial par values.—During the discussion on the subject of fixing
initial par values, the Indian Delegation pointed out that, as they were memboers
of the Sterling Bloe, unless previous intimation was given by the United King-
dom of their decision regarding the fixing of the par value of sterling in terms
of gold, India will not have sufficient time to notify the Fund of thc_pnr value
-of its currency. The Indian Delegation further pointed out that it should be
appreciated by the Committee that a change in the de facto par value of sterling
may necessitate a change in the par value of the rupee and therefore it was
absolutely essential that India should have sufficient notice of the par value of
aterling notified by the United Xinpdom to the Fund. The United Kingdom
delegato assured both India and all members of the Sterling Bloc that previous

intimation of the par value of sterling will be given to members of the Sterling
Bloe.

CHAPTER 1IV
A. Tnternational Bank for Reconstruction and Development: Summary of Articles
of Agreement
44. The Articles of Aareement of the Tnternational Bank for Reconstruection
and Development comprise eleven articles and two schedules. The articles
Telate, among other mntters, to purposes, membership in and capital of the
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Bonk, general provisions relating to loans and guarantees, operations, organi--
sation and management, withdrawal of membership and suspension of member-
ship or operations, final provisions regarding inauguratian of the Bank ete.

45, Purposes.—The purposes of the Internationasl Bank are to assist in the
reconstruction and development of territories of member countries by facilitating
the investmeut of capital for productive purposes, including the restoration of
war-damaged economies, the reconversion of productive facilities to peace-time
needs and the encouragement of the development of productive resources in
less developed countries; to promote private foreign investment by meuns of
guarantees or participation in loans and other investments made by private
investors, and to supplement private investment by direct loans for productive
purposes out of its own capital, funds raised by it and its other resources; to:
promote the long-range balanced growth of international trade and the main-
tenance of equilibrium in balances of payments by encouraging long-term inter-
notional investment, thereby assisting in raising productivity, the standard of
living and conditions of labour in member countries, ete., ete.

408. Membership.—The original members of the Bank ghall bs those mem-
bers of the International Monetary Fund which accept membership in the Lank,
and other members may be admitted later by the Bank.

47, Capital.—The Bank shall have an authorised capital of 10,000 millions-
" in terms of United States dollars of the weight and fineness in effect on July

1, 1844, divided into 100,000 shares of 100,000 dollars each available for subscrip-
tion only by members. The capital may be increased by a three-fourths
majority of the total voting power.

The original members shall subscribe the minimum number of shares of the-
Bank set forth in Schedule A, totalling 9,100 million, the remaining portion of
the capital stock being reserved for subscription by other members. According
to the distribution of share capital laid down in the schedule, the fourtnen
largest holders of shares (in terms of United States dollars) will be the United
States 8,175 million, the United Kingdom 1,300 million, the Union of Soviet
Socialist Republics 1,200 million, China 600 million, France 450 million, India
400 million, Canada 825 million, Netherlands 275 million, Belgium 225 million.
Australia 200 million, 'Czechoslovakia and Poland 125 million each, Brazil 105
million and the Union of South Africa 100 million. Twenty per cent. of a
member’s subscription shall be paid or subject to call as needed by the Bank
for its operations and the remaining eighty per cent. shall be callable only
when required to meet the obligations (on account of defsults by borrowers)
arising out of participation in direct loans out of funds borrowed in a member

country or out of guarantees by the Bank of loans made by private investors
through the usual investment channels.

The liability on shares shall be limited to the unpaid portion of the shares,

The subscription of 20 per cent. shall be paid in gold or United State dollars
and in the currencies of the members (or their securities) as follows: 2 per cent.
in gold or United States dollars and the remaining 18 per cent. in the currency’
of & member; when a call is made out of the remaining 80 per cent. of the linbi-
lity. referred to above, payment may be made in gold, in United Stn.fes dn!lnm
or in the currency required by the Bank for the purpese of discharzing obliea.
tions for which the call is made. The 2 per cent. payable as above shall .be*
paid within sixty days of the Bank's beginning operations; enemy-occupied’
countries may postpone payment of one-quarter of the amount thns.pnmh]o'
for five vears, and other postponements may be allowed under certain emer-
gency circumstances. Not less than 10 per cent. altogether of the price of the
share shall be calted by the Bank within one vear of its beginning cprrations,
but not more than 5 per cent. of the price of the share shall be called within
any period of three months. ¢ cortai on of b bries

holdinos of the Bank of certain currencies of member countries:
aerths- ?rf:lnet?'!i original suberiptions to the Banlk, shall be maintained throughr
the member paying to the Fund, or the Fund returning to the member, ans
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-amount of its currency equivalent to the reduction or the increase respectively
An the par value of a member’s currency held by the Fund. .This provision may
ibe waived by the Bank in the event of s uniform proportionate change in the
par values of all currencies brought about by the lnternational Monetary Fund.

. Ibe shares of the Bank shall not be p.edged or encumbered in any manner
-and shall be transferable only to the Bank.

48. General Provisions relating to Loans and Guarantees,—The Bank’s re-

-sonurces and facilities shall be used for the benefit only of members for develop-

. ment and reconstruction alike, but with special regard so far as conditions and

-termr of loans are concerned to lightening the financial burden of reconstruction.

The treasury, central bank, stabilization fund or vther similar fiscal agency
-ghall be a member’s agency for dealing with the Bank.

The total amount outstanding of guarantees, participations in loans and
.direct loans made by taze Bank shall not be increased beyond the sum of tne
unimpaired subscribed capital, reserves and surplus of the Bank.

The Bank may guarantee, participate in, or make loans to any member or
.any political subdivision thereof and ar.y business, industrial, and agricultural
enterprise in the territories of a member provided that (i) when the loan is not
made directly to the Government of a member, the Government or central
‘bank or other comparable agency fully guarantees the repayment of the principal
yand the payment of interest ete., on the loan, (ii) the borrower would be unable
otherwise to obtain the loan on remsonable -conditions, (iii) the project is recom-
mended after careful study by a competent committee, (iv) due regard is paid
to the capacity of the borrower or guarantor to repay, and to the interests of the
-members as a whole as well as the borrowing member, (v) the Bank receives
suitable compensation for its risk, (vi) the loans ars for the purpose of specific
.projects of reconstruction or development.

The Bank shall impose no conditions as to the expenditure of the proceeds
.of a.loan in any particular member country or countries. The borrower shall
be permitted to draw on the proceeds which shall be credited to his account
with the Bank, only to meet expenses in connection with the project as they

are incurred.

