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FOREWORD

This study brings together the principal results of work carried out by economists of
the Federal Reserve System in connection with a monetary and banking reform undertaken
by the Dominican Republic in 1947. The banking mission to the Dominican Republic was
one of a series of cooperative efforts in which the Federal Reserve System has made central
banking technicians available to assist the governments of other countries in revising their
monetary and banking statutes. The Dominican mission had the services of Dr. Henry
Wallich, then on the staff of the Federal Reserve Bank of New York, and Dr. Robert Triffin,
then a member of the staff of the Board of Governors of the Federal Reserve System. As in
the case of other missions of a similar nature, the Federal Reserve System did not assume respon-
sibility for nor direction of the work actually undertaken.

Because banking requirements and economic characteristics vary widely from country
to country, each of the banking reforms in which Federal Reserve technicians have partici-
pated over the past decade has necessarily been somewhat different from all of the others.
In the Dominican Republic, one of the principal problems that had to be faced was the tran-
sition from the existing dollar currency to the newly created Dominican peso. Partly for
this reason, the legislation suggested by the Federal Reserve technicians and subsequently
enacted places primary emphasis upon monetary stability. It is less concerned than that of
many other countries with foreign exchange control and exchange rate variation, and goes
somewhat further in providing restraint upon internal inflationary expansion.

The first chapter of this monograph presents background information on the Dominican
economy and on its financial history and structure, much of which has not previously been
available in English in this condensed form. The following chapters reproduce the reports
which were submitted by Messrs. Wallich and Triffin in the fields of money, central banking,
and commercial banking, together with the texts of the reform legislation, translated into
English. The reports do not attempt to indjcaté the wide range of considerations arguing
for or against specific recommendations. Instead, they explain the various parts of the mone-
tary mechanism contemplated by the proposed legislation, and suggest the manner in which
the powers granted by this legislation might be exercised. Translation of the legal texts was
done by the staff of the Federal Reserve Bank of New York and checked by the Banco
Central de la Repiblica Dominicana.

The Federal Reserve System has endeavored to provide helpful service to students of
central banking by making readily available the results of such missions as that undertaken in
the Dominican Republic. The System’s function in publishing monographs of this type is
conceived to be one of broadening access to knowledge, rather than of urging a given set of
central banking principles for general acceptance or approval. The Board of Governors c.>f
the Federal Reserve System has published several similar studies of banking legislation in
other countries, and the Federal Reserve Bank of New York is pleased to do its part by pub-
lishing the results of a mission in which one of its former staff members filled an important

role,
ALrLAN SprouUL,

President.

August 1953,
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CHAPTER I
ECONOMIC AND MONETARY BACKGROUND

HE Dominican Republic comprises the

eastern 70 per cent of the Caribbean island
of Hispaniola, where Columbus founded the
first Spanish settlement. According to the 1950
census, the country’s population totals over 2.1
million people. While a good part of the Re-
public’s area of 19,324 square miles is unsuit-
able for cultivation because of topographical
conditions, the ratio of arable land to popula-
tion is higher than in most countries of the
Caribbean. According to an estimate for 1946,

the national income amounted to $180.4 mil-
lion, equal to $86 per capita.!

SOURCES OF THE NATIONAL INCOME

The structure of the Dominican economy is
reflected in the data on the national income by
economic sectors presented in Table I Agri-
culture, according to the table, accounted for

1 An estimate of gross national product at factor
cost, made by the Banco Central de la Reptblica

Dominicana for the year 1950 (Boletin Mensual,
June 1952), puts this figure at $136 per capita.

TABLE 1
NATIONAL INCOME BY SOURCE OF INCOME, 1940 AND 1946

(At factor cost)

Source of income

Agriculture

Crops

Livestock

Forestry and Mining

Construction

Industry

Interest payments and rents

Transportation and communication services....

Commercial services

Professional services

Government services

State

Municipalities

Other services

Total national income

...................................

1940 1946
ddoe ol datm ool
345 389 73.8 409
(275) (31.0) (57.3) (31.8)
( 7.0) ( 79) (16.5) (91)
16 1.8 3.8 2.1
0.8 0.9 3.0 17
11.0 124 289 16.0
9.3 10.5 13.7 76
29 33 5.1 2.8
163 184 30.0 16.6
2.8 3.2 37 2.1
6.5 7.3 14.4 8.0
( 6.0) ( 6.8) (13.8) ( 7.7)
( 05) ( 0.5) ( 0.6) ( 03)
2.9 33 40 22
88.6 100.0 180.4 100.0

SOURCE: Research Department of the Banco Central de la Repiiblica Dominicana.
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2 THE DOMINICAN REPUBLIC

about 40 per cent of the national income in
1946; it is the mainstay of the economy.

The bulk of agricultural production, with the
exception of sugar cane growing, is carried on
by small farmers. Production is well diversified,
most of the land being devoted to the raising
of basic subsistence crops, of which bananas of
various types, beans, avocados, corn, rice, and
peanuts are the most important, Four crops—
sugar, cacao, coffee, and tobacco—are produced
primarily for export. Sugar cane production is
largely under the control of a small number of
large sugar mills. Even in times of high sugar
output only 25 per cent of the cane used by the
mills is grown by small farmers.

More than 80 per cent of Dominican in-
dustrial production—the net value of which
amounted to 16 per cent of the national income
in 1946—consists of the processing for export
of sugar, coffee, cacao, and tobacco. The estab-
lishments working for the domestic economy
are predominantly small units processing foods
for the domestic market, and artisans’ shops.

Substantial parts of the existing larger-scale
industries as well as some public utilities are
owned by foreigners. Seven of the 14 large
sugar mills in operation in 1949 were Ameri-
can-owned. Other important foreign invest-
ments are in banana plantations; electric power
facilities; telephone service; the yucca, starch,
and match industries; as well as petroleum dis-
tribution. For domestic investors, real estate
seems to have retained its predominant
attraction.

The Dominican Government has in recent
years fostered the initiation of a number of in-
dustrial projects. The most notable of these
are a peanut oil factory constructed in 1941, a
meat-packing plant built in 1943, a textile mill
completed in 1946, a cement plant built in
1947, an industrial alcohol plant completed in
1949, a brewery, a bag factory, and a hydroelec-
tric plant installed in 1950.

It is noteworthy that industry apparently con-
tributes a smaller share to the Dominican

2 The construction of three new sugar mills was
begun in 1950.

national income than do wholesale and retail
trade plus financial services. This is reflected
in the dominant role of foreign trade in the
economy, which calls for special comment.

AN ExporT ECONOMY

The export sector is of outstanding impor-
tance for the working of the Dominican econ-
omy. As pointed out in the previous section,
it absorbs a significant part of agricultural pro-
duction as well as the bulk of the output of
Dominican industry, which is primarily devoted
to the processing of agricultural products. Dur-
ing 1940-46, exports accounted on the average
for almost 28 per cent of the national income,
a ratio that is large for a country enjoying a
high degree of self-sufficiency in foodstuffs. It
is also evident—although a quantitative ap-
praisal would be difficult—that the export sec-
tor contains those activities that are most heavi-
ly capitalized and which are particularly suited
to the country’s basic natural resources. The
country's general level of income is, therefore,
closely linked to changes in the level of exports.

The Structure of Foreign Trade During the
Last Thirty Years

The structure of Dominican foreign trade has
changed considerably during the last thirty
years. Especially significant are the greater di-
versification of the country’s exports, the de-
clining importance of food imports as a result
of increased self-sufficiency, and the increased
importance of the United States as a source of
supplies. )

In the period since 1920, four staple com-
modities . (sugar, coffee, cacao, and tobacco)
have on the average produced 90 per cent of the
exchange receipts from exports (see Table II).
However, the relative positions of these items
in the total have undergone significant changes.

Sugar and sugar by-products accounted for
only 50.3 per cent of total exports in 1950, as
against an average percentage of 73.9 during
1920-24. On the other hand, coffee increased its
relative share to 14.7 per ceat in 1950 from 1.6
per cent during 1920-24. While cacao and
tobacco during the late Forties accounted on
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TABLE 11
PERCENTAGE COMPOSITION OF EXPORTS BY PRODUCT, 1920-50*

1920 1925 1930 1935 1940

24 25 34 a5 as 1945 1946 1947 1948 1949 1550
Toral exports in thou-

sands of dollars..... 30,176 27,068 13,052 16,485 30,397 43,564 66,689 83,206 82,801 73,749 86,864
Sugar productst ... 739 612 626 641 693 555 569 652 512 528 503
Coffee ...... eevenssasasoases 1.6 70 114 9.5 56 11.2 8.1 6.2 80 123 14.7
Cacao ... — 119 17.2 131 123 9.5 7.1 67 156 205 102 169
‘ TODbACCO rvvmmesmmssmssomnns 7.2 6.8 3.8 1.8 1.2 74 132 5.5 49 7.8 5.4
All other exports......... 54 7.8 91 123 144 188 151 75 154 169 127
Total .. 100.0 1000 1000 100.0 1000 1000 1000 1000 1000 100.0 100.0

* Figures in first five columns are annual averages for the periods.

1 Including niolasses,

SOURCE: Computed from Exporsacidn de la Repsblica Dominicana, various issues.

average for about the same percentages of total
exports as in the early Twenties, their share
has fluctuated considerably in recent years and
was particularly high immediately after World
War II.  Moreover, during World War II and
in the postwar period, 2 number of miscellane-
ous exports have become increasingly important,
especially bananas, corn, frozen meats, and other
processed foodstuffs, such as chocolate. It thus
appears that measurable progress has been
achieved in diversifying Dominican exports.

Important changes have also occurred in the
composition of imports. The most noteworthy
is the decline in the importance of foodsruffs.
In 1950, foods accounted for 11.5 per cent of
all imports, as against an average of 27.5 per
cent in the 1925-29 period (see Table III). The
major cause for this decrease bas probably been
the greatly increased national self-sufficiency in
the production of rice. Rice imports absorbed
an average of 8.0 per cent of the total from
1925 to 1929, but have required only negligible
expenditure of foreign exchange since 1940.

As for other imports, textiles in 1950 con-
tributed about the same proportion of total im-
ports as they did 20 years earlier—although
with a declining tendency during the late
Forties. Purchases abroad of iron, steel, and
chemical products, on the other hand, increased
sharply, accounting in 1950 for 17.2 per cent
of all imports, as against an average of 10.1 per
cent for 1925-29.

The geographical structure of Dominican
trade has likewise undergone some changes. As
may be seen from Table IV, during 1925-29
the principal customers of Dominican exports
were the United Kingdom, the United States,
and Canada, which purchased on the average of
34.7, 23.7, and 12.8 per cent, respectively, of all
exports, while continental European countries
accounted for approximately 15 per cent. Dur-
ing the same period the United States was the
country’s most important source of supply, fur-
nishing it with 62.1 per cent of total imports
(see Table V).

In 1950, on the other hand, 43.3 per cent of
Dominican exposts went to the United King-
dom and only 2.9 per cent to other European
countries. Thus, while the importance of the
United Kingdom as the country’s leading export
market remained greater than ever, as a result
of the bulk sales to Great Britain of the over-
whelming portion of the sugar crop, export sales
to the Continent had not yet recovered signifi-
cantly from the low wartime levels. The per-
centage of Dominican exports shipped to the
United States increased, aithough with substan-
tial fluctuations; in 1950 it amounted to 38 per
cent, as against 23.7 per cent in 1925-29. On
the other hand, the United States share in
Dominican imports amounted to 73.0 per cent
in 1950, a notable increase over the late Twen-
ties, although lower than immediately after the
war.
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ECONOMIC AND MONETARY BACKGROUND

TABLE IV
PERCENTAGE COMPOSITION OF EXPORTS BY DESTINATION, 1925-50*

1925-29 1930-34 1935-39 1940-44 1945 1946 1947 1948 1949 1950

Total exports in -

thousands of

dollars .. 27,068 13,052 16,485 30,397 43,564 66,689 83,206 82,801 73,748 86,864
United States ... 237 218 301 280 270 180 253 374 279 380
United Kingdom 347 356 366 513 375 428 414 287 423 433
Canada ..., 12.8 34 0.1 59 128 94 104 204 43 0.7
France ... 68 185 118 0.7 13 3.1 13 0.2 0.2 0.2
Germany ... 3.9 3.7 26 — — — — 01 06 04
Netherlands ... 5.6 23 3.3 0.1 0.2 3.9 20 2.7 27 23
Netherlands

West Indies..... 0.4 1.2 1.7 2.6 3.4 26 21 1.1 1.6 1.1
Puerto Rico ... 5.3 6.1 2.1 3.8 5.6 9.0 37 42 6.6 44
All other

countries ... 6.8 74 117 7.6 122 112 138 52 138 9.6

Total ... 100.0 1000 1000 1000 1000 1000 1000 1000 1000 100.0

* Figures in first four columns are annual averages for the periods.
SOURCE: Computed from Exporsacién de la Repsiblica Dominicana, various issues.

Total imports in
thousands of
ollars

United States ...
United Kingdom
Canada
France ... "
Germany ..........
Netherlands .......
Netherlands
West Indies....
Puerto Rico ...
India
Japan
All other
countries ...

Seseeanacesssncnsacs

Total ...

