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But the conclusion thit thore is no roeeson for members to
invoke tho reputriction principle to ensure their ability to meot
doficits through tho Fund wus bescd on the assumption that a momber
cun obtoin the curroncy of cny country from tho Fund ws cusily s
cnothor, irruspective of whethor its tronscetions with that country
aro unbalancoed or not. This assumption rust be reconsidercd.

The Repotriction Prineiple cnd o Bilaterul Fund

Reforence hes becn mado to the fuct thoat momber countries
muy wish to druw on the Fund reather then usc thoir reserves, and to
soecumulate reserves rothor than Fund drawing privileges. It hus boon
asswied thut thosoe consideretions might lead members to invoke the
ropetriction prineiple only in sbnormul cases. Howevur, tho repatri-
ation principle might bo invoked generally if, contrery to the assumptis
nede thus fer, tho Fund wes willing to provide the currency of country L
ts eountry B only up to tho cmount of B's currcirnt defieit with A. 1In
this casc the Fund might bo said to follow t biletcrwl policy in 1ts
doi.lings with members. The possibility thut the Fund might adopt this
bilatersl policy is worth comsidering. It might do so if cortuin curren-
ciss were tending to become scarce in tho Fund while some members were
tccumulating belancos of thuse curroncies and tho currencies of othor
countrios werc not being Jrawn from the Fund cven though thoy hed a
fivorable current balencc. It hes becn suggosted thut this will hoppen
beziusc members will consider drewing privileges on the Fund less valucble
to them then reserves of gold or strong currencies. &s o rosult thoy
night try tc use the Fund rothoer then their resorves to moot doficits
cnd accumul.te rosorves rathor thon Fund drawing priviloges when they
have & favorable balunco.

Fund Privileges vorsus Rasorves

The inferiority of Fund druwing privileges as comparad to
reserves is comnonly scid o result from the possibility that dollers
nay bocome sctrco in the Fund., Even if this worce not o possibility,
howcver, Fund privilegos should not be regurded s vquivalont to
resorves.  In the first placo, momburs cen usc only & cortein smount of
thoir druwing priviloges cach yaur without speciul purmissicn. Jlso,
there ero o number of spocific purposss for which the Fund may not bo
uscd wecording to the Articles of JSgreament. Even morv importunt,
borrowing from tho Fund must be in accordencc with the gonorel purposcs
of the Fund. Mombers cro expueted to borrow for short poeriods to give
them time in which to tiko mousurss to bslence their inturnational
trenscetions. Finally, & member country may fuil to fulfill somo of
its obligations under the Fund Lgroement, for exemplc with rospect to
sxchunge rutes or exchungo oontrols, und be declurcd incligible to use
the Fund. This is wn extrome possibility, but under such circumstanccs
therc mey be en extonded period of time bofore e membur is doclarod
cligible wguin or bofore a membor is cble to withdraw its gubscription
to the Fundi. During such & poriod Fund iruwing privileges sre obviously
of no usée.
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Any country, on the other hand, is free to use its own gold
and dollar reserves for any purpose. It may use reserves to meet an
outflow of capitul, to finance long-term reconstruction nceds, or to
pay war debts. Also, it may use gold to meet & deficit wihich gives
evidence of becoming chronic without teking measures to correct the
situation. For exumple, a country erxporiencing @ repid infletion may
use reservess to meet the deficit which results. The Fund could refuse
wssistence unless drustic stops were being tuken to stop the inflution.

_  Although there is & chence thet dollurs mey become "scerce”

in the Fund, this possibility is much lgess than is ordincrily supposed,
et loust on the busis of present membership in the Fund, The Fund will
begin opcritions with gold, United Stetes dollars, cnd Cunadien dollers
equal to 76 por cunt of the normul borrowing privilcgos of 61l members
other thocn the United Stutcs and Cunada. Furthermore, the United Kingdom
hes indicuted thut it is not likely to uso its druwing rights in the
Fund which mouns thet tho porcentege of gold, Unitsd Stutes dollers, end
Cuncdien dollars to the total drowing rights which will probebly be exer-
cised mey bo much higher. In addition, the repurchase and gold sulo
provisions will tend to ruplacc the Fund's holdings of dollurs wnd gold.
Undoubtedly, howuever, the possibility thut the doller muy become scarce
in the Fund is un s«dded rui.son why thoe monotary suthoritics of most
countrics will consider driwing rights on ths Fund as less vsluable or
desireble thun gold or doller roscrves.