49. Operations: Methods of making or facilitating loans.—The Bank may
make or facilitate loans salis{ying the general conditions specified above (i) by
direct lnans, cr participations in loans out of its own funds, (ii) by direct loans,

-or participation in loans, out of funds borrowed in a member country, and (iii)
by guaranteeing private loans in whole or in part,—in the last two cases with the
approval of the member or members in whose markets the funds are raised
and in whose currency the loan is denominated and with its or their agreement
that the proceeds may be freely exchanged for the currency of any other
member. . ' :

50, Operations: Availability and transterability of currencies.—Currencies
paid into the Bank as part of the twenty per cent. subseription of members
subject to call in the ordinary course as described in para. 47 above, shall be
loaned, and currencies received' by the Bank from borrowers or guarantors in
payment an arcount of principal of direet loans made with the aforesaid eurren-
cier, shall he reloaned or exchanged for other currencies only with the approval
of the memhers whase eurrencies are involved; provided, however, that if neces-
rary, after the Bank’s subscribed eapital hns been entirely called, such curren-
cier shall, without restriction hy the members be used or excharged for other
cuirencies required to mect the Bank’s obligutions or liabilities on various
uweeonnts,

The Bunl: mayv use without restriction currencies recsived in repayment of
principal of direct loans made out of funds borrowed in a member country, to
make amortization pavments or to anticipate payment or repurchase of any
of tha Bnnk's obligations. S ' :

All other currencies available to the Bank shall be iised without restricfion:
+by the members whose currencies are offered. Currencies raised in the markets
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of wembers by borrowers on loans guaranteed by the Bank shall also be free
Arown resiriclion as to thew use. :

51. Operations: Provision of currencies for direct loans.—The Bank shall fur-
L0 e BLLTUWILY lueluber with suca currencies of oluer merbers as are neaded
dor expendisures in toeir territories. ln excepuional circumstapces when locul
currency required for the purposes of the loan cannot be raised by the borrower
“0U redsonabie terms, the Bauk may provide the borrower with that currency,
and if the project gives rise indirectly to an increased need of foreign exchange,
with goid or toreign exchange up to tde amount of the borrower s local expen-
diture: Aiso, in-exceptional ecircumstances, when the spending of a loan in 8
mewmber's territory gives rise to increased need for foreign exchange by the
metnber, the Bank may repurchase with gold or foreign exchange a part of that
rmeinber’s currency thus spefit.

52. Operations: Payment Provisions,.—The terms and conditions of the lcans
and guuwruntees shad be determuned by the Bank. In respect of luans made
-out vt funds borrowed in 8 membe. country, and guarantees of private loans,
the rate of the Bank’s commission shall be not less than 1 and not more than
1} per cent. per annum on the outstanding portion of a loan during the first ten
years of the Bank’s operations, and may be reduced thereafter in respect of the
4_3_xxstlng as well as future loans, if a reduction is justified by the state of reserves;
m respect of future loans the rate of commission may also be increased if this
-appears advisable.

All loun contracts shall stipulate the currency or ecurrencies for payments to
the Bank, though such payments may be made in gold or, if the Bank agrees,
in a different currency to that stipulated. .

Loans mnde out of the 20 per cent. capital subscribed by the memberg
. towards the Bank’s loan operations, shall be repaid, and interest thereon paid,
in the currency loaned, unless the member concerned agrees otherwisn.

If a member suffers from an acute exchange situation, the Bank may relax
‘the conditions of payments with respect to the whole, or part, of the annual
service so as to (i) accept service payments on the loan in the member’s own
currency for periods up to three years, upon appropriate terms regarding the
maintenance of the foreign exchange value of that currency and its repurchase,
or so as to (i) modify the terms of amortization or extend the life of the loan,
-or hoth, ) .

The amount of commission received by the Bank in respect of loans out of
‘horrowed funds and guarantees of private loans shall be set aside as a speci?l
reserve in liquid form ngninst the linhilities of the Bank. The first charge in
respect of losses -avising out of defaults on loans shall be against this reserve,
after which the other reserves, surplus and capital and the unpaid subscriptions
shall be drawn upon in order.

The Bank shall have the power to buy and sell securities which if has issued,
puaranteed, or invested in. with the approval of the member in whose marke:ts
the transnctions are to be effected: to borrow any member's currency with its
approval: hy a thren-fourths maiority of the total votes, to buy and eell other
Seonrities for the investment of the special reserve and to deal with anv person,
partnarchin, nsrociation. corporation or other legal entity in the territories of
-any memhber,

53 Oroanization and Management.—Manv of the provisions in _regard to
the awaaniention and manacement of the Bank are similar to those in respect
-of the Tund and need not be mentioned in this summary.

The Rank shall have a Bonrd of Gnvernors. Exeentive Directors, a Prpsidf‘nﬁ
and =tnf. The Ronrd of Governors shall concist of one covernor and ona alter-
nate annaintad hv each member tn gerve for five vears hnt to be eligible for
ronnnaintment.  The Board ehall at least hold an annual meeting. Fach
meamhar chall hava 250 vnater nlns one additional wnte tor ench ghare of stork
$old  Thawe shall he twelve Fxeeutive Directors who need not be Governora
and of ‘whom five shall be appointed by the fivs members having the largest
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number of shares, and seven shall be elected by the remaining members; the
executive directors shall be appointed or elected every two years. Kach di.rector
shall appoint an alternate with full power to act for him when he is not
present.

There shall be an Advisory Council to advise the Bank on matters of general
policy, of not less than seven persons seiected by the Board of Governors in-
cluding representatives of banking, commercial, industrial, labour and agricul-
tural interests, and with as wide a national representation as possible. The
Council- shall meet at least annually.

In deciding on loan applications or guarantees relating to matters directly
within the corapetence of any genera] international organisation or publie
internationnl orgnnisations having specialised responsibilities in fie'ds related to
the Bank and participated in primarily by members of the Bank, the Bank
shall give consideration to the views and recommendations of such organisations.

The principal office of the Bank shall be located in the territory of the mem-
ber holding the greatest number of shares. The Bank may also establish
regional offices and determine the location of, and the arcas to be covered by,
each regional office, which shall be advised by a regional council.

The provisions in respect of depositories are similar to those in the Fund.

In any distribution of net income, the first charge shall be that of a paymens
up to two per cent. to each creditor member on the basis of the average amount
outstanding of the loans made out of the currency corresponding to its eapital
subscription, referred to above in the provisions relating to ‘capital’; the bulance
shall be paid to all members in proportion to their shares. Payments to each
member shall be made, as far as possible, in its own currency.

54. Withdrawal from Membership,—Any member may withdraw from the
Bank at any time by transmitting a notice in writing tc the Bank, the with-
diawal to become effective when such notice is received. There are provis'ons
for suspension of membership and eompulsory withdrawal by 2 member after a
period of suspension.

Any member which ceases to be a member of the International Monetary
Fund shall automatically cease after three months to be a member of the
Bank unless the Bank by three-fourths of the total voting power has asreed to
allow it to remain a member.

The Articles contnin specific provisions, as do the Fund articles, for sett'e-
ment of accounts with governments ceasine to be members, for suspension of
operations and settlement of obligations, for amendment of the Articles of
Agreement and for interpretation as well as for the status, immunities and
privileges of the Bank and its officers.