TABLE V
PERCENTAGE COMPOSITION OF IMPORTS BY COUNTRY OF ORIGIN, 1925-50*

1925-29 1930-34 1935-39 1940-44 1945

1946 1947

1948

1949 1950

25264 10614 10,869 13,323 18,126 27,664 53,448 65329 46,014 42,985

621 573 525 711 799 771 783 786 748 730
5.7 59 5.8 33 1.8 1.2 1.7 20 46 24
14 3.0 14 2.2 30 3.8 32 34 5.0 4.6
2.5 21 2.5 03 — 0.2 04 0.5 0.6 0.6
64 49 74 02 — — — 0.1 0.5 1.7
26 28 14 01 — 0.1 0.2 03 0.3 03
13 29 238 3.6 3.6 25 3.0 40 5.7 5.5
3.1 03 0.3 0.7 1.9 1.6 1.1 0.7 0.7 1.0
4.6 53 43 7.6 1.1 3.8 3.1 34 1.8 3.5
0.2 22 115 22 — - - — 0.1 1.2

101 133 101 8.7 87 9.7 9.0 7.0 5.9 6.2

1000 1000 1000 1000 1000 1000 1000 1000 1000 1000

* Figures in first four columns are annual averages for the period.

Source: Computed from Importacidn de la Repriblica Dominicana, various issues.



6 _ THE DOMINICAN REPUBLIC

The preponderant role that the United States
now plays as a source of supplies for the
Dominican Republic is to some extent a result
of changes that have occurred in the composi-
tion of Dominican imports, particularly the rise
in imports of capital goods. During the war and
the early postwar years, when exportable sur-
pluses of machinery and equipment were un-
available elsewhere, the Dominican Republic

necessarily began to rely for these goods upon
the United States.

Even though the Dominican Republic during
the late Forties was drawing approximately
three quarters of its imports from the United
States while sending there only two fifths or less
of its exports, the country has not suffered from
the currency convertibility problems that have
beset so many other countries in recent years.
Sugar has traditionally been paid for in dollars,
and the country’s chief customer, the United
Kingdom, has continued to pay in that currency
even though the pound sterling has not been
freely convertible for other purposes. During
1949 and 1950, moreover, sugar sales to Great
Britain and a number of other European coun-
tries were partly financed with ECA dollars,
ECA “offshore” purchases in the Dominican
Republic amounting to $28.4 million in 1949
and $12.4 million in 1950.

The Terms of Trade and the Balance of
International Accounts

As in all export economies that produce food-
stuffs and raw materials for the world market
and import a wide range of capital and con-
sumer goods, the well-being of the people is
intimately affected by changes in the country’s
terms of trade. For the years 1920-50, a ten-
tative and only very approximate calculation of
these terms of trade is presented in Table VI,
which takes a weighted average of sugar, coffee,
cacao, and tobacco prices as the export price
index, and a weighted mean of United States
wholesale prices of foodstuffs, raw materials,
and manufactures as the index of import prices.?
de;nrure‘:]e nﬂ%:xtte;exi)rxlg::ntgﬁgesgge;ﬁgesb?ﬁat‘;f:seith‘?s
markets where the Dominican Republic made the

bulk of its purchases throughout the entire 1920-50
period.

TABLE VI '
INDEX OF TERMS OF TRADE,
1920-50
Index of Indexof  Index of
import prices® export pricest terms of
Year (1925-28=100) (1925-28=100) #radst
1920 151 442 293
1921 102 131 128
1922 97 98 101
1923 100 177 177
1924 97 162 167
1925 103 98 95
1926 102 89 87
1927 97 113 117
1928 929 100 101
1929 97 78 80"
1930 89 59 66
1931 77 46 60
1932 69 33 48
1933 69 31 45
1934 77 39 51
1935 83 37 45
1936 83 39 - 47
1937 88 50 57
1938 81 39 48
1939 79 51 65
1940 80 52 65
1941 89 41 46
1942 101 95 94
1943 104 102 98
1944 104 108 10%
1945 106 127 120
1946 122 146 120
1947 154 205 133
1948 167 224 134
1949 157 175 111
1950 163 230 141

* A weighted average of the following components
of the United States Bureau of Labor Statistics in-
dex of wholesale prices: foodstuffs (weight 15), raw
naterials (weight 10), and manufactures (weight
75). The weights were selected on the basis of the

ercentage composition of the value of imports dur-
ng 1930-47,

T A weighted average of the unit value of major
export products. Weights, which were selected on
the basis of the percentage composition of the value
of exports during 1930-47, were as follows: caca0

(weight 15), coffee (weight 9 weight 70),
and tobacco (weight 6).g % sugar ( &

1 Index of export prices divided by index of Im-
port prices. A rise in the Index means an improve-
ment in the terms of trade for the Dominican Re-

publie.

SOURCE: Computed from United States Bureau of
Labor Statistics, Monthly Labor Review, various is-
sues; Exportacion de la Repriblica Domsnicana, vari-
ous issues.
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Owing to the particular sensitivity of raw
material and foodstuff prices to the level of
economic activity in the world’s leading indus-
trial countries, the Dominican Republic’s terms
of trade, as one would expect, have for the most
part improved during boom periods and deteri-
orated during depressions. The major exception
to this pattern occurred during the Twenties,
wl.len special conditions arising out of world-
wide sugar overproduction caused sugar prices
to drop sharply as early as 1925, several years
before the decline in other agricultural prices.

From 1945 to 1948 the country’s terms of
tfade have been more favorable than at any time
since 1925 when the long decline in world sugar
prices began. In 1949, declines in the prices of
sugar, cacao, and tobacco led to a marked deteri-
- oration of the Dominican Republic’s terms of
trade in that year, but the 1949 trend was re-
versed in 1950.

Exports play a very large role in the Domini-
can balance of payments, accounting for 90 per
cent of all current receipts. Moreover, virtual-
ly all other current-account items fluctuate to-
8ether with exports, since such items as freight
ax?d insurance are directly related to merchan-
dise transactions, while others are linked to
Movements in the national income and thus in-
directly to the level of exports.

Throughout the period, the country’s mer-
chandise trade balance was positive (see Table
VII). On other current transactions the country
ran jts normal deficit. The total balance on cur-
rent account was slightly passive in 1940, and
strongly so in 1948 when the export surplus was
small. During the war and in early postwar
years, the volume of exports was high and their
value reached record figures, owing to the rise
in the prices of key export products. At the
same time, imports were not fully available. As
2 result, both the merchandise and the total
current-account balances were strongly positive.
The sizable current-account deficit incurred in
1948 was due to a sharp spurt in imports, partly
for the account of the Government.

As shown in Table VII, there was, from 1939
on, a small but relatively steady flow of long-

term private funds into the country, the greatest
part of which were destined for investment in
the new banana industry. On official account,
the principal long-term transaction during re-
cent years has been the repatriation of the ex-
ternal debt. Payments for this purpose totaled
13.2 million dollars during 1946 and 1947, and
enabled the country to rid itself of the burden
of service charges.

The recorded short-term capital movements
of recent years have largely reflected the trends
of the current-account items. The building-up
of bank balances abroad and the increased hold-
ings of gold and foreign exchange were the
counterpart of the large export surpluses of
1942-45. A portion of this reserve accumula-
tion helped to finance the larger imports of the
later postwar years. Some unrecorded capital
movements are no doubt contained in the large
residual item present throughout the period.

MONETARY AND PuBLIC DEBT HISTORY

From Independence to Establishment of
National Bank of Santo Domingo

The monetary history of the Dominican Re-
public and the history of its public debt during
the first forty-five years of its independence
(which was interrupted by the temporary rean-
nexation to Spain from 1861 to 1865) reflect
the conditions of political instability that pre-
vailed for prolonged periods, as well as, initially,
the conflicc with neighboring Haiti. These
political uncertainties slowed the economic de-
velopment of the country, and impeded the
building-up of an effective fiscal system at home
and the consolidation of the country’s interna-

tional credit standing.

Successive Governments issued paper money
t0 meet their fiscal needs. The events following
these issues formed a pattern that was repeated
a number of times: (1) depreciation relative
to silver, gold, and other currencies; (2) flight
from the currency, and use of foreign silver and
gold coins as circulating media; and finally
(3) attempts to redeem the paper money at
arbitrary rates.
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ECONOMIC AND MONETARY BACKGROUND 9

The first issue of paper money occurred one
month after the independence of the Domini-
can Republic from Haitian rule had been
secured, the new notes replacing a part of the
Haitian paper money and copper coins. Al-
though only 825,000 pesos were issued during
the first term of President Pedro Santana (1844
to 1848), it is reported that by 1847 the paper
peso had already depreciated from parity to a
rate of 11 pesos to the Spanish peso fuerte
(silver peso).

The issue of another 215 million pesos dur-
ing the first Presidency of Buenaventura Béez
(1849 to 1852) caused a further depreciation
to 50 pesos to the peso fuerte. This, however,
was only a beginning; during the second term of
President Biez (1856 to 1858), which ended
in a civil war, new issues rose to more than 20
million pesos, causing the paper money to be-
come virtually valueless, with 3,000 paper pesos
exchanging for one peso fuerte. The paper
pesos, which became known as papeletas de
Biez, were finally converted at a 500-to-1 rate
into internal loan certificates carrying G per
cent interest and acceptable in payment of cus-
toms dues.

A similar fate befell the various civil war
issues (1857-58), as well as the new peso
nacional, of which 18 million pesos were issued
during 1860. During the period of the Spanish
reannexation (1861-65), a part of the paper
money and Treasury bills was converted into
Spanish pesos, but a high percentage of the
money in circulation was repudiated as counter-
feit. 'The revolution against Spain that began in

1863, the various provisional regimes of 1866-°

68, President Béez third term (1870-74), and
the 1873 revolution led to numerous addi-
tional issues. They took the form of Treasury
bills, piastre fuerse notes (silver peso certifi-
cates), bank notes of the short-lived National
Bank (1867), consolidated debt obligations ac-
ceptable for the payment of customs duties, and
compensation bonds of the revolutionary forces.

By 1874 the Dominican public had almost
wholly repudiated these domestic isgues; and
during the next 15 years, Mexican silver pesos

as well as Venezuelan and other Latin American
and European gold and silver coins served as
circulating media.

The same factors that were responsible for
the disturbed monetary conditions during these
early years of the Republic’s existence caused
successive Governments to have recourse to in-
ternational loan operations on terms that were
often very onerous and which led to the creation
of a burdensome internal floating debt. Domes-
tic borrowing first became significant in 1866
with the setting-up of a syndicate of foreign
merchants (Junta de Créditores) which sub-
scribed to a 200,000 peso short-term loan at in-
terest rates of 2 to 3 per cent a month. This
syndicate device was used repeatedly in later
years, until by 1887 the need to meet the costly
interest service on the internal debt absorbed
as much as one third of the total Government
revenues.

The first sizable external loan transaction
was the agreement with Hartmont & Company
of London in 1869, which marked the begin-
ning of a series of loans from British and Dutch
bankers in which the interests of the promoters
and of small groups in the Government were
often better served than those of the country.
Thus, of the Hartmont loan, with a nominal
value of £757,700 ($3.8 million), only 5 per
cent was actually received by the Dominicans.

After the default on the Hartmont loan in
1872, 16 years went by before the Dominican
Government was able once more to float a for-
eign loan. This loan was the first of two deals
with the Dutch house of Westendorp & Com-
pany, and was consummated in 1888. The con-
tract called for an issue of £770,000 ($3.85 mil-
lion) of 6 per cent gold bonds redeemable in
30 years. The proceeds were to be used in part
for the conversion of the floating internal debt
and of the Hartmont loan, which had been writ-
ten down by 80 per cent, whiie the rest was to
help in meeting the Treasury's immediate cash
needs. The loan was guaranteed through the
pledge of 30 per cent of all customs receipts,
and the operation of the customs system was
turned over to agents of the Dutch firm or-

’
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ganized into an agency that became known as
the “Caja de Recaudacién” or “Regie”. A second
deal with Westendorp in 1890 involved an is-
sue of £900,000 (84.5 million) of 6 per cent
bonds with a 55-year maturity, of which the
greater part was to have been used to construct
the Puerto Plata-Santiago Railroad. In the case
of both Westendorp transactions, a considerable
part of the funds is reported to have been ap-
plied for purposes other than those stipulated
in the loan contracts.

From Establishment of National Bank of Santo
Domingo to Adoption of United States Gold
Dollar as Sole Dominican Currency

During his third term as President, Ulysses
Heureaux carried through a number of mone-
tary reforms. The French “Crédit Mobilier” was
graated the concession to establish and operate
a bank of issue, the National Bank of Santo
Domingo. At the same time, the Dominican
Republic joined the Latin Monetary Con-
vention.

During the first two years, the National Bank
issued 2.5 million pesos in gold coins, 9.6 mil-
lion in silver coins, and 0.5 million in bronze
coins, as well as a small amount of paper money
convertible into gold or Mexican silver coins.
The first issues of coins were made partly to
meet the growing needs of the Treasury, as 50
per cent of the seigniorage profits went to the
Government. However, in an attempt to raise
more money, President Heureaux reduced the
pescentage of customs receipts that the “Regie”
was allowed to retain to meet the debt service
on the Westendorp loans. As a result, in 1892,
the Government defaulted on both Westendorp
loans, and in the same year the Westendorp con-
tract and claims were transferred to a United
States company known as the “Santo Domingo
Improvement Company of New Jersey”. It was
through this transfer that American financial
interests first became involved in the financial
affairs of the Dominican Republic, a develop-
ment that was to have far-reaching conse-
quences for the country’s subsequent monetary
and debt history.