Usc of the Fund rather than Resorves

It is suggested thet beoruse of the preference for gold and
dollcr resorves as compared to Fund drewing rights member countrics
will rush to usc the Fund rathor then their own reserves in meeting such
Joficits us do occur, This in turn would inervcse the possibility of
dollers becoming scurce in the Fund. The implication is that mombers
have & clear altornutive wnd wre quite free to use onc or the othur us
they sce fit. Actually, onc of the ropurchuse provisions roquircs «ll
membors which have reservos in excess of their quotes to draw on their
reserves et the ssme ruto year by yeer thet they borrow from the Fund.
Sinco countrics with 83 por cent of Fund quoteas or borrowing privilegces
huve ruserves in oxecoss of thoeir quét&s wnd countrics with 36 per cent
havo rescrves more than twice their quotes, most of the borrowing from
the Fund for some timo to come will huve to be wccompenied by vquivelent
usc of rcs.orves by the borrowing country. Most members, then, will not
be in a position to usc the Fund rather thun their ovm roserves.

The other possibility is thut membors might rush to use the
Fund, pari pessu with their resorves, by pernitting acfieits of a size
thoy would not othorwise poermit. It is true thit the monctery authorities
of &n individucl member country miy adopt policies which lewl to lergce
Jeficits knowing that they will bo wble for & time ut least to mect half
tho deficit through the Fuand. But if the policies of the member country
ney be oxpectcd to rosult in e continuction of this deficeit, the Fund
must discuss with the country other moeans of muoting or climinuting tho
doficit., MNomber countriss will not be sllowed to usc the Fund for un-
sound purposes, i.e., to meot deficits which givo eviicnee of becoming
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chronic while tcking no steps to overcome the deficit., Whenever Fund
rosources ere used, the Fund must insist they are intended to be used
on a temporary basis and, therefore, must insist on speedy repayment or
slimination of indebtedness to the Fund. The Fund can only continue to
be of use in any case if it is a revolving fund. If the Fund insists in
general on prompt repeyment, there remeins little reason why & country
should rush to use its Fund privileges since it will shortly have to use
reserves to repay the Fund. On the whole, therefore, there is no great
denger in the situation brought sbout by the coexistence of Fund drawing
privileges uwnd gold reserves from the point of view of loeuling %o rash
or speody use of the Fund in proference to or puri passu with the use

of gold reserves,

Accumulation of Roscerves rather then Fund Priviluges

In spito of &ll the sufeguurds, wesk manwgomont of tho Fund
end shortsighted policivs on the purt of momber countries might lead to
& scurcity of dollurs in the Fund., Is thoro o likelihood thut the
scarcity of dollurs would be purtly due to the fuet thet the currencios
of othor countries werc not boing drewn from the Fund cvien though they
hed fovorable current bul.nces?

Momber countrios mcy mcko efforts to accumulcte rusorves rather
thin drawing rights on th¢ Fund. TFirst, if o mombor is ineligible to
uso the Fund for eny reuson, or if some curroncy hus booen declaroed
"scarce,” it mey bo cnxious to receive puyment outside the Fund whother
its currcnt transactions are bclznced or not. Second, evon if o momber
is eligiblec to uso the Fund, it mey wish to uccumulséto resorves rathor
thun Fund drewing rights, If o momber docs not have a frvorable balance
on tho whole, it eun not get paid in gold or dollers for its cxports &nd
«t the sumo time puy for its imports through the Fund. In such circum-
stances the rupurchuse provisions would roquirc it to usc the incrcase
in its gold or dollurs to pay buck the Fund at the end of the your,
Thercfore, it might es well accept puymont through the Fund and use the
Fund in turn to pey for current imports. Howevor, if o membor does have
o favoreble bulence on the wholo, it muy be «ble to accumulitec resurves
rather thun Fund drawing rights. If it is not indebted to the Fund on
account of pust operations, it could sccumulete roscrves to the full
emount of its fuvoriblo bilance if it roeccived puyment in rosvrves
rather thun in its own curruncy purchused from the Fund, If it is in-
debtod to the Fund, it would be requirced to use half the incrceasc in
resorves to ropuy tho purt borrowed from the Fund.