55. Final Provisions.—The Agreement shall enter into force when it has
been signed on behalf of povernments with minimum gubseriptirng of not less
than sixty-five per cent. of the total of $9,100 million given in Schedule A,
but in no event before May 1, 1945. It shall remain open for signature at
Whashington on behalf of the governments of the countries represented at the
Conference until December 81, 1945, :

The Articles of Agreement have two schedules relating to A. Subseriptions
and B. Election. of Executive Directors. ‘

B. THE INTERNATIONAY, BANK: REVIEW OF DISCUSSIONS

56. It has been explained in Chapter I above that the work of Commission
IT wag more compliented in some respects than that of Commission T heeause
of the smaller amount of preparatory work on the proposals which the Commis-
gion had to examine. The handicap in this respect was, however, by no means
considerable. The main work in ecnnection with the Bank pronosnls before the
Conference took place had been done by the United States Treasnrv experts,
who issued a Preliminary Draft Outlire of a Propnsal for a TInited Nations Bank
for Reconstruction and Development in November 1943, and by the United
Kingdom officials who e >mmunicated the conclusions of their eritical examination.
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of the United States proposals to the United States Treasury in April
y44; o arnving  ab these conciusions the United kingdom ofiicials
bad bhad the advantage of discussions with the techmiesl representatives
of lndia and the Uominions. ‘Lhis was foliowed by an exchange of notes
and wviews between the United Stales and Umted Kingdom
experts which resulted in considerable progress towards sgreemeunt on funda-
mentals and on the numerous complicated technical provisions of the Interna-
tional Bank, thereby greatly faciitating the work of the Conference. The
sessions of Commission LI were tewer, generally shorter in duration and showed
more expedition than of UCdmmission [. Wide disagreeinent was disclosed oanly
on & few large matters and the discussiony were bnef and yielded relatively
quick conclusions. A reference is made in the following paragraphs to the more:
significant matters debated in the Commission meetings. . : :

57. Name.—First, as regards the designation of this international monetary
institution as &' ‘*Bank’’. in so fskas we cun speak of cupital subscriptions,
loans, guarantees, issue of bonds, etc., the new financial institution may have’
gsome sapparent claim to the name of Bank, but the type of shurcholders, the
nature of subscript.ons, the exclusion of all deposits and of short-term loans, the
non-profit basis, are foreign to the accepted nature of & Lank. "It was however,
largely by accident born, so to spesk, with the name ‘Bank’, and ‘Bunk’ it
remains, mainly because no completely satisfactory alternative name could be
found in the dictionary for this unprecedented institution. )

58. Purposes.—The purposes of the international Bank are further elucidated
by the following pasmsges from the foreword by Mr. Henry Morgenthau, Jr.,
Secretary of the Treasury, to the Preliminary Draft Outline of a Proposal for
8 Bank for Reconstruction and Development of the United and Associated
Nations issued in November 1943:

‘One of the important international economic and financial problems which
will confront the United Nations at the end of the war will be the unprecedent-
ed need for foreign capital. In the ureas devastated by war or plundered and
ravaged by the enemy, factories and mines, public utilit'es and railroads, public
buildings and public works will have to be repaired or restored. In most of
the United Nafions, industries now producing war goods will require capital
for reconversion to peacetime production and in many areas of the world, large
investment will be needed for industriel, agricultural and commercial develop-
ment. .

Countries whose productive capacities have been seriously impaired by war
will find that their indusiries cannot provide the capital goods and their people
cannot provide the savings required for invesiment in reconstruction. Most non-
industrial countries will of necessity be dependent upon foreign ecapital to
“acquire the funds for the purchase of machinery, equipment and other capital
goods necessary for development., And even in those countries where a con-
siderable part of the need for capital can be met locally, there will be some

" need for foreign capital to supplement the funds that can be raised at home.'
" ‘The primary aim of such an agency should be to encourage private capital
to go abroad for productive investment by sharing the risks of private investors
and by participating with -private investors in large ventures. The provision
of some of the capital needed for reconstruction and development, where private
capital is unable to take the risk, is intended to remain secondary in the opera-
tions of such an agency. 1t should, of course, serupulously avoid undertaking
loans that private investors are willing to make on reasonable terms. It should
perform only that part of the task which private capital cannot do alone.’

The general character and principle of the Bank's constitution is clearly
brought out by the following passage from a -memorandum of the United
Kingdom officials, dated the 13th April 1944:.

~ ““This seems an appropriaté division of functions, which will appeal to the
world as just and right. Only those countries with an investahle surnlus can
put up the money; but that is no reason why they =hnuld also run all the finan-
otal risks, perhaps quite substantial, of reconstructing the devastation of war

"and developing the more backward countries. The great-increase of trade arising
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from the gravting of the loans would benetit all alike, and it is just and right
tbat the resulting risk should be shared all round. This should be within the
capacity, divided, OL cOUrse, 1 uppropriate proporcions, of aid participating coun-
tries. 1t embodies both the justice and ihe commonsense of the underlying
situation.’ :

Perhaps we may also quotz a few lines descriptive of the underlying idea
of the Bank from the remarks of the reporting delegate of Commission IL in
presenting 1ts report to the Executive Plenary Session ou July 21, 1944.

"1t s unguestionable that a loan granted to one country irom the resources
or with the guarantee of the Bank will not be advantugeoug to that country
alone. ‘The loan will enable 1t to reconstruct its economy destroyed by war,
or inadequately developed. As & result, activity is fostered, needs and require-
ments are satisiied, purchasing power is increased, new markets are born, and
indirectly, by means of the genersl flow of international trade, all countries
finally benefit by the improvement brought about in the particular country
which has obtained a loan through the Bank, In this way, capital which is
now in excess in certain countries will again be put to productive use snd will
find its reward not oniy in the rate of interest on remunerative investments, bub
also, indirectly, in the promotion of world prosperity which rich countries them-
selves need in order to maintain and develop their own well-being.’

There was some discussion of the purposes of the Internamonal Bank with
a view to having the ain of development recognised as on a par with that of
reconstruction in the stateinent of purposes as well as 3111 the operative provi-
sions of the Articles of Agreement. This was conceded specifically in Article
HI, Section 1 regarding 'Use of resources’ which provides that ‘the resources
and facilities of the Bank shall be used . . . .-, with equitable consideration to
projects for development and projects of reconstruction alike.’

Refercnce has been made above in the course of the review of discussions
relating to the purposes of the Fund td the attempt of the Indian Delegation to
have & mention of the developwent of the resources of economically under-
developed countries included among the incidental purposes of the Fund, a
proposal which was negatived muinly on the ground that this function fell
appropriately within the proviuce of the International Bank, A specific mention
of ‘the encouragement of the development of productive facilitics and resources
in less developed countiies’ was accordingly incorporated among the purposes of
the Bank at the instance of the Indian Delegation. '

" A purpose of the International Bank is stated to be ‘to arrange the loans
made or guaranteed by it in relation to international loans through other chan-
neis so that the more useful and urgent projects, large and small alike, wiil be
dealt with first.” Having regard to the possibility that the claims of small pro-
jects loeated in small countries but vital and important to their economies
might be overlooked in favour of large projects having an appearance of greater
urgency, the words ‘large and stnall alike’ were inserted at the instance of one
of the Latin American Delegations.