Following a disagreement between President
Heureaux and the French directors of the

National Bank over the President’s personal
loan transactions with the institution, the con-
cession of the bank was transferred in 1895
from the Crédit Mobilier to the Improvement
Company. In 1896, a new coinage of silver of
inferior alloy, nominally valued ac 2.5 million
pesos, led to the depreciation of the silver coins
in the free market to a 5-to-1 rate relative to
the United States gold dollar. Although the
total bank note issue amounted to only 361,000
pesos at this time, a run on the bank followed,
which ended when the Government issued a
decree that permitted payment of 20 to 50 per
cent of export duties in bank notes. Following
this action of the Government, the bank began
to issue inconvertible paper money, which the
Government guaranteed and declared to be legal
tender. Within seven months 3,825,000 pesos
of the new notes were put out, with the result
that they depreciated to a 30-to-1 rate in rela-
tion to the United States dollar,

After President Heureaux's death in 1899, a
determined effort was made to stop the depre-
ciation by setting part of the customs receipts
in United States dollars aside for the conversion
of the paper money at a 6-to-1 rate. Finally, in
1900, all paper and silver money was demone-
tized and the outstanding notes redeemed under
an auction system. At the first auction, 16 to
18 pesos were redeemed with one United States
doliar, but, as the Government in 1900 alone
purchased over 1.3 million paper pesos, the
paper peso-United States dollar rate soon im-
proved to 6 to 1. In subsequent years the Gov-
ernment carried out annual redemptions of a
certain amount of the notes uatil in 1907 the
tremaining 1.6 million were exchanged against
new Government dollar bonds at a 5-to-1 rate,
and the country thereby returned to the use of
foreign coins as a circulating medium. The
situation was formalized in June 1905 when the
United States gold dollar was adopted as the
standard Dominican currency, its legal exchange
rate for silver pesos being fixed at 1 to 5. The
United States dollar remained the only means
of payment in the Dominican Republic until
1937.
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The deterioration in the monetary situation
during the last ten years of President Heureaux's
rule, 1889 to 1899, went hand in hand with the
assumption of new foreign obligations. Be-
tween 1893 and 1897, five different loan and
refunding operations were entered into with the
Santo Domingo Improvement Company of New
Jersey. The nominal amounts of these loans,*

¢ It should be noted that these loans were issued
gg}})‘v par, the issue prices varying between 50 and
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as well as other features, are set out in
Table VIII.

Within two years after the fifth deal with the
Improvement Company, under which the uni-
fied debt obligations of 1897 had been issued,
the Dominican Government was forced to sus-
pend service on all the loans taken up by the
company. At the time of President Heureaux’s
death in June 1899, the country’s total indebted-

TABLE VIl

Loa THE DOMINICAN GOVERNMENT WITH THE SANTO DOMINGO
N OPERATIOFI&I%E‘OVEMENT COMPANY OF NEW JERSEY, 1893-97

Norm’mx]
£ housands
Y
Title of issue foeal of dollars
4% Consolidated Gold
Bonds (sterling) ... 1893 8925
4% Dominican Gold
Debentures(dollars) 1893 1,250
4% Gold Debentures
(G DIETT) — .. 1894 1,250
2% % French-Ameri-
can Reclamation
Bonds (dollats) . 1895 1,750
4% Railroad Bonds !
(€725 117 — 1897 2,000
4% Dominican Uni- :
fied Debt (sterling) 1897 7,500
2% Gold obligations
of Santo Domingo .
(T R—— — 13,684
SOURCEs: De la Rosa, “Les Finances de

Publi ! X VIIL, XIX, XXI; Sumaer Welles, Nt :
J " Nf-w'i'r‘;ﬁg)sg,{“‘rgotas par;. la historia de las finanzas™, Boletin del Archivo

Secured by

509 of customs reve-
nues, “Regie” put
under Improvement
Company for 66
years. In case of de-
faulc, formation of
International Com-
mission of Bond-
holders.

First lien on all customs
receipts and other
taxes, with up to
4895 set aside for
debt service. Inter-
national Financial
Commission set up
with United States,
French, and Belgian
members to supervise
“Regie”.

i "’ D inérale
Saint-Domingue”, Revx¢ Généra

's Vi 4, New York, 1928

o V’ﬂeyaréen:ml dela Nacién”, No. 8, 1939.

Purpose

Conversion of the 1888
and 1890 Westen-
dorp loans, including
arrears. Funding of
internal debt and
general Treasury
needs.

General Treasury needs.

Payment of indemnities
to French Govern-
ment, which threat-
ened intervention
over National Bank
of Santo Domingo.

Construction of -Santi-
ago-Moca Railroad.

Refunding of the 1893
gold bond and deben-
ture issues which
were in default, and
of the 1895 French-
American Reclama-
tion Bonds.

de Droit Insernational
Vols. I and II;
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ness was estimated at $34 million, with 22 mil-
lion owed abroad.

The successors of President Heureaux at-
tempted to renegotiate the contract between the
Dominican Government and the Improvement
Company, but the objections of European bond-
holders and claimants blocked 2 new agreement.
In January 1901, the Government canceled the
contract under which the Improvement Com-
pany controlled the collection of customs duties,
and stipulated that henceforth a percentage of
customs receipts should be applied to the ex-
ternal and internal debt service under the super-
vision of an international commission. At the
same time, the Government reached an agree-
ment with Belgian and French bondholders
under which 4 per cent Dominican unified scrip
was issued to pay the bondholders of the 1897
loan an annual minimum in lieu of the interest
and amortization payments that had been sus-
pended. Under the same agreement, the Euro-
pean bondholders agreed to the abolition of the
“Regie”.

In February 1902, the United States Govern-
ment officially intervened on behalf of the Im-
provement Company, insisting on a final settle-
ment of American claims. During the next two
years, a Dominican-United States arbitral tri-
bunal scaled the Improvement Company's
claims down to $4.5 million. Under an agree-
ment of January 1903, which was never imple-
mented, a United States financial agent was to
have exercised customs control in the northern
ports of the island in the event of a failure on
the part of the Republic to settle the claims.

Protests by the Governments of France and
Belgium against the tribunal award and against
the failure of the Dominican Government to
carry out the 1901 agreement with the French
and Belgian bondholders, and in particular the
threat of armed intervention by several Euro-
pean powers including Germany, led to compre-
hensive intervention on the part of the United
States Government in December 1905. The
United States took charge of the settlement
of all Dominican obligations by assuming a
measure of contro! over customs collection and

the discribution of the revenues between the
Dominican Treasury and the domestic and for-
eign creditors of the country.

From Adoption of United States Gold Dollar as
Legal Tender to Creation of Central Bank

The comprehensive intervention by the
United States Government that began in 1905
found definite legal expression in the United
States-Dominican Convention of 1907.

This agreement, which was ratified by the
United States Senate on February 25, 1907 and
by the Dominican Congress on May 3 of that
year, called for the assistance of the United
States in the collection and application of the
Dominican customs revenues as a basis for re-
funding the country’s debt and for financing a
public works program. As part of the Conven-
tion, the Dominican Government obligated it-
self not to increase its public debt, or to change
the country’s import duties except by previous
agreement with the United States Government.
The obligations of the Dominican Government
were adjusted downward from $40.3 million to
$17.0 million in a series of settlements under
which the French and Belgian bondholders
agreed to convert their claims at 50 per cent of
face value into new bonds, the claims of the
Improvement Company were converted at 90
per cent of the value fixed by arbitration, and
other debts and claims were allowed at rates
varying from 10 to 90 per cent of their face
value® The actual conversion was carried out
by means of a refunding loan, in the form of a
5 per cent Customs Administration gold bond is-
sue by the New York house of Kuhn, Loeb and
Company, to a nominal value of $20 million.
The net proceeds of $16.8 million were used to
pay off the French and Belgian bondholders as
well as the majority of domestic creditors.

During the United States customs receiver-
ship, customs revenues increased from $1.9 mil-
lion in 1904 to $4.7 million by 1910, and the
service on the 1908 refunding loan was punctu-
ally met. However, following the death of

% Among them were the $1.6 million in National
Bank notes still outstanding, exchanged at 20 per
cent: and other paper currency exchanged at 10
per cent of face value.
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President Caceres in 1912, conditions of politi-
cal instability prevailed for three years. As a
result there was a rapid increase in the internal
debt. These developments led to renewed inter-
vention by the United States, the establish-
ment of American contro! over the Dominican
finances, and finally the creation of a military
government by the United States which ruled
the country during 1916-24.

One of the early measures of the military gov-
ernment was the formation of a Dominican
Claims Commission, which scaled down the
floating debt from $15.5 million to less than
$5 million. During 1919 the adjusted debt was
refunded into a 20-year 5 per cent internal bond
issue guaranteed by a lien on customs revenues,
which totaled $4.2 million.

The strict administration of Dominican
finances by the American military government
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during the years 1915-24 made the United
States capital markets receptive to the issue of
several new Dominican obligations. Under the
terms of the 1924 Convention between the
United States and the Dominican Government,
which continued in force most of the provisions
of the Convention of 1907, the duration of the
customs receivership was extended for the
period of the loans issued in 1908, 1918, and
1922.

With the debt service secured under various
clauses of the Convention, the Dominican Gov-
ernment was able to floar further sizable loans
in the United States for the purpose of carry-
ing out a public works program, including im-
portant highway construction. The nominal
amounts as well as other features of the foreign
loans floated abroad during the period 1908-28
are set out in Table IX.

TABLE IX
FOREIGN LOANS OF THE DOMINICAN REPUBLIC 1908-28

Nominal
amount 1n .
Yearof millions Year Amortization
Title of issue issue  of dollars Maturity  retired provision
5% Customs Adminis- . .
tration Gold Bonds.... 1908 200 1958 1927 Sinking fund operation.
6% Treasury Gold Notes 1913 15 1918 1917 .Amortization plan.
5% Customs Adminis- . .
tration Loan .. 1918 42 1938 1926 Sinking fund operation.
8% Bonds of the . .
Dominican Republic .. 1921 2.5 1925 1922 Sinking fund operation.
5V5% Customs Ad-
ministration Gold
Loan of 1922-26, . 1: .
First Series . 1922 6.7 1942, 1947 Sinking fund operation.
o extended Started in 1930, sus-
Second Series 1926 33 o 1961 pended in 1931, resumed
5159 Customs Ad_"""""“ in 1934 at reduced rate.
ministration Gold In 1940, additiona
S ;926 28 amortization provided if
: - » 5.0 1940, 1947 Government revenues
First Series . 1927 } exsended exceeded 12.5 million
Second Series . 1928 5.0 to 1969 dollars.

SOURCE: Compiled from official sources and

Alondy's Governments and Municipals.
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At the end of 1929, the total external debt
amounted to $19.7 million, calling for annual
interest payments of $0.9 million. In addition,
the 1922, 1926, 1927, and 1928 loans involved
annual amortization payments of $1.85 million,
beginning in 1930.

The acute fall in the prices of the country's
export products and the sharp decline in the
national income caused by the world-wide de-
pression that began in 1929 resulted in a spec-
tacular fall in the revenues of the Dominican
Government. This was aggravated by the effects
of the hurricane of August 1930. With public
revenues down to $7.3 million in 1931 from
their $15 million level in 1929, the foreign
debt service would have absorbed more than
one third of toral revenues. With the consent
of the United States State Department, a2 mora-
torium on sinking fund payments was declared
in October 1931, amortization payments being
suspended for an emergency period of two
years. However, interest payments were kept up
throughout the depression.

In August 1934, the Dominican Government
reached an agreement with the Foreign Bond-
holders’ Protective Council on a new amortiza-
tion scheme which (a) extended the loan matu-
rities from 1940 and 1942 to 1961 and 1969;
(b) reduced the annual sinking fund payments
to a level not exceeding 114 per cent of the
nominal value of all bonds outstanding; and
(c) made the loans callable at 101 after 1945.

The United States customs receivership re-
mained in force until April 1941 when, under
the terms of the Trujillo-Hull Treaty, the
United States-Dominican Convention of 1924
was abrogated. Under the terms of the new
treaty, the debt service and the outstanding ex-
rernal debt of $14.6 million were guaranteed by
a lien on all Government revenues, and the
Dominican Government agreed to deposit all
Government funds in a single bank in the
Dominican Republic. A representative of ‘the
bondholders was appointed in this bank by both
Governments. The schedule of amortization
payments under the 1934 agreement was modi-
fied by the inclusion of an “acceleration clause”.

Developments in the field of Government
debt during the last decade have been closely
connected with the far-reaching changes that
have taken place in the Dominican monetary
system and in the country’s banking structure.

In the monetary sphere, the outstanding event
was the substitution in October 1947 of a new
Dominican peso for the United States dollar as
legal tender. This development had been fore-
shadowed by the reintroduction of Dominican
subsidiary coins in February 1937.°

The switch-over to an independent monetary:
standard in 1947, which is fully described in
subsequent sections, went hand in hand with the
building-up of a Government-owned banking
system. The first step was the purchase by the
Dominican Government of the local branch of
the National City Bank of New York in 1941.
‘The branch, which had been the main depositor
of Government funds and had acted as fiscal
agent, was transformed into the “Banco de Re-
servas de la Repiblica Dominicana”.? In 1945,
the Agricultural and Mortgage Credit Bank was
set up by the Government, which was later
transformed into the Agricultural and Industrial
Credit Bank.® Finally, in 1947, the central bank,
monetary, and banking legislation discussed in
the latter part of this volume was approved by
the Dominican Government, and the Banco
Central de la Repiblica Dominicana began op-
erations in October of that year.