If there were o scrious coffort on the pirt of member countries
to prevent other countrioes from meking puymonts to them by obtaining
their curreneies from the Fund, tho wholc Fund mechinism might be
werkened. Currencics of cortain countries would remuin in the Fund,
¢ven though thoso countrius hed fuvorcble bulances of puyments, while
other currencics, ¢.z. dollers, would be druwn from the Fund to moke
peyments to such countrics. Countrics with fuvoruble bulences on the
whol e which wure not indebted to the Fund could sccumulate dollars. The
danger of dollers bocoming scerce in the Fund would bo inerecused, but it
is doubtful if thec wmount of dollars which memboers would cccumulato in
such circumstences would be very growt for some yeo.rs to come,
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There is no reason to expect individual defiecit countries in
normal circumstances to take steps to prevent such .a development as
long as the Fund does no®t operwzte on a bileteral basis. Even though
paying countries may be anxious to meet deficits through the Fund,
they will be quite willing to make payments in currencies other than
that of the receiving country, provided these currencies are obtainable
from the Fund for the purpose.

If members continue to export in large part for payment in
their owm currencies, or in the currency of the buying country, they
may find that they are paid in pert for any excess of current exports
over current imports in their own currencies drawn from the Fund. To
the extent, of course, that seles are made for payment in a third
currency, e.g. dollars, they may get paid in dollars. If members want
to accumulate the maximum of reserves as a result of their favorable
be.ances of payments, they may teke certain positive steps to bring
ebout this result. Members could even require their citizens to sell
for payment in dollars rather than in their own currc¢ncies so that they
woild sccumulate & maximum emount of dollars. £s long as paying countries
cen.obtein dollars from the Fund to mele payments to countries other than
the United States, they will be g:ite willing to pay in dollars unless
they are ineligible to use the Fund or the dollar has been declared
"scarce."

If dollars are becoming scarce in the Fund and dollars drawn
from the Fund are being used to make peyments to, &nd increase the
reserves of, countries other than the United States, the Fund may decide
to adopt & bilateral policy, i.e. to make dollars, e.g., aveilable to a
member only to the extent of that member's deficit with the United States.
Members would then heve reason to forbid free exchenge transections and
invoke the repatriation principle in order that they could be sure of
being able to meet a deficit with any given country by drewing on the
Fund.

The adoption of & bilaterul policy on the part of the Fund
would not necessarily prevent dollars from being drawn from the Fund
indirectly to meet payments to countries other then the United States.
Members might be willing to use their own reserves of zold or dollars,
2.5, to meet payments to other countries because they were able to
draw dollars to mest their deficit with the United States. However, the
Fund could sven go so fer &s to refuse dollars to & member which wes
using its own gold or dollar reserves to meet peyments to countries
other than the United States, which payments could be made by purchases
of those countries' currencies from the Fund. This would be rather a
drastic policy for the Fund to adopt and difficult to enforce. Even
the simple bilateral policy would be difficult to enforce without
roughly accurate balance of payments forecasting year by year.

A country which was very anxious to obtain payment for its
excess exports in gold or dollers might take other measures to achieve
its ends even if the Fund did edopt & bilateral policy. It might use
political burgaining weapons. Or it might off'er a high price for
foreign gold to induce sales of gold to it. However, the price paid
by a member for gold can not exceed pur by more then a mergin to be
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prescribed by the Fund. The Fund can prevent sales of gold to members
for their currencies by itself offering the maximum price, since members
ars obligated to sell gold to the Fund for foreign currencies if they
can do so with equal advantage. In this way the Fund would be able to
use the currency of any member which other members wished to purchase
with ;o0ld and such members would receive peyment through the Fund.