59. Membership.—The membership of the Bank is open only to members of
the International Monetary Fund and any member which ceases to be & member
of the Fund shall, in the ordinary course, automatienlly cease ufter three months
to be & member of the Bank unless the Bank by e three-foprths majority decides
to sllow it to retain membeiship. The two international inonetary institutions
are thus to be treated as more or less complementary in respect of member-
ship. Broadly, this is intended to secure -that countries which do not under-
take the obligations of membership nf the internationa] monetary system, prima-
- rily the obligation to maintain reasonable stability of the exchange value of the

currency and to eonsult with other countries in regard to changes therein, should
be excluded from the special benefit resulting from the jnint effort of members
of the Fund towards encouragement of the flow of long-term international invest-
ment through the Tnternationsl Bank. This stipulation will be understood in

the light of the destructive incidence of exchange instability on int ; .
" westment during the 'thirfies. 8 Y on international in
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6u. Capital.—The total subsefiptions to the International Bank were made
equal to the total quotas of the Fund until the announcement towards the end
ot the Conference that the Union of Soviet Socialist Republics Government had
agreed to raise theiwr subscription from 9UU muilion to 1,200 million dollars which
raiced the total amount of subscriptions allotted to countries which are entitled
to be original members of the Bank to 9,100 million dollars, lor the rest, the
distribution of share capital among countries is approximately the same as thas
of quotas under the Fund, the only changes from the quota distribution under
the Fund in respect of the first fourteen countries being that the subscripiions
of the United States, China and Canada are higher by 425 miilion, 50 million
and 25 million dollars respectively while the subscription of Brazii is lower
by dollars 45 miilion than their corresponding Fund quotas.

In the opinion of the United States technical experts, a Bank for Recon-
struction and Development with a subscribed capital of 10 billion dollars would
have sufficient resources to facilitate and encourage the maintenance of an
adequate volume of international investment in the post-war period, particularly
having regard to the facts that the average annual volume of international
investment by the leading industrial countries in the period from 1923 to 1937,
as somewhat less than-3 billion dollars a year, a considerable part of which
was generally not raised in the capital market and not all of which would fulfil
the Bank's conditions for loan or guarantee, and, further, that & considerable
part of all international investment will continue to be made directly through
the usual investment channels without recourse to the Bank.

.61. Limitation of Guarantees and Loans.—A reference has been made in the
above summary of the Articles to one of the general provisions relating to loans
snd guarantees of the Bank, namely, ‘that the total amount cutstanding in
respect of guarantees, participation in loans and direct loans made by the Bemk
shall not exceed 100 per cent. of the unimpaired subscribed capital, reserves and
surplus of the Bank. There were alternatives proposed suggesting the increase
of this limit to 150 per cent. in view, it was argued, of the inndequacy
of the subscribed eapital for the long-term loan rekquirements of the post-
war world and the consequent narrowness of the 100 per cent. ratio. On the
other hand, however, it was explained that- enthusiasm for the
objective on which all were agreed wiz., an abundant and free flow of interna-
tional investment should not make the Conference overlook the limitations of the
machine which it was proposed to set up: the International Bank was an agency
for encouraging and promoting through its guarantees the use of the investor's
money, and the investor wanted to be certain of amortisation and interest; the
guarantee afforded by the Bank must be a first class support and great care
was necessary to ensure that the Bank’s credit was not impaired; the Interna-
tional Bank was a great experiment in a new field of internatioual co-operation
and must meintain a very high stamdard, for any setback would be irretrievable;
the figure of the Bank's operations suggested in the Articles of Agreement was
bigh enough to start with and was capable of increase, if experience suggested

"that an increase was necessery. In the light of this discussion, the Commis-

gion accepted the 100°per cent. limit. .

» 2. Loan Committees.—There was some discussion of the advisability
of- including experts and members of the technical staff of the Bank on the
Loan Comimittees appointed by the Bank and required to report on
loan applications. The United Kingdom Delegation expressed their opposition
to such inclusion, which was, however, supported by the United States Dele-
gntion and, among others, by the Indian Delegation -and was accepted by the
Commission after discussion. .

/83, Voting.—The question of the distribution of voting rights in the Bank
was.also settled after some debate in the Commission. The basis of voting
areording to the number of shares held plus 250 votes viz, the same as under
the Fund, was proposed by one of the Latin American delegntions and was sup-
ported by &e delegation of a semall European country. It waa opposed on the
ground that the voting rights shonld correspond to the capital subscriptions
without any element of loading in favour of smell countries, as the International
Bank wag a real bank sud must run on business linee a< much as possible,
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The United States Delegation, however, supported the same basis of voting for
-he Bank as for the Fund and the proposal of weighting the capital distribution.
by & uniforin additional 250 votes was accordingly adopted. -

64. Executive Directors.—Reference has been made above to the provision in
the Articles of Agreement of the Bemk prescribing the appointment of twelve
executive directors of whom five shall be appointed, one by each of the
five members having the largest number of shares. Sir Chintaman
Deshmukh on behalf of the Indian Delegation proposed that the number
of directors to be appointed by members having the largest quotas should
be raised to six. He pointed out, as the Chairman of tbe Iodian
Delegation had explamned in respeet of our corresponding - amendment to the
provisions ¢f the YFund, that the Indian Delegation felt that their country was
entitled by virtue of her relative economic importance among the nafions of
the world, to a permanent place on the executive directorate of the Bank. The
original proposal presented by one of the delegations from Latin America than
the number of sutomatically appointed directors shall be five and of elected

directors seven, was, however, carried and the-Indian amendment was automa-
tically lost. '

65. Relationship of the Bank to other International Organisations.—One of
the provisions which was agreed upon after a somewhat prolonged consideration
was that regarding the relationship of the Bank to other international organise-
tions. _The.provision as finally agreed lays down that the Bank shall give con-
sideration, in deciding on loan applications, to the views and recommendations

_of international organisations (e.g., the Commission on Food and Agriculture, the
International Labour Office ete.) having specialised responsibilities. The repre-
sentative of the Interim Comnission on Foed and Agricultnre, however, sup-
porteq an _alternative provision which would heve required the submission of
ceach individual loan application for specific consideration and recommendation
by the other international organisations concerned, and would accordingly have
given them greater influence in determining individual loan applications and
would correspondingly have limited the discretion of the Bank in the matter.
It was generally appreciated that it would be useful to the Bank to consult
organisations like the Food and Agriculture Commission on certain projects and
have the henefit of their informed advice and, generally, that the Bank by
itself could not safegnard its funds as well as it could with the assistance and
collaboration and the adyantage of the knowledge and skill of specialised inter-
national organisations. But the concensus of opinion was that the Bank’s dis-
cretion should not be unduly fettered as it alone was in a position to view all
applications together and to achive the proper co-ordination of the allocation of
its resources, .Whlch. specialised organisations interested in cultivating special
f.ields of activity. might not achieve through their recommendations. Accord- -
ingly, the work of specific examination and investigation of projects was entrusted
to the Committees to be set up by the Bank itself.