These institutional changes, and the accumu-
lation of very sizable gold and foreign ex-
change balances during the war and early post-
war years, enabled the Dominican Government
to amortize its foreign debt obligations at an
accelerated rate during 1940 to 1946. By the
end of the latter year, the outstanding external
obligations of the Dominican Republic had
been reduced to $13.3 million, including the
outstanding balance of a loan of $3 million re-
ceived from the United States Export-Import

® Ley de la Moneda No. 1259, February 21, 1937.
7 Law No. 586, October 24, 1941,

8 Laws No. 908 of June 1, 1945, and No. 1779 of
August 14, 1948.



ECONOMIC AND MONETARY BACKGROUND 15

Bank in June 1941.° Virtually the entire ex-
ternal debt was paid off during 1947, when the
Dominican Government called in for redemp-
tion at 101 the outstanding bonds of the 1922
and 1926 515 per cent gold loan issues.!® Asa
result of this action, the functions of the repre-
sentative of the foreign bondholders were ter-
minated,

" The funds needed for the retirement of the
external Government debt were raised in part
by setting aside certain Government revenues
and partly through an internal bond issue that
was largely taken up by the official banks. Be-
side this issue, a good number of short-term
and long-term obligations have been placed in-
ternally by the Dominican Government in re-
cent years. The type of issues and the amounts
of external and internal public debt outstanding
as of December 31, 1950 are shown in Table X.

MONETARY AND BANKING TRENDS, 1936-50

The monetary and public debt history of the
Dominican Republic has been reviewed in
broad outline in the previous chapter. The his-
torical account presented there and the general
description of the country’s economy afe sup-
Plemented in this chapter by a more detailed
discussion of the structure of the banking sys-
tem and of banking and monetary trends dur-
Ing the years 1936 to 1950.

The Banking System

At the end of 1950, the Dominican banking
system consisted of the Central Bank (Banco
Central de la Reptblica Dominicana), four
commercial banks, and an agricultural and io-
dustrial credit bank. The Banco Central de la
Reptiblica Dominicana is Government owned,
and makes direct loans to other banks only. The
largest commercial bank is the likewise Govetn-
ment-owned Banco de Reservas de la Repiblica
Dominicana, while the other two important
commercial banks are branches of Canadian in-
stitutions, the Royal Bank of Canada and the
Bank of Nova Scotia. The fourth commercial

® Outstandi ternal bonds totaled $11.4 million,
and the balarr‘\%ee):)f tnhe Export-Import Bank loan

totaled $1.9 million.
1 Law No. 1484 of July 18, 1947.

TABLE X

OUTSTANDING DEBT OBLIGATIONS
OF THE DOMINICAN GOVERNMENT
AS OF DECEMBER 31, 1950

(In thousands of dollars/pesos)

Balanc
Type of obligation oamamii: o®
Internal debt:
Long-term:

Banco de Reservas—Treasury Cer-
tificates—G6th series, 1948....... 93
Banco de Crédito Agricola e In-

dustrial—
Treasury Certificates—4th
serieS, 1949 .mmmmmmmtons 1,397
Treasury Certificates—5th
SerieS, 1950 o 950
Ceantennial bonds, 1943 .. . 174
Hotel development bonds, 1947.. 638
Bonds of the Republic, 1948-53.... 3,332
Bonds of the Republic, 1950-58.... 4,800
Banco de Reservas credit for re-
form of monetary SySteMamu. 80
Purchase of national salt monoply.. 1,371
Salt industry development bonds.. 150
Claims against the Government.... 838
Social Security Fund loans... 294
Total 14,117
Short-term:
Treasury bonds,
Series 1950 Bummmmsseminns . 2,500
Series 1950 Cormsvmsmssseons 2,500
Series 1950 Dueeenmsemusmmsssens 3,500
Series 1950 Erccmumssmsessons . 2,000
Total 10,500
Total internal debt 24,617
External debt (Export-Import Baak
loan) 73t
Total public debt 24,690

* The balances outstanding on December 31, 1950
ues actually negotiated by that
include only those issfes Betay T ey, devel:

. A large part of th
gg::ent issueg ha],)d not yet been negotiated at the end

of the year.
At the end of 1950, the holders of $181,600 of

i bond issues repaid in 1947 had not yet
ggﬁeizotg?lggom the agent of the Dominican Govern-
ment, in whose hands sufficlent funds to pay oft the
entire issue had been placed,

SOURCE: Boletin de Hacienda, Secretatia del Es-
tado del Tesoro y Crédito Pdablico, Vol. IV, 1950,

No. 2.
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bank is the locally owned Banco de Crédito
y Ahorros. The Government-owned agricultural
and industrial credic bank, Banco de Crédito
Agricola e Industrial de la Repiblica Domini-
cana (formerly called Banco Agricola e Hipo-
tecario de la Repiblica Dominicana), makes
specialized and predominantly long-term credit
available to agriculture and industry out of
funds that are supplied by the Government or,
to a lesser extent, raised through the sale of
mortgage bonds. The work of these institu-
tions is supplemented, in the consumer credit
field, by the Monte de Piedad, a Government-
owned small loan agency, which conducts a
pawn business and discounts the salary checks
of Government employees and workers in pri-
vate enterprises.

All the banks have their main offices in the
capital, Ciudad Trujillo. Of the fourteen

branch offices, one, belonging to the Banco de
Reservas, is also in the capital while the other
thirteen are in provincial centers. Of these, nine
are branches of the Banco de Reservas and four
of the Royal Bank of Canada.

The position of the Dominican banking sys-
tem as of December 31, 1950, as shown in
Tables XI and XII, was characterized mainly by
its strong reserve position, by the relatively high
proportion of cash assets held by some of the
banks in the form of foreign balances, and by
the predominant role played by the Govern-
ment-controlled banks (including the Central
Bank) in the market for Government securities.
The strong reserve position is as characteristic
of the Government-controlled banks as it is of
the privately owned commercial banks. The
Government's Banco de Reservas, for instance,

TABLE XI

CONSOLIDATED BALANCE SHEET OF THE DOMINICAN
BANKING SYSTEM AS OF DECEMBER 31, 1950

(In thousands of pesos)

Assets
Cash and deposits in Central Bank

Due from banks abroad

Loans and discounts

Government securities

Other Government obligations

Other assets

Total assets

Liabilities

Capital and reserves
Deposits:

Demand, time, and savings deposits ...

Other deposits

Mortgage bonds outstanding

Due to banks abroad
Other liabilities

Total liabilities

Total deposit liabilities

Private Government-
All commercial controlled
banks banks banks
10,698 4,442 6,256
10,762 1,251 9,511
25,592 8,560 17,032
15,131 — 15,131
1,000 — 1,000
3,161 1,396 1,765
66,344 15,649 50,695
11,721 300 11,421
47,260 14,279 32,531
3,435 415 3,020
1,861 —_ 1,861
390 390 —
1,677 265 1,862
66,344 15,649 50,695
50,695 14,694 35,551

SOURCE: Banco Central de la Repiblica Dominicana, Memoria Anual, 1950.
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maincains an even higher ratio of readily avail-
able cash resources (cash and deposits with the
Central Bank plus balances with banks abroad)
to deposit liabilities than the branches of the
two Canadian banking institutions.

At the end of December 1950, more than half
of the readily available cash resources of the
Dominican banking system (other than the
Central Bank) took the form of balances with
foreign correspondents or head offices. Dollar
balances held by the Banco de Reservas with
correspondent banks in the United States ac-
counted for the bulk of the commercial banks’
foreign assets. OF the private commercial banks,

only the Royal Bank of Canada had sizable bal-
ances with its head office abroad.

The Banco de Reservas and the Central Bank
are vircually the only banking institutions that
have been active in Government bond securities
operations. At the end of 1950 they seem to
have held over 90 per cent of the entire in-
ternal debt obligations of the Dominican Gov-
ernment.

The distribution of credit among the various
private sectors of the economy is known ap-
proximately. A major part of commercial bank
lending takes the form of short-term loans

TABLE XII

BALANCE SHEET OF THE CENTRAL BANK OF THE DOMINICAN REPUBLIC
AS OF DECEMBER 31, 1950

(In thousands of pesos)

Assets
International reserves
Gold 4,045
Foreign exchange 15,323
Gold contribution to Iaternational
Monetary Fund 1,250
Total 20,618*
Subsidiary coin 4
Discounts and advances to banks.. 531
Investments in Government securities
For account of Central BanK.wmm 0,323
For account of fund for the regula-
tion of the securities marketu.mm 735
Total 7,058
Subscription to international institucions
Peso subscription to International
Monetary Fund 3,750
Subscription to International Bank
for Reconstruction and Develop-
ment 400
Total 4,150
Other assers 135
Total assets 32,496

\——‘
* Of the 20,015,000 pesos. 11,2
SOURCE: Baaco Central de la Repiblica Domi

50 pesos are earmarked i
nicana, Memoria Annal, 1950.

Liabilities
Internal monetary liabilities

Note issue 23,115
Peso deposits 4579
Total 27,694

Peso obligations to international insti-

tutions

International Monetary Fund.... . 3,750

International Bank for Reconstruc-
tion and Development ... 359
Total 4,109
Foreign exchange 1S LT pp—— 15
Capital 100
Reserves 384
Other liabilities 194
Total LaDilities s 32,496

gainst the foreign exchange obligations of the Bank.
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and current-account advances, most of them
destined to finance the activities of the export
industries and the commercial sectors of the
economy. The task of supplying the needs for
medium-term and long-term credit thus rests
upon the Banco de Crédito Agricola e Indus-
trial. Over 80 per cent of the latter’s lending
takes the form of long-term mortgage loans.

The Central Bank, apart from its note issue
function, has performed predominantly two
functions in the purely financial sphere since
the relatively recent date of its creation. It has
been an important investor in Government
securities, and it has acted as the main holder of
the country’s international reserves, Central
Bank lending to the other banks has been
limited, as might be expected in view of the
strong reserve position of most of the banks,
Such lending amounted to little more than half
a million pesos at the end of 1950, In addition,
the Central Bank has been active in its role as
adviser to the Government,

The extent of the change that the banking
system and its operations have undergone in re-
cent years becomes apparent when a comparison
is made with the situation that prevailed in
1940. One of the main changes has been the
8reat rise in the resources of the banks, which
has far outstripped the 153 per cent increase in
the cost-of-living index that took place between
1940 and 1950. The deposits alone of the com-
mercial banks at the end of 1950 were 408 per
cent of their 1940 level. A second major change
has been the creation of a substantial source of
noncommercial and longer-term credit, through
the establishment of the Banco de Crédio Agri-
cola e Industrial. .Hand in hand with these de-
velopments has gone a reduction in the average
level of short-term and long-term interest
rates. Finally, the substantial amount of credit
granted to the Government through the pur-
chase of domestic Government obligations con-
trasts strongly with the prewar situation, when
the Government was virtually unable to sell do.-
mestic obligations to either private or bank jn-
vestors. It is worth noting, however, that the
emphasis on liquidity appears to have been an
invariant characteristic throughout the period:

THE DOMINICAN REPUBLIC

in 1940 the readily available cash resources of
the banks amounted to 61 per cent of their de-
posits, in 1950 they were 42 per cent.

Origin and Composition of the Money Swpdh

The institutional changes described in the
previous section, together with recent world
economic trends and domestic growth, are 1€
flected in the assets underlying the money sup-
Ply and in the composition of this supply. AS
shown in Table XIII, the total money supply
(defined in the legislation as the total Of
Dominican currency and coin in the h'cmds.of
the public plus checking deposits, excluding
interbank deposits) amounted to 58.3 million
pesos at the end of 1950, as against 9.3 million
in 1940. Three main factors contributed to the
creation of this money supply: (1) the building-
up of international assets totaling 34 millios,
in the form of dollar currency in the hands
of the banks and the public plus balances
abroad in the hands of the banks; (2) net puf
chases of Government securities by the banking
System aggregating 22.2 million; and (3) busi-
ness financing (and miscellaneous OperationS)
by the banking system to the amount of 278
million. On the other hand, the contribution of
these money-creating factors was neutralized t0
the extent of 26.6 million by an inclfeﬂ-"e.“1
savings deposits, by the (presumed) hoarding
of demonetized United States currency, and by
the growth in bank capital and other miscells
fieous nonmonetary liabilities of the banks. O
the total money supply of 58.3 million, 274
million or 47 per cent was fully covered by th¢
foreign exchange resources of the baoking
system,

In reviewing the varjous factors that cof”
tributed to the e€xpansion of the money supply
during the years 1936.50, four periods with
rather distince characteristics are to be dis*
tinguished, During the years 1936 to 1941
variations in the banks’ foreign assets and in the
public's holdings of dollars reflected ptedomi'

nantly the cyclical ups and downs of the coun-
try’s export trade,

Financing of the Govers-
ment was only of Very minor significance-
Nevertheless, it is worth noting that, despite the
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20 THE DOMINICAN REPUBLIC

absence of a central bank and of a coordinated
monetary policy, the banking system was able
during that period to compensate in some meas-
ure these externally imposed fluctuations. Such
seems to have been the case in 1939, for in-
stance, when the contracting effect exerted upon
the money supply by foreign exchange outflow
was compensated t0 some extent by an expan-
sion of business financing by the banks.