Since most members must use their reserves at the seme rate that they
iraw on the Fund, the Fund could obtain large emounts of gold in this
WEY o

On the whole, then, the danger that the dollar will be
scarce, while certain currencies remain unused in the Fund and dollars
are drewn to meet payments to, and increuse the reservss of, countries
other than the United States, is not great. If necessary, the Fund
could adopt & bilateral policy and members would then tend to invoke
the repatriution principle, thus forcing favorable balance countries
4o teke payment in their o.n currencles drawn from the PFund.

Conclusions
The snalysis in this peper of certain features of the Fund

Agreement and of tho exchange operations of the Fund suggests that the

ariswers to the questions raised in the Introduction ere not clear.

The following tentetive conclusicns may be offered, however.

A member of the Fund will be assured that other members will
not normally be allowed to use ¢xchange devices to limit purchases from
it. Even in normal circumstences, however, & member is not obligzated
to allow the free exchange of its currency for others, even though its
currency has been recently scquired by nonresidents as a result of
current trunsactions or its own residents wish to obtein other curren-
cies to meke payments for current transactions. Whet e membsr is obli-
gated to permit, in normal circumstances, is (1) exchange by a resident
oF enother member country of holdings of its currency, recently ecquired
as & result of current transsctions, into the currency of that member
and (2) payments for current trensections by its ovm residents to a
resident of another member in that member's currency. Members in
general, then, have the right to be puid for current exports in their
own currencies. v

, If a member is paid for an excess of exports to another
country in its own currency, it will normally be able to use the
proceeds of these exports to finance current nurchases from other

mamber countries. To the extent that a member is puid in its own
currency purchased outside the Fund, it is assured of finesncing pur-
chases in other countries. However, if e member receives peyment in

its own currency purchased from the Fund, it will not be enabled thereby
ts finance current purchases in other member countries if it is unable
to draw on the Fund for rsascons other than that the quantitative limits

on the Fund's holdings of its currency had been reasched. The two possible

recsons are either (1) that it has been declared incligible to use the
Fund or (2) thst current conditions are such that use of the Fund would
be contrary to its purposes. Alvhough the first is a guite abnormal
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cese, the second is not so clearly abnormal. In neither case does the
meriber receive & gumrantee that it will be able to finance purchases
in a country the currency of which has been declered scarce. This is
zlearly an ebnormel case.

lembers are not likely to insist on their right to prevent
free exchange transactions for current payments and allow psyments to
other members only in their ovm currencies in normal circumstances,
however. In the sbnormal cases of & scarce currency or discriminatory
restrictions on capitul and current transuctions, members might do so.
These conclusions are based on the assumption that the Fund is willing
to sell a foreign currency to a member without regard to whether the
deficit being met by that member is with the country the currency of
which is requssted.

If the Fund decided to make the currencies of other in-
dividual countries avuilable to & member only to the extent necessary
to meet its deficits with the individual countries, members might in-
voke the repatristion principle and allow payments to other members
only in their own currencies. In other words, only if the Fund decided
to opersate on & bilateral basis would members be likely to do so in
normal circumstences. Only in this way would members be assured that
they could meet pressure in their exchange markets by drewing on the
Fund rather than by using their resserves.

Members have every reeson to consider drawing rights on the
Fund slightly less valuable than their own reserves. There is little
denger that they will be allowed to use the Fund unwisely, however,
should they be tempted to do so. The repurchuse provisions and the
Fund's &bility to insist that the resources of the Fund are to be used
on a temporury busis constitute important and adequuate safeguards. It
is possible that members will try to accumulate reserves ruther than
Fund drawing rights. If they are not indebted to the Fund, they may
be able to do so to the extent of their overall favorable balence.
They mizht sccumulute dollars while dollars were being drawn from the
Fund to meet payments to them. The size of the gold or dollar reserves
sinich members are likely to accumulate in the neer future is strictly
limited, however.

The Fund might adopt the "bilateral" method of opsration if
s certein currency, e.g. dollars, were being drawn from the Fund to
finance payments to countriss other than the United Stetes znd these
countries were accumulating dollers while dollurs were becoming scurce
in the Fund. If the Fund is properly m.naged, however, there is little
denger thet dollars will bscome scarce in the Fund in the neer future.