66. War-devastated Countries.—In regard to the time of payment of sub-
scriptions for the Bank, 4t is laid down in the Articles that the two per cent.
pavable on each share m gold or United States dollars shall be paid within sixt;
days of the date on which the Bank beging operations ‘provided that any original
member of the Bank whose metropolitan territory has suffered from enemy
occupation or hostilities during the present war shall be granted the right to
po_st_pone payment of one-half per cent. until five years after that date,’ The
orlgluall.y proposed wording™ of this proviso only made & reference ‘to enemy
o_ccupatmn: the wgrds ‘or hostilities’ were inserted in consideration of the posi-
tion of a country-hke the United Kingdom which had suffered extensive damage
thhoPt occupation by the enemy. Algo Article III, Section 1(b) provides
that ‘for the purpose of facilitating the restoration and reconstruction of the
€conomy of members whose metropolitan territories have suffered great devasta-
Hon from enemy occupation or hostilities, the Bank, in determining the condi-
t.lons ﬁnd terms of ]oans made to such members, shall pay special regard fo
fightening the financial hurden and expediting the completion of such restoration
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and reconstruction’. The adoption of these provisions was strongly opposed by
@ lew enemy-occupied countries of Europe, incruaing France, thougn it was
supported by others including the Union of Soviet Socialist Republics. The
oppnsition was based.on the sense of keen ', disappointment voiced by France
regarding tha measure of assistauce afforded in the Articles of Agreement of
the two international monetary institutions to countries which had been devastat-
ed by war. It was argued that the acceptance of this concession for enemy-
-occupied countries, which gave two little, and its incorporation in the Articles
of Agreement, would be misunderstood in the occupied countries, which might
read to much into it, and the French Delegation begged the Conference to respect
the proviso. On the other hand, it was explained by the United States
delegates (adverting also to the refusal of Commission I to accept a postponement
of gold payment in respect of the Articles of the Fund gimilar to that proposed
in the first of the above two provisions), that none of the delegates would accept
anything that interfered with the soundness of the projects, and, at any rate,
these provisions offered a public recognition in an official document that some
countries had suffered more than others as a result of the war.

67. Suspension of Membership and Operations.—The terms on which & share-
‘holder might withdraw, namely, those on which the repurchase of its shares might
be arranged, as well as its interest in operating profits and losses be terminat-
ed (while retaining its obligation to contribute towards losses in so far as they
are not met out of past accumulated reserves), are detailed in a separate
Article, which also preseribes the manner of distribution of the assets of the
Bank. It was remerked during the final stages of the consideration of the
Articles relating to the Bank that more attention had been paid to the obse-
guies of the Bank than to its natal provisions, but there was general concur-
rence that the elaborate care bestowed on drafting the terms of a member’s
withdrawal as well as the distribution of the Bank’s assets in the event of per-
manent suspension of operations was useful and neccssary. Also, a redeeming
feature of the long and complicated provisions is that they relate to ‘the orderly
realization, conservation and preservation of its (the Bank's) asscts and settle-
ment of its obligations’ rather than to liquidation—a term appropriately reserved
for lesser mortals like ordinary corporations! .

‘0. SUMMARY OF AGREEMENT OF BRETTON WOODS CONFERENCE
68. On July 21, the Co-ordinating Committee was constituted with the
following membership: — ' S
' Fred M. Vinson (United States of America), Chairman.
Arthur de Souza Costa (Brazil). :
Ping-Wen Kuo (China). -
Robert Mosse (French Delegation).
Eduardo Suarez {Mexico).
A. A. Arutinunian (Union of Soviet Socialist Republics).

Lionel Robbins (United Kingdom). -
The full Committee met at 2 p.M. on July 21 and approved for submission
to the Conference the following :—

Summary of Agreement ot the Bretton Woods Oonference *

This Conference at Bretton Woods, representing nearly all the peoples of
‘the world, has considered matters of international money and finance which
are important for peace and prosperity. The Conference has agreed on the
problems needing attention, the measures which should be taken, and the forms
_ of international co-operation or organization which are required. The agree-
ment reached on these large and complex matters is without precedent in the
history of international economic relations. - :

1. The International Monetary Fund.—Since foreign trade affects the
standard of life of every people. all countries have a vital interest in the system
-of exchange of national currencies sand the regulations and conditions which
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_govern its working. Because these monetary transactions are international
exchanges, the nations must agree on the basic rules which govern the exchanges
if the system is to work smoothly. ‘When they do not agree, and when single
nations and smull groups of nations attempt by special and different regulations
of the foreign exchanges to gain trade advantages, the result is instability, a
rgduced volume of foreign trade, and damage to national economies. This
course of action is likely to lead to economic warfare and to endanger the world’s
peace. ‘

The Conference has therefore agreed that broad international action is neces-
sary to maintain an international monetary system which will promote foreign
trade. The nations should consult and agree on international monetary changes
which affect each other. They should outlaw practices which are agreed to be
harmful to world prosperity, and they should assist each other to overcome
short-term exchange difficulties.

The Conference has agreed that the nations here represented should establish
for these purposes a permanent international body, The International Monetary
Fund, with powers and resources adequate to perform the tasks assigned to it.
Agreement has been reached concerning these powers and resources and the
additional obligations which the member countries shouvld undertake. - Draft
Articles of Agreement on these points have been prepared.

II. The Bank for Reconstruction and Development.—It is in the interest
of all nations that post-war reconstruction should be rapid. Likewise, the deve-
lopment of the resources of particular regions is in the genera; economic interest.
Programs*of reconstruction and development will speed economic progress every-
where, will aid political stubility and foster peace. T

The Conference has agreed that expanded international investment is

essential to provide a portion of the capitul necessary for reconstruction and
development. - -

The Conference has further agreed that the nations should co-operate to
increase the volume of foreign investment for these purposes, made through
normal business chanmels. It is especiaily important that the nations should

co-operate to share the risks of such foreizn investment, since the benefits are
general. :

The Conference has agreed that the nations should establish a permanent
international body to perform these functions, to be called The Bank for Re-
construction and Development. It has been agreed that the Bapk should assist
in providing capital through normal chamels at reasonable rates of interest and
for long periods for projects which will raise the productivity of the borrowing
country. There is agreement that the Bank should guarantee loans made by
others'and that through their subseriptions of capital all countries should share
with the borrowing country in guaranteeing such loans. The Conference has
agreed on the powers and resources which the Bank must have and on the obli-
gotions which the member countries must assume, and has prepared draf
Articles of Agreement accordingly. .

The Conference has recommended that i1 carrying out the policies of the
institutions here proposed specirl consideration should be given to the needs of
countries which have suffered from enemy occupation and hestilities.

.The proposals formulated at the Conference for the establishment of the Fund
and the Bank are now submitted, in accordance with the terms of the invitation,
for consideration of the governments and people of the-countries represented..

CHAPTER V
Other measures for International Monetary and Financial Co-operation

59. Tt has been mentioned in Charter T above +hat Cnrr_imisqion IIT an
-s0ther Means of International Financial Co-operation’ was set up in the second
plena:y session of the Conference on Julvy 3, at the "same time as the other
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two Commmussions, and the proposals submitted to the Commission reiated to
three general fiexds of interess, viz., “Silver’, "Enemy Assets ete.’ and ‘Lconomic
and Financial Policy’. Accordingly three ad hoc Committees were appointed
to consider the proposals and n.ske recomumendations to the Commission. At .
its final meeting on July 20, 1944, the Commission received the reports of the
threg Committees and arrived at its conclusions in respect of them.

The Commission adopted the report of Committee 1 on  ‘The Use of
Silver for International Monetary Purposes’ and recommended that the follow-
ing statement be included in the Final Act:—

‘The problems confronting some nations as a result of the wide fluctuation
in the value of silver were the subject of serious discussion in Commission ILI.
Due to the shortage of time, the magnitude of the other problems on the
agenda, and other limiting considerations, it was impossible to give sufficient
"attention to this problem at this time in order to make definite recommenda-
tions. . However, it was the sense of Commission ITI that the subject should
merit further study by the interested naticns.’