The second easily distinguishable period in
the development of the Dominican monetary
situation is that of the wartime and immediate
postwar years, from 1941 to 1946. This period
was dominated by the intensely active balance
of payments, which lifted the toral exchange
assets underlying the money supply from 84
million to 45.7 million. The consequent in-
crease in the money supply amounted to only
36.3 million, owing to the neutralizing rise in
savings deposits and other factors, Thus a for-
eign exchange coverage of over 100 per cent
was available during a short period for the
existing money supply.

Beginning in 1946, new trends developed
that led to a very substantial modification of the
assets underlying the money supply without,
however, producing any but minor changes in
the aggregate amount of the latter. A major ex-
pansion in business financing by the banking
system got under way in 1946, in good part for
the purpose of financing imports, which con-
tributed 12.3 million to the assets underlying
the money supply. At the same time, the Gov-
ernment increased its borrowing from the bank-
ing system from 5.5 million in 1946 to 22.1
million in 1948. A large part of this indebted-
ness was incurred to finance the redemption of
the entire publicly held external debr, as well as
for Governmental imports. The latter expendi-
tures, which raised imports to 2 record level of
65.3 million in 1948, produced a substantial de-
cline in foreign exchange reserves despite a
satisfactorily maintained international demand
for the country’s exports. Thus, the proportion
of the money supply covered by the foreign ex-
chznge holdings of the banking system declined
10 59 per cent.

The concomitant contraction in the money
supply from 47.7 million in 1947 to 41.1 mil-
lion in 1948 is more apparent than real, how-
ever. Over two thirds of it is accounted for by
the demonetization of that part of the estimated
dollar circulation that was not offered for ex-
change during the currency reform. Since the
estimate of the total dollar circulation is of an
uncertain character, there is no assurance that
these 4.6 million were actually in circulation or
in hoards in 1948, and it is quite conceivable
that earlier data on dollar circulation, and hence
total money supply, are overstated to that ex-
tent. It is worth noting that the expansionary
effect of bank credit upon the money supply
was to some extent neutralized by the increase

in the capitalization of the domestic sector of
the banking system.

The final phase of Dominican monetary de-
velopment is that covering the years 1949-50.
During these years the means of payment in-
creased sharply, rising from 41.1 million to 58.3
million. This expansion was the joint result of
an expansion in business financing, which con-
tinued the steady upward trend that had begun
in 1946, and of an inflow of foreign exchange.
The active balance of payments of which this
inflow was a reflection was due to a very sharp
drop in imports in 1949 and to a rise in exports
in 1950. The level of Government indebted-
ness to the banking system, and its contributjon

to the money supply, did not increase signifi-
cantly after 1948,

In addition to the foregoing analysis of the
money supply on the basis of its origin, a few
further observations may be made regarding its
composition (see Table XIV). The dollar cur-
rency in the hands of the public, before and
after its demonetization in 1948, has had to be
stated on the basis of estimates only, as previ-
ously indicated. These estimates were derived,
firse, from an estimate of the volume of the dol-
lar circulation in 1936, which was believed to
amount to 2.0 million, and, secondly, from the
cumulative addition to this amount of officially
reported currency shipments into and out of the
country since that time. In view of the existing
tourist traffic, and of the mildness of the control
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22 THE DOMINICAN REPUBLIC

over certain foreign remittances during much
of this period, it is to be assumed that there
were flows of currency in both directions that
are not included in the statistics. The figure of
4.6 million that emerges in 1948 as the uncon-
verted part of the dollar circulation, as well
as earlier data on dollar circulation, must there-
fore be regarded as somewhat hypothetical.
Since 1948, however, the circulation figures are
no longer subject to such uncertainty, since they
comprise only currency and coin issued by the
Central Bank and the Dominican Treasury, re-
spectively.

Government deposits, which are carried in
the Banco de Reservas, have been included as
part of the money supply. This deviation from
current practice seems justified by the fact that,
as a practical and legal matter, the Dominican
Government does not freely engage in money
creation to meet predetermined budgetary
needs, but allows itself to be guided in its
budgetary policy to a substantial extent by the
level of its cash balance. The monetary pres-
sure exerted by the Government’s cash balance,
therefore, appears to be of a similar order to
that exerted by private balances.

It is important to note that the Government's
cash balances have become an increasingly im-
portant part of the total money supply in recent
years. From a ratio of 8.6 per cent in 1940,

when they were first reported separately, they
rose to 23.7 per cent at the end of 1950. This
growth seems to reflect mostly the great expan-
sion of the national budget.

The volume of currency of all kinds in circu-
lation has represented a high proportion of the
total money supply throughout the period under
review, as is to be expected in view of the struc-
ture of the Dominican economy. During the
war years, the proportion of currency to total
money supply diminished noticeably; in the
postwar period it increased again, but by 1950
had not quite reverted to the average that had
prevailed before the war.

Time deposits increased a good deal less than
demand deposits. Before the war they exceeded
demand deposits, but during 1949-50 they aver-
aged little more than a quarter of demand de-
posits. It is not evident from the statistics
whether the sharp movements in time deposits
that took place during some of the postwar
years represented a general tendency. or merely
the movement of a limited number of large
accounts. Likewise not apparent from the sta-
tistics is the rate of turnover of time deposits,
but it is believed that the turnover is compara-
tively high. Time deposits, although excluded
from the legal definition of “money supply”,
therefore do have marked monetary charac-
teristics.



CHAPTER 11
LETTER OF TRANSMITTAL

Draft Laws for Monetary and Banking Reform
and the Reports Pertaining Thereto

Lic. Jestds Marfa TRONCOSO,
Governor, Banco de Reservas de la Repiiblica Dominicana,
Ciudad Trujillo, Dominican Republic.

Dear MR. GOVERNOR:

At the end of the work carried on under your distinguished guidance, it is a
great pleasure for the undersigned to transmit to you herewith the draft laws for
the reorganization of the Dominican monetary system, in accordance with the Presi-
dential Message of October of last year. The drafts in question comprise the
Monetary Law, the Central Bank Law, the General Banking Law, and the “Bretton
Woods” Law, together with their respective reports. These law projects are closely
interrelated, each constituting an integral part of the proposed reform,

The Monetary Law establishes the Dominican peso, which so far has had the
character only of a subsidiary currency, as the national currency with full Ieg:al
tender. The peso will be firmly based upon gold and foreign exchange, and will
have the same value as the United States dollar. The peso will be at all times freely
convertible into dollars for the purpose of payments abroad. The draft .project
provides for a transitional period during which the dollar and the peso will circulate
side by side, until the public has become fully accustomed to the new currency.

The draft for the Central Bank Law provides for the creation of an i‘nstitution
to operate the monetary system, and in particular to maintain the stability of the

peso and to regulate credit conditions and stimulate the development of the economy.
The Bank is to be owned by the Government  its Governor and all the members of

its Monetary Board are to be appointed by the President of the Rfe?ubllc. In its
operations, the Bank is to maintain ample reserves to assure th.e stablhty.of th'e cur-
rency. Strong powers of credit control are provided- to enable it to nfeet n}llﬂatlonary
and deflationary pressures. Among these powers IS t%lat of du:ectmg the g?neral
policies of the Banco de Reservas and the Banco Agricola e Hipotecario, without
interference, however, in the details of their affairs: The three Government banlfs
thus will be coordinated in their policies. It is expected that the Central Bank will
have only a small operating staff, since a large bank would be an unnecessary luxury.

The General Banking Law has as its maix} purpose tha.t of protecting the bar}k-
ing system against the consequences of unsuitable operations and excesses which
might be harmful to the stability of the currency and to th.e »‘velfare of the coun?ry
in general. The proposed law will not hamger the existing very conservative
institutions in their legitimate functions. It will, however, p.rovxde a framework
within which the future development of the Dominican banking system may take

place along sound and orderly lines.
The “Bretton Woods” Law regulates the relations that the Dominican Republic

is to establish with the International Monetary Fund and the International Bank

23
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for Reconstruction and Development in accordance with the respective agreements
signed by the Republic. The Central Bank is given exclusive representation of the
Republic before these international institutions and is vested with the necessary
powers to carry out the corresponding obligations.

The decision to establish an independent currency is a natural consequence of
the steady economic progress of the Dominican Republic. The present legislation
completes a series of steps that began with the introduction of the subsidiary
Dominican currency in 1937 and continued with the debt service treaty of 1940,
the purchase of the Banco de Reservas in 1941, the creation of the Banco Agricola
e Hipotecario in 1945, and the complete redemption of the foreign bond issues of

1922 and 1926. The monetary reform was announced by the message of President
Trujillo of October 1946.

The new currency offers many advantages to the Republic. In international
affairs, it will strengthen the position of the Republic and put it on an equal mone-
tary footing with all other nations. It will facilitate participation in the Bretton
Woods institutions. Through the action of the Central Bank, the Republic will have
a means of defending itself, in some measure, against inflationary balance-of-pay-
ments pressures. In the domestic sphere, the new currency will facilitate the carry-
ing-out of an independent monetary and credit policy, as well as the full utilization
of the resources of the country through the proper distribution of credit. Through

the elimination of the dollar circulation, moderate economies can be effected in the
economic cost of the monetary system,

The new currency, however, also implies new problems and new responsi-
bilities. The dollar, while in many respects inconvenient because it is not subject
to the monetary policy of the nation, has provided the country with an entirely
sound currency. Henceforth, the responsibility of maintaining sound money will
rest upon the Central Bank and, ultimately, upon the Dominican Government. The
Government, up till now, has demonstrated its intention to maintain stable money
and credit conditions by the manner in which it has handled the administration of
public finances and of the Banco de Reservas. The new task will be harder. In
particular, the Government will have to weigh with increasing restraint any action
that might involve an increase in its own use of bank credit. A sound management
of public finances will always be essential to monetary stability. If the Government

adheres to this principle, there is every reason to expect that the Central Bank will
be able to maintain the desired stability.

The present is a particularly opportune moment to undertake the monetary
reform. The monetary reserves of the country are very plentiful, exports are large
and may continue so in 1948, and the financial position of the Government is strong.
The adjustments, moreover, that the Republic may eventually have to make to meet
changing world conditions can be effected more smoothly if an independent mone-
tary system is already in existence.

The prospect that such adjustments may hecome necessary calls for special
restrictions during the initial period of the new system. There is no way of fore-
seeing the level to which the circulation may have to shrink once conditions return
to some degree of normality. Quite possibly this level may be considerably below
the very high one achieved during the war and postwar years, although higher than
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those prevailing during the Thirties. The scope of the future credit operations of
the new Central Bank must be guided, therefore, not by the current money supply,
but by the level that the money supply may attain within a few years. The transition
to more normal monetary conditions is the chief problem that the monetary reform
must face. The solution of this problem will give the Central Bank its first oppor-

tunity to demonstrate its effectiveness.

In concluding we should like to express our sincere appreciation of the oppor-
tunity you offered to us to discuss in detail the text of the draft projects with Dr.
Ratl Prebisch of Buenos Aires. This consultation, during the visit that Dr.
Prebisch made to Ciudad Trujillo during the course of the past year at your invita-

tion, has been of great value for the definitive formulation-of the proposed legisla-

tion. We likewise should like to express our appreciation of the valuable coopera-
tion that we received from the officials of the Banco de Reservas and of the Banco

Agricola e Hipotecario.

With the expression of our sincere respect we remain,
Henry C. WALLICH

ROBERT TRIFFIN

New York, N. Y.
WasHineToN, D. C.
October 20, 1947
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CHAPTER III
THE MONETARY LAW
REPORT ON THE MONETARY LAW

The Monetary Law establishes the necessary
regulations for the effective functioning of the
new monetary system created under Article 94
of the Constitution, and provides for the tran-
sition from the existing system based on the
United States dollar to the new system based on
the gold peso as the national monetary unit.

The Law is divided into six chapters, relating
to the various aspects of the reform.

Chapter I, Monetary Unit (Articles 1-2), re-
states the initial clause of Article 94 of the Con-
stitution, which establishes the gold peso as the
national monetary unit. It further specifies the
transactions for which the peso is to be the sole

means of payment once the transition period
has come to an end.

Chapter II, Monetary Issue (Articles 3-8),
lays down the general conditions governing the
issuance of currency and coin. These conditions

are to be implemented, within the framework
of the pertinent constitutional provisions, by the
Central Bank Law.

Chapter III, International Parity of the Cur-

rency (Articles 9-10), specifies the relationship
between the peso and other currencies,

Chapter 1V, Exchange Control and External
Coanvertibility of the Currency (Articles 11-17),
regulates the manner in which the external sta-
bility and convertibility of the peso will be
assured.

Chapter V, General Provisions and Sanctions
(Articles 18-19), serves to implement the vari-
ous other provisions of the Monetary Law.

Chapter VI, Transitory Provisions (Articles
20-21), contains the important regulations for
the introduction of the new peso currency by
successive stages.

The following comments aim to explain the
reasons and purposes undetlying the more im-

portant provisions and to serve as a guide in
the administration of the Law.