_ 70. The Commission adopted two measures placed before it by Committee 2°
under the heading of ‘Enemy Assets, Looted Property and Related Matters'.

The one was a recommendation reading as follows:—-

- *The United Nations Monetary and Financial Conference recommends the

liquidation of the Bank for International Settlements at the earliest possible
moment.’

The other was a resolution reluting to Enemy Assets and Looted Property,
amd this was adopted in principle and a drafting committee was appoiuted to
make certain langunge chan:es and empowered to prepare a resolution for pre-
gentation to the Plenary Session of the Conference. The Resolution as sub-
mitted by the drafting committee read ss follows : —

WHEREAS : |

In anticipation of their impending defeat, enemy leaders, enemy natmngls
and their colluborators are transferring assets to and through neutral countnes
in order to conceal them and to perpetuate their influence, power, ﬂl:ld: ability
to plan future aggrandizement and world domination thus ]e_opa.x.'dlsmg the
efforts of the United Nations to establish and permanently maintain peaceful

international relations;

. WHEREAS
Enemy countries and their nationals have taken the property'f,f occupied
countries and their nationals by open lonting and plunder, by forcing transfers
under duress, as well as by subtle and complex d?vlces, often operat:ed
through the agency of their puppet governments, to g:ve.the cloak of lega}nty
to their robbery and to secure ownership and control of important enterprises
in the post-war period; .

WHEREAS

Enemy countries and their nationals have also through sales and other
methods of transfer, run the chain of their ownership and control through occu-
pied and neutral countries, thus making the problem of disclosure and disen-’
tanglement one of international character;

WHEREAS

The United Nations have declared their intention to do their ufmost to
defeat the methods of dispossession practiced by the enemy, have regerved
their right to declare invalid any transfers of property belonging to persons
within ‘occupied territory, and have tnken mensures to protect and safeguard
property, within their respective jurisdictions, owned by occupied countries.
and their nationals, as well as to prevent the disposal of lootad property in
United Nations markets;
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THEREFORE

it is resolved thut, in recognitivn of these considerations, the United Natious
Movpetary and liuunclar Couterence

I. ‘Tukes note of and fuily supports steps tuken by the United Nuations for
the purpose ot - |

(a) uncovering, segregating, controlling, and making appropriate dispos.tivn
of enemy assets;

(b) preventing the liquidation of property looted by the enewny, locating and
tracing ownerslup and control of such looted property, and tuking appropriate
measures with a view to its restoration to its lawful owners.

11, Hecounaends tuat ull Governments of countries represented at this
Conference tuke action consistent with their relations with the countries at war
to call upon the Governmems of neutral countries

() to take immediate measures to prevent uny disposition or transfer within
territories subject to their jurisdiction of any

(1) assets belonging to the Government or any individuals or institutions
within those United Nations occupied by tlie enewny; and

(2) looted gold, currency, art objecis, securities, other evidences of owner-

ship in financial or business enterprises, and of other assets looted by the
enemsy; :

as well as to vucover, sesregate und hold at the disposition of the post-liberaticn

authorities in the appropriate country any such assets within teritory subject
to their jurisdiction,

.

(b) to take immediate meusures to prevent the concealment by fraudulent
means or otherwise within countrics subject to thew jurisdiction of any

(1) assets belonging to, or alleged to belong to, the Government or any
individuals or institutions within enemy countries;

(2) assets belonging to, or alle

ged to belong to, enemy leaders, their ass:-
ciates and collaborators, and '

to facilitute their ultimate delivery to the post-armistice authorities.

71. The Commission adopted the report of Committee 3 on ‘Economic and

Finunr_:ial Policies, Exehunge of Information, and other Means of Finneal O3-
operation.’

Of the matters considered l-'y Comniittee 8 two were subject to specific
discussicn and vote by the Cominission.
The first was a resolution combining the proposals submitted by Dolivia,

Brazil, Chile, Cuba, and Peru. The text of the Resolution, which was adopted
by the Commission, is as follows:—

WHEREAS

In Article T of the Articles of Agreement of the International Monetary
Fund it is stated that one of the principal purpases of the Fund is to facilitate
the expansion and balanced crowth of international trade, and to contribute
thereby to the promotion and maintenance of high levels of employment and
real income and to the development of the productive resources of all members
as primary objectives of economic policy:

WHEREAS

It is recognised that the eomplete attainment of this and other purposes
and objectives stated in the Agreement cannot be nchieved through the instru-
mentality of the Fund alone;

TREREFORE

The United Nations AMonetary and Financial Conference recommends to the
participating Governments that, in addition to imnlementing the specific mone-
tarv and finaneial measures which were the subject of this Conference. thry
seek, with a view to creating in the field of internationsl economic relabions
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- conditions necessary for the attainment of the purposes of the Fund and of the
broader primary objectives of economic policy, to reach agreement as soon as
possible on ways and means whereby they may best

(1) reduce obstacles to internatioual trude and in other ways promote
mutually advantuageous international commercial relations;

(2) bring about the orderly marketing of staple commodities at prices fair
to the producer and consumer alike; ' ;

(8) deal with the special problems of internutional concern which w.ll arise
from the cessation of production for war purposes; and - '

(4) facilitate by co-operative effort the harwonization of national policies of
Member states designed to promote and maintain high levels of employment
and progressively rising standards of living. :

The second matter voted on was a resolution introduced by the Australism
Delegation recommending that the Governments invited to accept the inter-
national Monetary Agreément be invited to enter, at the same time, into on
undertaking to maintain high levels of employment in their respective countries:
A motion for adoption of the Australian resolution was defeated.

(8d.) A. J. RAISMAN, Chairman.
(Sd.) ¢. D. DESHMUKH,
(8d.) T. E. GREGORY. .
(8d.) SHANMUKHAM CHETTY. j
| (Sd.) A. D. SHROFF. : -
] (8d.) B. K. MADAN, Secretary.

1
~ New Dzuug; ‘ :

The 10th February 1945,

APPENDIX j

Speeck af Mr. 4. D. Shroff, Indian Delegate, before Commitiee 1, on Ju'y 7, 1944, . in
sufpon of Bgypt's Amendment to the Purposes of the International Monetary Fund
relating to Sterling Balances, : :

I am in entire accord with Alternative H moved )y the delegate for Egvpl, In
principle, it is the same as Alternative G which was moved the other day by the Leader
of my Delegation, though our Alternative was more modestly worded. I am very sorry to
say that the manner in-which the proposal of the Indian Delegation was received by this
Committee and the very casual fashion in which it was disposed of have caused serious dis-
appointment to this side of the Committee. In general, two criticisms of the Indian
proposal were made on behalf of the United Statea of America and the United Kingdom
Delegations. The delegate from the United States of America raised the objection that
if the foreign credit balances accumulated during the war were to ULe given multilateral
convertibility through the Fund, they would unduly overload the Fung. The \inited
Kingdom delegate put forth the view that this was a matter for bilateral arrangement
between the parties and interests concerned. I should like to make it clear that so far as
India is concerned public opinion and feeling on this question have not only been unanimous
but extremely strong and unless some method is devised to facilitate the solution of what
is an extremely important matter for uas the ultimate attitude of our country towards the

. International Monetary Fund which is proposed to be established will be largely influenced
by the decision of the Conference on this guestion. What is our positionY ~ Under the
various provisions of the Joint Statement relating to fureign exchange resources and ressrves
of member countries, it appears that although we have four billion doliars worth of sterling
balances, we have practically no foreign exchange reserves. I would also like the Com-
mittee to appreciate that what we visualise for the future of our country is in full consonance
with the primary objectives of the Internationzl Monetary Fund, namely,  the expansion and
balanced growth of international trade and the attainment of a high level of employment and
real income. I have heard it eaid several timea at these meetings and it was repeated this
morning by the delegate from Brazil, that the settlement of the current balances in inter-
national trade was the main if not the only objective of eatablish'ing the International
Monetary Fund. Well, if that was so, why was the primary objective of economic policy
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defined in the Purposes of the Fund as the promotion and maintenance oi a high level of
-employment and real income? We felt enthusiastic about the proposals for the International
Monetary Fund as we hoped and believed that through international co-operation we would
be enabled to build up our economy to a stage where we should make our own contribution
towards tho strenthening of the resources of the International Monetary Fund. During
the war we have built up, as I have said, large foreign exchange balances in London and if
we cannot make any use of them through the machinery of the International Monetary
Fund, I cannot comprehend how a country situated as we are can be enthusiastically interested
in the establishment and operation of such a Fund. I plead for some constructive reply
from the sponsors of this scheme that the machinery will assist us in the solution of this
problem, Here you are creating an International Monetary Fund and you are entirely
ignoring the existence of hnge foreign balances. Are you mnot thereby creating at the
same time a sort of rival to the Fund? Mr. Chairman, I would like the Committee to bear
with me for a few moments for a reference on this point to what was stated on the subject in
the original United Kingdom proposals for an international clearing union as also in what
is known as the White Proposals from the United States of America. The delegate from
Egypt has already drawn the attention of this Committee to these original proposals, I
would particularly like to read paragraph 34 from the Keynes Proposals :

Paragraph 34 reads as under :—

“The position of abnormal balances in overseas ownership held in various countries at
the end of the war presents a problem of considerable importance and special difficulty. A
country in which a large volume of such balances is held could not, unless it is in a ereditor
position, afford the risk of baving to redeem them in bancor on a substantial scale, if this
would have the effect of depleting its bancor resources at the outsebt. At the same time, it
is very desirable that the countries owning these balances should be able to regard them as
liquid, at any rate over and above the amounts which they can afford to lock up under an
agreed programme of funding or long-term expenditure.  Perhaps there shouid be some
special over-riding provision for dealing with the transitional period only by which, through
the aid of the Clearing Union, such halances would remain liqguid and convertible into
bancor by the creditor country whilst there would be no corresponding strain on the bancor
reaouycgs of the debtor country, or at any rate, the resulting strain would be spread over
& period.' . . . .

Dr, Goldenweiser, the delegate from the United States of America, mentioned that this
item was excluded from the Joint Statement on the ground that it would unduly overload
the Fund. I presume that he said this on the understanding that perhaps at the very
outset of the Fund the entire amount of these foreign credit balances would be taken over
by the Fund in one lump sum, ‘This is not our case. We plead for the assistance of the
Fund spread over a period of years to secure multilateral convertibility of at least a portion
of our foreign balances. I say this because with the long-standing relationship between
India and the United Kingdom and the traditional commercial ties between tha two
countries, I take it that a large portion of our sterling balances will ultimately be utilised in
obtaining capital goods from the United Kingdom. I appreciate and very greatly sympathise
with the difficulties of the United Kingdom now and in the early postwar period owing to
the unfortunate loss of valuable foreign investments and, due to other difficulties, it is not
likely that the United Kingdom will be in o position to reach a stage of free convertibility
for sterling at an early date. On the other hand, our country is pulsating with hopes and
aspirations of large scale industrial development to raise the standard of living of four hundred
millions #of eur population. We cannot, therefore, be asked to wait indefinitely tiil the
United Kingdom has reached a stage when sterling would be freely convertible into other

currencies. We therefore want conversion at least of a portion of our balances into other
foreign currencies,

Statement by Mr, A, D. Shroff, Member of the Indien Delegation, at the meeting of
Commission I, on July 10, 1944

Mr. Chairman, at the outset I should like to have your ruling on the matter which would
probably facilitate discussion and disposal of this item. In Committee I of Commission I,
we discussed on two separate occasions Alternatives G and H. As the result of these dis.
<cussions, the Indian Delegation has tabled Alternative K, which has not yet been discussed
by Committee I. T suggest, Bir, for your consideration that Alternative G, Alternative H
and Alternative K may all be discussed together.

I will now place before Commission I Alternative K tabled by our Delegation which
.reads a8 follows: To facilitate the multilateral settlement of a reasonable portion of the
foreign credit balances accumulated amongst the member countries during the war so as to

promote the purposes referred to in Sub-division 2, without placing undue strain on the
zesources of the Fund.