CHAPTER I MONETARY UNIT (ARTICLES 1-2)

Article 1 of the Law establishes the gold peso
(RD$) as the basic monetary unit of the
Dominican Republic. The new unit is equal t0
0.888671 grams of fine gold, which gives it the
same gold value as that of the United States dol-
lar. This choice of unit adapts the new money
to existing habits and practices, and allows 2
transition to the new system with a minimum
of difficulty. - The term “peso”, employed until
now almost universally in referring to the ex-
isting monetary unit and which in accordance
with the Law of June 21, 1905 has been re-
garded as signifying the United States dollaf,

will in the future signify the Dominican gold
peso.

Article 2, which will enter into full eﬁ‘eCf n
the second stage of the monetary conversion
provides that all contracts, including those
already in existence, and all payments, are t©
be denominated in gold pesos. This is essen-
tial to the proper functioning of the system
since the continued existence of dollar contracts
and payments would deprive the monetary
auchorities of much of their power, and would
Tun counter to the purpose of establishing 2
truly independent currency. To discourage at*
tempts at evasion, it is provided that contracts
made in any other currency, in contravention O
the Law, shall be legally dischargeable in pesos:
at the exchange rate prevailing at the time ©
the contract or at the time of payment, which-
ever should be more favorable to the debtor.

The Law exempts from the foregoing Pro”
visions certain contracts and payments Whi‘fb
by their very nature may have to be made 18
foreign currencies. These are to be considered
as dischargeable in funds abroad and hence 00¢
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affected by the unlimited legal tender power of
the. peso established in Article 5. They will re-
mazrf subject, however, to the regulations con-
cerning the control of bank transfers and other
payment orders established by Law No. 51 of
July 28, 1942, and to the regulations regarding
International payments that may be issued by
virtue of Article 17 of the Monetary Law.

CHAPTER Il MONETARY ISSUE (ARTICLES 3-8)

To safeguard the functioning of the currency
system, it is important that the issuance of all
f?rms of currency and coin be conducted by a
single agency. Article 3 accordingly gives to the
Banco Central de la Reptiblica Dominicana,
under the direction of the Monetary Board, the
sole power to issue such currency and coins.
Tffe issuance of money tokens by private enter-
Prises in payment of wages or supplies, such as
has occasionally been practiced, will be contrary
to the Law.

Subsidiary currency will be issued by the
Central Bank for account of the State. The lat-
ter, however, will neither bear the expense
thereof nor derive any seigniorage profits. All
Dewly issued subsidiary cutrency will be put
into circulation only as the needs of trade war-
rant, and against the cancellation of an equiva-
lent amount of notes, so as to produce no in-
Cf?ase in the aggregate money supply. Any
seigniorage profit resulting from these opera-
tions will be neutralized by adding it to 2 special
reserve fund in the Central Bank. This will
eliminate all danger of the soundness of the
Currency being undermined by excessive sub-
sidiary currency issues undertaken for the sake
of a seigniorage profit.

The denomination, form, and other charac-
teristics of the notes and coins are left to the
discretion of the Executive Power, upon the
recommendation of the Monetary Board (Arti-
cle 4). It seems desirable to follow the practice
adopted in connection with the creation of a
national subsidiary currency in 1937, and adapt
notes and coins to their equivalent units in
United States money. Nevertheless, in view of
the many unforeseen contingencies that may

27

affect the cost and the availability of the mate-
rials employed, particularly for. subsidiary coin-
age, the Law allows a maximum of flexibility in
this respect.

The notes issued by the Central Bank will
have unlimited legal tender power throughout
the Dominican Republic, as provided in Arti-
cle 5. This provision will be effective from the
beginning of the first stage of the monetary
conversion. It does not, however, affect the spe-
cial types of contracts and payments enumerated
in the second part of Article 2 which, as said
before, are to be regarded as payable in funds
abroad.

Various routine details regarding the inter-
changeability of notes of different denomina-
tions and the treatment of mutilated notes and
coins are specified in Articles 6 and 7. It need
hardly be said that in its dealings with the banks
the Central Bank will maintain complete inter-
changeability between deposits and the notes
and coins of different denominations.

The reduction in the Central Bank's liabili-
ties that may result from the proven destruction,
loss, or demonetization of its notes in circula-
tion will constitute a windfall profic which is
to be neutralized by adding it to the Bank’s gen-
eral reserves. Ordinarily the definitive loss or
destruction of notes can be established only by
calling in the entire currency issue and replac-
ing it with a new one. The Bank may find it
desirable to do so after a period of years, if there
is reason to believe that losses and wear and
tear have reduced the effective circulation con-
siderably below that shown on its books. The
inconvenience that the operation must occasion
the public, however, suggests that it be post-
poned as long as possible. A decade or two
probably will have to elapse before it could

become warranted.

CuAPTER III INTERNATIONAL PARITY OF THE
CURRENCY (ARTICLES 9-10)

The par value of the Dominican gold peso
will correspond to its gold content of 0.888671
grams. This gold value will be communicated
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to the International Monetary Fund. The value
in terms of Dominican pesos of zll other cur-
rencies that, like the peso, are based on gold
follows automatically from their respective gold
contents. These values are the legal exchange
rates for the purposes of the International
Monetary Fund Agreement.

Under that agreement, the possibility exists
of a universal increase or reduction of the price
of gold in terms of all currencies, and likewise
the possibility of a change in the par value of
individual member currencies. It may be ob-
served that, for the Dominican Republic, par-
ticipation in a universal change in the value of
gold, as well as any other modification in the
par value of the peso, would require special
legislation. Should such a change be made, or
should there be changes in the value of foreign
currencies held by the Central Bank, there might
be corresponding profits or losses on its gold or
exchange holdings. The same would be true if
a commercial bank should have gold or foreign
exchange assets not balanced by equivalent lia-
bilities. Article 10 deals with the treatment of
profits or losses originating in this manner,

A profit resulting from a revaluation of the
Central Bank’s gold or exchange assets is not an
organic one, inasmuch as it does not correspond
to any productivity activity. From the viewpoint
of the domestic economy it is purely a book-
keeping operation. To employ it for any kind of
expenditures would have inflationary implica-
tions and would be disturbing to the economy.
Much the same considerations apply to losses
from this source. Hence the Law requires the
Central Bank to exclude such profits or losses
from its regular income and to sterilize them
by entering them in an account enticled “Re-
valuation of Reserves”. This treatment has the
virtue of eliminating all nonorganic considera-
tions of profits or losses from any decision re-
garding the above-mentioned possible changes
in the value of gold. If, in connection with any
such changes, a reduction or increase in the
Dominican contribution to the International
Monetary Fund or to the International Bank for
Reconstruction and Development should be-
come necessary under the terms of the respec-

tive agreements, these payments will be com-
pensated against part of the loss or profit.

Related considerations apply to the profits ot
losses that the commercial banks might experi-
ence as a result of gold or exchange revaluations.
To be completely protected against such move-
ments, 2 bank must maintain a balanced ex-
change position; that is, it must operate so as to
keep its assets in each currency always equal to
its liabilities. A bank not following this policy
but maincaining instead a short or long position
in foreign currencies may have speculative
profits or losses as a result of revaluation of
these currencies, which by virtue of its private
character it could not treat as mere bookkeeping
operations as would the Central Bank. In view of
the large scale of a bank’s operations in relation
to its capital, the possible losses from exchange
positions might endanger its solvency. Possible
profits might be wholly incommensurate with
its normal earnings, and if sent abroad might
deprive the economy of a sizable part of its
foreign exchange assets.

To protect the banks against such risks, and
to foreseall unjustifiable speculative profits, the
Law provides that all such profits and losses
shall be for account of the Central Bank. If 2
commercial bank should suffer a loss as a result
of the revaluation of an exchange position that
it may have, the Central Bank will reimburse it.
If chere should be a profit, the commercial bank
must turn it over to the Central Bank. The lat-
ter, in both cases, will enter the amount in its
“Revaluation of Reserves” account. It should be
understood, however, that these provisions do
not apply to those fractional fAuctuations in the
exchange markets, such as most currencies are

subject to, that may occur even when the official
parities are maintained.

The Central Bank is given the power to ex-
empt certain currencies from the above pro-
visions. Under the Central Bank Law, it is also
given the power to require the banks to balance
their exchange position in any or all currencies-
By employing this power at all times, the Bank
could eliminate all need for the system Of
mutual compensation between it and the com-
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mercial banks. This, however, would mean in
practice that the commercial banks would have
to0 sell to the Central Bank a large part of the
df)l!ar balances that they usually carry. Recog-
nizing that these balances represent a signifi-
cant part of the commercial banks’ earning
Power, the Law has provided, through the mech-
anism indicated, a means by which the banks
may .continue to hold these balances without the
possibility of large speculative profits or losses.

CHAPTER IV EXCHANGE CONTROL AND
EXTERNAL CONVERTIBILITY OF THE
CURRENCY (ARTICLES 11-17)

oanhe Central Bank is required to maintain not
y the stability of the Dominican peso but
3130,. in accordance with Article 11, its free con-
Z:“lbllify. Stability implies that all exchange
Ieanfacuofas must be carried on at or near the
h (ﬁz parity. C'orfvertibility implies that any
freelet of Dominican pesos can convert these
of § ¥ into foreign currency and that any holder
oreign currency can likewise convert it into
533_05- To maintain both stability and converti-
rea’(?’ the Central Bank must therefore stand
at oy to buy and sell gold or foreign exchange
I near parity in unlimited amounts.

'IjO facilitate the task of the Central Bank,
flh“de 12 concentrates all exchange dealings
in the hands of the banks authorized for this
Purpose by the Monetary Board. Consequently
any firm or individual wanting to buy or sell ex-
Ehange can do so only through an authorized

a“}‘- The Central Bank itself will not ordi-
Darily engage in exchange dealings with the
p'fblic and thus will not enter into competition
With the commercial banks.

b_'.I‘o carry out its task of ensuring the sta-
ility and convertibility of the cutrency, the
Cem.r al Bank will sell to the banks the exchange
tequired by them and will buy from them such
€xchange as they want to dispose of, as required

¥ Atticle 13. It must do so at rates that will
Permit the banks, in their own exchange deal-
Ings with the public, to remain within the 1
Per cent above and below parity stipulated by

the International Monetary Fund Agreement

Under this agreement, the Central Bank would
be fully meeting its obligations if it did no more
than to buy and sell gold freely at or near parity.
Since such operations would not fit in well with
the banking practices prevailing in the Domini-
can Republic, the Central Bank will probably
find it advisable to operate mainly through the
purchase and sale of dollar exchange, which it
would negotiate at par or with a very slight
margin, in order to reduce the cost of exchange
operations for the banks. The Central Bank
could also deal in such other currencies as the
public may offer to or demand from the com-
mercial banks. Unless, however, the Bank is
willing to carry positions in these currencies, it
would usually have to cover these operations
against dollars in New York, which it could do
no more advantageously than the commercial
banks themselves. It may therefore limit itself
to dollar dealings and leave it to the authorized
banks to make the necessary conversions.

The Central Bank must insure, as pointed out
before, that the exchange rates applied by the
authorized banks remain within the limits of
1 per cent above and below parity. It will fix
the maximum limits of the exchange margins
and exchange commissions that the authorized
banks may charge and will moreover make its
policy in this matter felt in the market by fixing
the relative margins and commissions charge-

able by the Banco de Reservas.

Article 13 not only requires the Central Bank
to buy and sell exchange offered or demanded
by the authorized banks, but also empowers it
to require the authorized banks to maintain a
balanced exchange position in any or all cur-
rencies. It is desirable that the Central Bank
make the least possible use of this power con-
sistent with the needs of effective exchange

management.

The Central Bank is authorized to issue spe-
cial regulations to apply to foreign currencies
chat are not convertible. If it should decide not
to deal in such currencies, it may find it neces-
sary to take steps tO prevent these currencies
from being dealt in at a discount in the market
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in possible contravention of the Monetary Fund
Agreement.

By its exchange dealings with the authorized
banks, the Central Bank will relieve them of a
cost that they have hitherto had to bear: the
expense of shipping currency to and from the
United States. It is this expense which forms
the basis of the banks’ present exchange charges.
The Banco Central, for its part, will have to
shoulder the cost of printing and shipping the
peso currency. It is only fair, therefore, to re-
quire the authorized banks to allow the Central
Bank to participate in their earnings from ex-
change operations. Article 14 provides that the
Monetary Board may fix a percentage of toral
purchases and sales of exchange by the author-
ized banks, up to one eighth of 1 per cent, that
the lacter must turn over to the Central Bank.
In place of these percentages of purchases and
sales, moreover, the Monetary Board may fix a
percentage of gross receipts from commissions

and exchange margins, up to a limit of 20 per
cent,

It is not intended that this participation
should unduly curtail the authorized banks’
earnings from exchange business, which is
known to be one of their primary sources of
income. Since only these banks will henceforth
be permitted to deal in exchange, it may be ex-
pected that they will be compensated, to some
extent, by an increase in the volume of their
business. Moreover, the authorized banks’ buy-
ing and selling rates and commissions can be
so adjusted as to leave an adequate profit. It
must be remembered, however, that, if the cost
of exchange dealings through the banks is made
too high, it may become more difficult to en-
force the ban on exchange dealings outside the

banks.

Under the provisions of Article 15, the
authorized banks are required to supply the
Ceatral Bank with information regarding their
exchange transactions and position. This type
of information is clearly necessary for the con-
duct of an effective monetary and exchange

policy.