At the time we discussed Alternatives G and H in Committee I, two principal objections
wero raised. The delegate from the United States opposed both of these alternatives on the
“ground that the inclusion of this item will overload the Fund. From the very start when
we placed our alternative for consideration before this Conference, we were absolutely clear
in our minds and when I epoke at one of the meetings of Committee I, T endeavoured to
_elear np that misunderstanding that we never intended the International Monetary Fuml,
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when it was set up, to take over straight away in one lump sum the entire accumulated
credit balances during the war. In explaining particularly the situation of India, I also
made it clear that considering the very close commercial ties between the two countries, it
is more than likely that a very large proportion of the sterling balances we bhave accumulated
in London over a period of years will be used in buying goods of both categories—consumer
and capital goods from the United Kingdom. At the same time, I pointed out that if we
are going to be realists, we must consider the actual situation in the United Kingdom today
and in the post-war period. I refer, for instance, to the unfortunate loss
of wvaluable foreign  investments by the United Kingdom and, I may add, the
necessity today of rehabilitation of some of the industries of the United
Kingdom and the mnecessity of reducing at lesst some of the tremendous privations
which are being borne by the population of the United Kingdom during the last four and
a half years, All these factors will tend to reduce the capacity of the United Kingdom to
giveus the goods which we badly need. That being so, our position is this : Considering
the primary objective of the International Monetary Fund, namely, the facilitation and
expansion of international trade and, secondly, a high level of employment and real income—
we attach very great importance to the definition of the primary objective—and taking into
consideration the inability of the United Kingdom at least for a fairly long period from
now onwards to meet the requirements of our capital goods, I submit to this Conference that
if a country situated as we are is to be enthusiastic for international collaboration, then some
means has to be devised by which multilateral convertibility would be given at least to a
certain proportion of the large balances we have accumulated in London. I fail to understand
the argument of the United States delegate that the International Monetary #und would
be overloaded if this item was included among the purposes of the Fund. 'We are hers
met at the instance of the sponsors of this Conference to tackle a very big problem. I ask,
are we realistic enough in tackling thia problem without adequate resources in the Fund?
There are billions of accumulated balances abroad. As I said in Committee I, are we not
simultaneously with the establishment of the Fund creating a sort of rival to the IFund!?
And I ask whether it would be advisabls to ignore the existemce of these balances! My
answer to the delegation of the United States is that you will not unduly overload the fund
if you create machinery for multilateral convertibilily for a reasonable portion of these
accumulated balances. The resources available to the Fund for tackling the problem are in
my judgment inadequate and look rather like sending a jellyfish to tackle a whale, . What
I ‘ask for is a muitilateral settiement of a portion of our balances. If the Conference is
prepared to accept the principle of our amendment, then I see no difficulty at all in
evolving a concrete formula by which the two purposes set oub in our amendment can be met.
The purposes set out in our amendment are two; To secure maultilatersl convertibility for a
reasonable portion of our balances and, secondly, to devise a formula so aa mot to place
undue strain on the resources of the Fund. I think, Sir, talking among friends, it may be
as well to speak frankly about this question. We bave not disguised from the Conference
the very strong feeling in our country on this question. I am sure that the aponsors of
this Conference are seeking collaboration from all countries of the world known as the United
and Associated Nations. It may be that anfortunately sitwated as we are politically
perhaps the ‘big guns’ in the Conference may not attach great importance to a country
like India. But I am bound to point out thia, if you are prepared to ignore a country
of the size of India, with four hundred million population and with natural resonrces though
not fully dev:loped, yet not incomparable to the matural resources of some of the higzgest
powers on this earth, we cannot be expected to make our full contribution to the strenythen-
ing of the rescurces of the Fund. Suppose yon don’t accept our position, you are placing
us in a situation which I may compare to the position of o man with a million dollar balance
in the bank but not sufficient cash to pay his taxi fare. That is the position you put us
in. You want to facilitate the expansion and balanced growth of international trade. You
incidentally want to build ap a high level of employment and real income throughout the
world as a whole, Mr. Morgenthan in his very fine opening address said 'Poverty is a
menace wherever it is found’. Do you expect to fulfil the main objectives of this Fund if
you allow large countries to be festered with this sort of poverty? I would like this Com-
Inission to face this question in a very realistic spirit. 1 am sure everybody here needs the
but if that collaboration has to be obtained realistically, you
s in the world to be associated with you. I beg of you,
cally with the problem I put before

collaboration of everybody else ]
will make it possible for all countrie ]
Commizsion, to denl very dispassionately and sympatheti
you. Thank you very much.
half of the United States Delegation at the meeting of Commission I, on
Statement on behalf of it 10, 1944
nizant of the importance of the problem of wartime indebtedness so ably
presented by the delegate of India. We are confident that the problgm can best be scttled
directly by the conntrics concerned, however, and we doubt the advisability of attempling
this through the International Monetary Fund. ] ] )
Wa must be sure that the work of the Fund is not made more difficult by burdening it
with tasks which it cannot successfully undertake. Recognition of thia fundamental principle
led the technical cxperts to recommend that the Int,ematgonal_ Monectary Fun;i- shonld not be
used for purposes of relief or reconstruction or for meeting n'_tdehtedn.m srising out of the
war. The Fund can contribute mosl effectively to the solutl_on 'of.mterpatmnn.l monetary
problems if it confines its work to the specialised tasks for which it is designed.

Wa are all coy
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While the International Monetary Fund cannot deal directly with indebtedness arising out
of the war, we are confident its operations will facilitate the development of an environment
of orderly and stable exchanges free from restrictions that hamper world -trade—an environ-

ment in which the problem of wartime indebtedness can be amicably settled by the countries
directly concerned.

The Fund can contribute a good deal in this way to the ultimate solution of the problem
of wartime indebtedness. It is all that the Fund can be sure of doing. To ask more is to
impose on the Fund the danger of failing to perform the other and more specific tasks for
which it is intended and for which it is suited.

The United States Delegation expresses its sympathetic understanding of the importance
of this problem to India. The United States Delegation hopes that the alternatives proposed
by the Delegate of India will not be pressed. ~We are confident that the problem of wartime

indebtedness can best be settled directly by the countries concerned in a spirit of mutual
understanding. -

Statement by Lord Keynes on behalf of the Delegation of the United Kingdom at the mecting
of Comanission I, on Juiy 10, 1944. -
Since the United Kingdom is the only country here represented which has incurred large-
scale war debts to hier Allies and Associates atso here present, vhese aiternative amendments
must be assumed, as Mr, S8hroff had indeed made clear, to relate primarily to her,

The various members of this alliance have sufferad in mind, body and estate from the
effort and exhaustion of war in ways differing in kind and in degree. These sacrifices
cannot be weighed one against the other. Those of us who were most directly threatened
and were nevertheless able to remain in the fight, such as the Union of Soviet Socialist
Republics and the United Kingdom, have fought this war on the principle of unlimited
liability and with a more reckless disregard to economic consequences than others who were
more fortunately placed. Wa do not plead guilty to imprudence; for in the larger field of

hl;Jman affairs mothing could have been less prudent than hesitation or a careful counting of
the cost.

But as a result there has been inevitably no equality of financial sacrifice. In respect
of overseas assets the end of the war will find the United Kingdom greatly impoverished and
others of the United Nations considerably enriched at our expense. We make no complaint
of this provided that the resulting situation is accepted for what it is. On the eontrary,
we are grateful to those Allies, particularly to our Indian friends, who put their resources
at our disposal without stint and themselves suffered from privation as a result. Our effort
would have been gravely, perhaps, critically, embarrassed if they had held back from
helping us so wholeheartedly and on so great a scale. We appreciate the moderate, friendly
and realistic statement of the problem which Mr. Shroff has put before you today. Never-
theless the settlement of these debis must be, in our clear and settled judgment, a matier
between those directly concerned. When the end is reached and we can see our- way into

the daylight we shall take it up without any delay, to settle honourably what was honourably
and generously given.

But we do not intend to ask assistance in this matter from the Interpational Monetary
Fund—beyond the fact, as the American Delegation has pointed out, that the existence of
the Fund and the general assistance it will give to the stability and expansion of trade may
bs expected to improve indirectly our ability to meet other abligations, - We concur entirely
in the view which has just been expressed by the American Delegation that the Ifund is
not intended to deal dirvectly with war indebtedness, :

Since we do not intend. either to ask for, or to avail ourselves of, any special treatment
from the Fund, it appears to the United Kingdom Delegation that this amendment could
be of no practical effects and is thercfore better discarded if misunderstanding is to be avoided
about the role which the Fund can expect to play. '

Statement by Mr. latel, French Delegate, at the meeting of Commizsion I, on July 10, 1944,

While the French Delegation sympathizes with Tndia’s difficulties, it entirely supporta the
position taken by the United States and the Uniled Kingdom. Although France and other
nccupied countries have accumulated huge war balances against Germany, they do not request
that the Fund should be concerned with these because it is clear that the Fund. should be
concerned only with current aeccount movements. The very argument given by India's
Delerate as 19 the time which 1t will take for India to obtain goods apainst blocked currencies,
shows that the transactions contemplated are not of n current account nature and, therefore,
are not in conformity with the purposes of the Fund. We consider that the question raise3
by India should nut be addressed to the Fund but to some other organization.
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