The commercial banks, under the provisions
of Article 16, will be permitted to accept de-
posits in foreign currencies. This is in accord
with the banking practice prevailing in most
countries. The provision is of special importance
in the Dominican Republic because of the role
that the dollar has played in domestic trade, and
which it will probably continue to play in the
Republic's foreign trade. The possibility of
carrying a dollar account with a Dominican
bank will be a reassuring factor to many. It
will also facilitate the operacions of importers
and exporters.

The foreign currency balances carried in sucfl
accounts cannot, however, be used by their
owners to make payments within the territory
of the Republic. Article 16 provides that, ©
use these funds for domestic payments, theif
owner will first have to convert them into pesos
at the bank’s buying rate. Likewise, to es:abl}sh
a deposit in foreign currency, the depositof
must purchase the exchange from the bank
or else transfer to the bank foreign exchange
already in his possession. For payments in the
respective foreign countries, the deposit can be
drawn on without payment of an exchange
commission, but the banks may make a charge
to cover their expenses. Foreign currency de-
posits will not be considered as part of the
money supply.

The exchange liabilities arising for the banks
out of such deposits would constitute a shoft
position in foreign currency, unless the baﬂlfs
hold corresponding exchange assets to cover It
The Central Bank will have to take due account
of this and other special problems arising for
the banks from the existence of foreign cuf
rency deposits, and may have to issue supple’
mentary regulations covering the operation ©
these accounts. In particular, the Central Bank
will have to decide whether such deposits may

be opened at the beginning of the monetaty
conversion or at some later date.

The Monetary Board cannot establish a0y
control over exchange operations on its sol€
initiative, since the Central Bank is responsible
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for. maintaining the convertibility of the cur-
rency. Such controls may be introduced only
with the special approval of the President of
the Republic. Under the terms of Article 17,
the Monetary Board may, with the approval of
fhe Executive Power, subject to licensing all
international credit and investment operations
as well as the transfer of funds abroad. Such 2
licensing system would have to be regarded as
a modification of the comtrol de giros estab-
lished under Law No. 51, dated July 28, 1942,
of the existence of which the International
Monetary Fund has been notified. In so far as
iuch controls affected transactions regarded as
current” by the International Monetary Fund,
they would be subject to the provisions of the
International Monetary Fund Agreement as to
their establishment and maintenance.

Controls of this type should not be employed,
however, unless the Monetary Board and the
Executive Power are convinced that they are
necessary because of grave pressure on the bal-
ance of payments. This would be evidenced by
the fall of the Central Bank’s exchange reserves
t0 a low level, or by 2 rapid rate of decline while
they are still Jarge. Unless made necessary by
such pressure, effective exchange control would
constitute a harmful interference with incer-
Dational trade and an undesirable deterrent to
u.ltemational investment. While the Interna-
tional Monetary Fund recognizes that control
OYer capital movements, and under certain con-
ditions over current transactions, is a necessary
Measure to protect the stability of exchange
rates, it will ordiparily be preferable for the
Dominican Republic to maintain entirely free
exchange markets, as provided for by the pres-
Sent Law.

The exchange reserves that the Central Bank
will hold after the monetary conversion has
been completed will probably be very consider-

able. A substantial outflow of funds on current

and capital accounts could therefore take place
and without

without endangering the currency ‘
Creating a need for exchange control In view
of the very great expansion of the money sup-

Ply in recent years, such an outflow is t© be
This drain there-

expected ac some future time.

f?re n.eed not perturb the monetary authorities,
since it probably would signify merely the re-
ltum of the volume of money to a more normal
evel.

CHAPTER V GENERAL PROVISIONS AND
SANCTIONS (ARTICLES 18-19)

To assure both the execution of the Monetary
Law and the effective establishment of the new
monetary system, sanctions and penalties will
have to be established against possible infrac-
tions of the relevant legal provisions. This is
the pucpose of Article 19 of the Law. An at-
tempt has been made, however, to leave ade-
quate latitude to the judicial authorities who
will apply the sanctions, by creating a consider-
able margin between minimum and maximum
penalties. These will permit the judicial selec-
tion of the appropriate sanction for each major
or minor violation, An attempt has likewise
been made to maintain the power of the judge
to impose jail sentences or fines, or both, of
varying severity according to the financial mag-
nitude of the operations, the character of the
infraction, and the degree of recurrence.

The provisions of Article 19 also subject to
the same penalties any who refuse to accept the
notes and coins of the new monetary system at
their legal tender value. In view of the fact
that jail sentences cannot effectively be imposed
upon legal persons, the Law, in accordance with
generally accepted judicial doctrine, subjects the
latter to fines exclusively, in order to penalize
infractions of this type without prejudice to

the penalties t0 which the individuals respon-

sible may likewise become subject.

Care has been taken, on the other hand, to
leave explicitly in force the provisions of the
Penal Code relating to the falsification of notes
and coins, and similar violations, in order to
broaden the scope of the present Law to the
extent possible.

CHAPTER VI TRANSITORY PROVISIONS
(ARTICLES 20-21)

The transitory provisions regulate the change-
over from the present United States dollar sys-



32 THE DOMINICAN REPUBLIC

tem to the independent Dominican gold peso
currency, a process referred to previously as
the monetary conversion. This change-over is
to take place in successive steps, which are dis-
tinguished by the progressive reduction in the
importance of the dollar from full legal-tender
status in the first stage to its virtual elimination
from circulation in the second.

With the beginning of the first stage, the
Central Bank will issue peso currency against
equal receipts of dollar currency; that is, it will
put pesos into circulation, not through credit
operations, buc only against a 100 per cent dol-
lar reserve. Consequently there will be no in-
crease in the money supply and no inflationary
influence of any kind from this operation. To
stimulate the use of pesos the Central Bank will
seek the cooperation of the Government, the
banks, and some of the larger business enter-
prises. The two last named will obtain pesos
against dollars from the banks—at par and
without charges—and employ the new currency
in their ordinary payments. The banks in turn
wiil obtain the necessary pesos from the Central
Bank under the same conditions. The banks
will adope the practice of paying out pesos
against their deposits unless the depositor states
his preference for dollars.

While the first stage continues, the Central
Bank will stand ready to redeem pesos offered
to it against dollar currency, at par and without
charge. Since it does not deal directly with the
public, it will name the banks as its agents. Any
holder of pesos who prefers to hold dollars will
therefore be perfectly free to exchange his pesos
for dollars. During the first stage, all contracts
based on dollars will retain this dollar character
in a juridical sense, in accordance with the ante-
cedent monetary legislation, and all new con-
tracts made during this period will have the
same character. Nevertheless, from the start of
the first stage, the gold peso will be legal tender
for the payment of all obligations, in the sense
of Article 5 of the Monetary Law, while the
dollar will retain its legal-tender status. Any
debtor can therefore discharge his dollar obli-
gations by paying either dollars or pesos—
whichever he prefers—and the creditor is re-

quired to accept the currency offered. This will
not be a disadvantage to the creditor, however,
since he can exchange the pesos for dollars at
his bank, or vice versa, if he so prefers. The
deposit obligations of banks will be similarly
treated; chat is, they will become dischargeable
in pesos or dollars at the option of the bank.
Nevertheless, since the banks will act as agents
for the Central Bank for the purpose of ex-
change currencies, they will, in paying out
against a deposit, combine this operation with
that of currency exchange and will therefore pay
to the depositor the currency he demands.

There will be no need for the banks to carry
a double ser of accounts, one in dollars and
another in pesos, during this or any of the suc-
ceeding stages. While their loans may be repaid
in either dollars or pesos, the banks have the
same right with respect to their deposits.

In so far as their function in exchanging one
currency for another is concerned, the banks are
fully covered by the obligation of the Central
Bank to perform the same exchange for their
benefit. In the hypothetical case that the peso
should cease to be at par with the dollar, the
face that all concracts and obligations juridically
remain in dollars, coupled with the legal-tender
power of the peso, would have the result that
payment in pesos could not be made at par, but
only at the rate of the day, which would stjll
leave the banks and all other creditors well pro-
tected. Such a deviation of the peso from parity
is not conceivable, however, inasmuch as the
Central Bank is standing ready to exchange each
currency for the other. Since during this period
it will have a dollar in reserve for each peso it
has issued, there can be no doubt as to its ability
to preserve absolute equality between dollar and
peso. As long, therefore, as the banks maintain
adequate liquidity of their investments—of
which under present conditions there can hardly
be any doubt—no problem can arise for them.

The core of the entire procedure during the
first stage is the unconditional obligation of the
Central Bank to exchange the two currencies
for each other at par without charge. To assure
its ability to meet this obligation, the Central
Bank is enjoined, during the first stage, from
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enpaning i .
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chargeable in pesos at the parity established in
the pfesent Law or at the rate of the day, which-
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in Article 2.

'The Cfentral Bank, during the second stage,
will continue to pay out, without limitation and’
at par, Dominican peso notes in exchange for
dollar notes, but it may suspend the exchange
of dollar notes against pesos or limit this ex-
change to dollar notes of specific denominations.
The Central Bank will have to be guided herein
by the progress of the monetary conversion. It
naturally will continue t0 sell dollar exchange
to the banks in the form of drafes or cable
transfers, and the baoks will sell this exchange
precisely as before, so that anyone requiring
dollars for payment abroad will be able to
obtain them as before. The international par
value of the peso will therefore be maintained

without question.

With the beginning of the second stage, the
banks will be permitted 0 establish foreign
currency accounts, as provided in Article 16,
unless the Central Bank should have authorized
this earlier. The usual exchange charge will
have to be paid by those wishing 0 'transfe:
local funds—whether dollar currency, peso €8t
rency, ot @ bank deposit—into 2 foreign ex-
change account. This will provide 2 partial sub-
stitute for the exchange of pesos against dollar
currency, which the Central Bank may nOW Sus-
pend, and will serve 0 satisfy part of the re-

maining demand for domestic dollar holdings.

From the beginning of the second stage, the
Central Bank will be free to engage in the credit
and securities operations petmitted by the pres-
ent Law. It will have to proceed with extreme
however, until the progress of the
on has made it quite clear
f the demand for dollar cut-
ected. It will only be then
fely give up its policy of
cent reserve.

caution,
monetary conversi
that a resurgence O
rency is not 0 be exp
that the Bank can sd
maintaining a 100 per

The second stage will end on 2 date that the

Executive Power will specify by decree. Three
months after the end of the second stage, the
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Central Bank will no longer be obliged to accept
dollar currency at par against pesos. To stimu-
- " late the withdrawal of dollars from circulation,
the Bank may announce that after a certain
period it will accept dollar currency only with a
small discount. This discount may be as high
as 3 per cent, but in practice it may prove de-
sirable to fix it at a smaller figure, The Central
Bank will have to give ample notice of the im-
pending establishment of the discount, which

would be applied only to dollar currency and
not to the purchase of drafts.

The Bank may find it desirable to create
special facilities to deal with currency brought
in by travelers. If a discount has been imposed
upon dollar bills, it may permit certain busi-
nesses patronized by travelers to obtain pesos at
par against such currency, thus permitting the
use of dollars by tourists without a discount.
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(Translation*)

CHAPTER I
Monetary Unit

ART. 1.—The moneta i ini

. L ry unit of the Dominican Republi hall b “ "

—_ ) ) : public s e the “gold .

(%.888tg7ilght hundred and eighty-eight thousand six hundred and seventy-ong nﬁﬂﬁoe;:hs
) of a gram of fine gold, the symbol of which shall be the following: RDS$.

The peso shall be divided into one hundred equal parts known as “centavos”. The

Symbol of the centavo shall be: ct.

ART. 2.—All prices, taxes, assessments, fees, wages, salaries, contracts, and obliga-

tio .

ca:sl’QOf wlfla'tever type or kind, that are to be paid, collected, or executed in the Domini-

res ePubllc shall be expressed in and liquidated in pesos exclusively. Any qualifying or
estricting clause that requires payments in silver or metallic gold, foreign currencies or

ex .
change, or any monetary unit other than the peso, shall be null and void. Nevertheless,
obligation, when the latter may be inter-

;‘;Ch nullity shall not invalidate the principal
eted in terms of the national monetary unit, in which case the respective obligations
fFected on the basis of the legal parities

s . . ]
pl:all be liquidated in pesos, the conversion being e
evailing at the time of the consummation of the contract or at the time of payment,

whichever is more favorable to the debtor.

are exempted from the foregoing limitations:

a) Obligations which call for payments from the Republic to foreign countries, Or
from foreign countries to the Republic, in accordance with the regulations the
Monetary Board may formulate;

n.to persons or entities actually domiciled

within the country;

er official entities, which by virtue of

paid in gold or in foreign currency;

The following

b) Remuneratio outside the country, for
services rendered temporarily
he State or oth

c) Obligations in favor of t
lations must be

special agreements or regu
by the State or by the Central Bank

e issued either
onetary policy in the

d) Bonds or securities that may b .
henever required by the m

of the Dominican Republic, w.
interest of the country;

currency wi
as the Monetary Board
nd travelers, which shall be subject to
may, as occasion arises, formulate in
f foreign coins or notes ih the terri-

+h local banks made in accordance with such

e) Deposits of foreign
may formulate; and

pertinent regulations
f) Minor transactions effected by tourists 2
the regulations that the Monetary Board
order to prevent the effective circulation 0

tory of the Republic.

—_—

L]
No, ggalglal Spanish text,

Lizy MONETARIA, No. 1528, published in Gaceta Oficial, October 13, 1947;
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CHAPTER 1I
Monetary Issue

ART. 3.—Only the Central Bank of the Dominican Republic may issue notes and
coins in the territory of the Republic, subject to the guaranties and limitations establishe?d
in the Constitution and the laws pertaining thereto, especially the Organic Law of said
Bank. No other person or entity, public or private, may issue or put into circulation
notes, coins or other means of payment which, in the judgment of the Monetary Board,
might circulate as currency. The Monetary Board may formulate the regulations which

it deems appropriate to prevent the circulation, as means of payment, of foreign notes or
coins within the territory of the Republic.

Fractional coins that may be issued hereafter as well as those in existence on the
date of the promulgation of the present Law shall be the direct responsibility of the State.

The Central Bank shall issue coins in the quantities required by public demand, through
the exchange of an equal quantity of its own notes.

Of the notes thus received, the Central Bank must cancel a sum equal to the foreign
exchange used in the total cost of the respective coins.

The remainder of the notes received in exchange for the coins shall also be canceled,

and shall be used to form a special reserve for the enlargement of the Central Bank’s
capital,

ART. 4—Notes shall have the denominations, dimensions, designs, legends, and
other characteristics determined by the Executive Power, upon the proposal of the Mone-
tary Board, and shall carry the signatures, in facsimile, of the Secretary of State for the
Treasury and Public Credit and of the Governor of the Central Bank.

Coins shall have the weight, pattern, fineness, engravings and denominations that, up

to the quantity of one gold peso, may be determined by the Executive Power upon the
proposal of the Monetary Board.

Printing of notes and minting of fractional coins shall be done exclusively in the
quantities, at the times, and under the conditions fixed by the Monetary Board, and only

in the institutions, firms or mints contracted for this purpose by the Board.
Negotiations and expenses of printing and replacement of notes, as well as those

relating to fractional coins, shall be for the account of the Central Bank.

. IC'IIOWCVGI', with respect to notes which it was necessary to print prior to this Law,

in or

er to execute the provisions of the same, the Monetary Board may propose and

t}!e Ex?cutive I.’ower may determine, by Decree, approval of their denominations and
dimensions, designs, legends and other characteristics. Said notes shall be delivered with-
out cost to the Central Bank.

ARrT. 5.—Not?s of the Central Bank of the Dominican Republic shall be legal tender
and shall have unlimited cancelatory forc

e for all debts, public and privat . throughout
the whole territory of the Republic, p nd private, throug

F..ractional coins issued' by the Central Bank for the account of the State, as well as
those issued by the State prior to the date of

this Law, in conformity with Monetary Law
Number 259'0f February 21., 1937, also shall be legal tender and shall be acZepted
as payment in any transaction up to an amount equal to twenty-five times their
denomination,
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ART., 6.—
and \vithofé aThe Central Bank of the Dominican Republic shall exchange, on sight
ny charge whatsoever, notes and coins of any denomination for notes anci

coins . .
of any other denomination which it has available.

Ar — . .
notes Or'r.co7.. The Central .Bank of the Dominican Republic shall exchange, for other
ins, notes and coins that have deteriorated through use and which are unfit for

m . .
Onietary circulation.

H .
owever, the Bank shall not be required to exchange notes and coins that can not
fifths of their surface, as well as those

be i i
- ‘i’l;{lt}lﬁed, notes that have lost more than two
; . . .
or per fc 1any kind of written notation appears and coins that show signs of filing, paring,
o oration. The Bank shall retire without compensation said notes and coins and
all demonetize them.
Cent :\;u‘. 8.—The amount of each confirmed reduction in the note issue Habilities of the
o tha Bank, on account of loss, destruction or demonetization of the same, shall be used
e purposes established in the Organic Law of the Central Bank of the Dominican

Republic,
CHAPTER IIL

International Parity of the Currency

I correspond to its gold content

ARrT., 9.—The parity of the Dominican gold peso éhal
and seventy-one millionths

of eight hundred and eighty-eight thousand six hundred
(0.888671) of a gram of fine gold.

Legal exchange rates of foreign currencies freely and effectively convertible into
gold shall correspond to the parities established in conformity with the Agreement on the
International Monetary Fund or to the gold parity of the currencies of countries which
are not members of said International Fund.

osses which may re
| Bank of the Domi

sult from the revaluation of net assets,
nican Republic and of any
sult of future modifications of the parities
o and other foreign currencies, or in

or legal exchange rates betw!
the value of gold, shall be exclusively for the account of the Central Ban.k of the Domini-
can Republic. Said profits or losses, as they arise, shall ‘be set off against the amounts
which, as a consequence of these modifications, were debited by the country to the Inter-
national Monetary Fund and the International Bank fqr.Reconstructxon and Devel(.)pment
or by these institutions to the country and any remaining amount shall be credited or

ed “Revaluation of Reserves” whose

charged to a special sterilization account designat
het balance shali)l appear either as 3 liability or an asset of the Central Bank of the Domin-

ican Republic, depending on whether it corresponds to mnet profits or losses. Con-
sequently pro’ﬁts or losses of revaluation shall not enter into the calculation of annual

profits and losses.
The Central Bank is empowered 0 fix tl
contained in this article shall be made effective.
The Bank, moreover, may rule that one or mo

. ARrT. 10.—Net profits or |
in gold or foreign currencies, of the Centra

other banks established in the country, s are
een the Dominican pes

the conditions under which the dispositions

re currencies shall be exempt from the

provision contained in the first paragraph of this article as far as the commercial banks
are concerned. Said provision shall become effective only after the passage of eight days
following notification of it to the banks by the Monetary Board.
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CHAPTER 1V
Exchange Control and External Convertibility of the Currency

ART. 11.—The Central Bank of the Dominican Republic shall assure free converti-
bility between the Dominican peso and foreign currencies, in accordance with the pro-
visions of this chapter and with the treaties and agreements on monetary stabilization in
force.

ARrT. 12.—Only those commercial banks which are so authorized by the Monetary
Board may negotiate coined gold, gold bars or bullion, or foreign exchange, with any
other nonbanking person or entity domiciled in the territory of the Republic.

Under no circumstances shall the Central Bank of the Dominican Republic effect
exchange operations directly with the public.

Minor exchange transactions of tourists and travelers shall be excepted from the

foregoing provisions, Transactions of this character shall be subject to regulation by the
Monetary Board.

The Monetary Board, with the approval of the President of the Republic, may sub-
ject gold transactions to such rules as it may deem expedient.

ART. 13.—The Central Bank of the Dominican Republic shall purchase and sell to
the banks, when they demand it, the exchange acquired or needed by them in the course
of their exchange operations. In their turn, on demand of the Central Bank, the banks
shall sell exchange purchased and held by them, in accordance with the provisions of
Article 56 of the Organic Law of the Central Bank. The Central Bank

may make special
regulations for exchange that is not freely convertible.

The Central Bank shall fix foreign exchange rates in such manner as to permit the
banks to negotiate sight drafts with the public at quotations which do not differ by more
than one per cent from the parities established in Article 9, provided that the foreign cur-
rencies referred to in this article do not deviate in a larger proportion from their legal
parities in the principal international markets.

ART. 14.—Each bank authorized to deal in foreign exchange shall periodically credit
to the Central Bank a percentage of the amount of its sales and a percentage of that of its
purchases of such exchange. Such percentages shall be fixed by the Monetary Board and
shall in no case exceed one eighth of 1 per cent of the amount of the operations, pro-
vided that the total amount that the Central Bank receives from each commercial bank
during the period of one year shall not exceed 20 per cent of the gross total of exchange
commissions and margins collected. Instead of the percentages of the amounts of opera-
tions mentioned above, the Board may rule that the banks are to credit the Central Bank
with a percentage of the gross total of exchange commissions and margins collected, pro-

vided that this percentage does not exceed the limit of 20 per cent. The Board, more-
over, shall fix the dates on which said credits are to be made.

The Superintendent of Banks shall determine,

when necessary, the extent and mean-
ing of the terms and of the operations mentioned ;

n the present article,
ARrT. 15.—The banks will supply the Central Bank, in the form prescribed by the
latter, with information on all exchange and transfer o

perations with foreign countries
realized by them as well as on the total amount of all accounts in each foreign currency.
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ART. 16— i
the & an;‘s ::;y i:c:;::orda:il:ie fw1th the regulations -formulated by the Monetary Board
spe oreign currency deposi i i :
ciall ] y deposits. Withdrawals of i
SUbje:;etmage in th.e currency of the deposit and only for payment outsideszllli g:t;::sxts
the formo tf e provisions of the following article. Such withdrawals shall be madetriy’
of drafts or other documents that cannot circulate as money and in no case iz

In order to be able to effect payment within the territory of the

foreign notes or coins.
Dominican pesos at the rate of ex-

R i ;
cheapt.lblxc, depositors must convert these deposits into
nge of the day, in accordance with Articles 13 and 14.

ART. 17.—The Monetary Board may, with the approval of the President of the Re-
ng or granting of credit to or from for-

g“th, submit to px:ior authorization the contracti

; ugx::1 :OiUT:;S, by private entities.or by the banks, as well as any investment of foreign

tries In e D.omlmam Republu.:, and the transfer of Dominican funds to foreign coun-

of t}; Cn case it makes use of this faculty, the Board may delegate to the higher officials
e Central Bank, or to a special commission, the faculty to concede the above-men-

ti i e oy . .
oned authorization within such limits as the Board may establish.
ed as current, in the Agreement ont the In-

© However, with regard to operations defin
rnational Monetary Fund, the Monetary Board must be governed by the commitments

assumed in said Agreement.
CHAPTER V

General Provisions and Sanctions

the faculty to propose, for the approval

AR, 18—The Monetary Board shall have
R; the Executive Power, regulations necessary for the execution of the present Law.
th unicipalities, public establishments, administrative departments and banks shall offer
e Central Bank the collaboration it may require, and chall furnish it with the data and

Information it may request for the better execution of this Law.
Art. 19—Those who vi of this Law shall be punished with fines

olate the provisions
of $60.00 to $2,000.00 and with imprisonment from two months to two yea:rs, or both,
depending on the amount involved in the operation, the nature of the infraction, and re-
Currence, In cases where a legal ity of the infraction, said person shall

person is also gui
also be punished with a fine in the amount prescribed above-
The same penalties shall apply to those who refuse to re
hotes for the value they have as legal tender.
In the case of falsification, alteration, or di

introduction or expenditure of counterfeit, altered', or
Case of counterfeiting of notes, or usé introduction o €XPX
infractions shall be punished it accordance with the provisio
the coins and notes shall be retained, confiscaté

d, or destroye
Tegulations as the Executive Po

ceive national coins and

scoloration of coins, or in the case of issue,
discolored coins, as well as in the
expenditure of counterfeit notes,
ns of the Penal Code; and

d in conformity with such
wer may formulate.
CHAPTER VI

Transitory Provisions
the present Law shall be

ith the publication 0
riod, notwithstanding the provision

carried out in three stages.

f this Law, and shall last, at

Agr, 20.—The execution of
s contained in

1. The first stage shall hegi.n w
least, three months. During this pe



40 : THE DOMINICAN REPUBLIC

Article 2, all obligations of whatever kind or nature shall be rfagarded as having been cox‘l(;
tracted in United States dollars in conformity with the laws in force at the time of sai

publication. Both the dollar and the gold peso shall be legal tender a_nd she}ll have can-
celatory force for the payment of all debts, public and private. During this stage, .the
Central Bank shall exchange at par and without limitation, dollar notes of the United
States of America, when presented, for Dominican gold pesos, and the lat.ter for dollars,
and for such purpose, may designate as its agents the banks established in the country.

During the first stage, the Central Bank must have on hand the quantity o.f dollar
notes it considers necessary to take care of the requirements of the public. Said notes

shall be a part of the monetary reserve as it is defined in Article 67 of the Organic Law
of the Central Bank to serve as backing for the national currency.

2. The second stage shall begin on the date decreed by the Executive Power, on the
proposal of the Monetary Board.

a) As of the beginning of the second stage, Article 2 of the present Law shall be
applicable in the case of all contracts and obligations both existing and future. Contracts
and obligations in force on said date shall be regarded as having been contracted in Do-
minican gold pesos, the conversion into new currency being calculated on the basis of

the legal parities prevailing on the first day of the second stage. All deposits held in local

banks shall also be interpreted as being denominated in pesos, unless the depositor re-
quires the bank specifically to convert his deposit into a special deposit, under the system
established in Article 16.

b) The Central Bank may authorize the opening of said deposits prior to the ex-
piration of the first stage of the monetary reform, if it deems expedient.

¢) During the second stage, the Central Bank shall continue exchanging, at par,
dollar notes for Dominican pesos and the latter for dollars,

It may, however, suspend
delivery of dollars against receipt of gold pesos by the Bank, or limit delivery to such
denominations of dollar notes as it may see fit to specify.

However, nothing set forth in this clause m
obligation of the Central Bank to maintain the f
nationally through the sale of drafts and other

ay be interpreted as a limitation of the
ree convertibility of the gold peso inter-
forms of transfers,

3. The second stage shall terminate on a date to be fixed by the Executive Power,
by decree. Three months after said date the Central Bank shall not be obligated to ex-
change, at par, dollar notes for Dominican gold

Pesos, and it may, therefore, subject said
purchases of dollar notes to a discount of not to exceed 3 per cent.

ARr. 21.—The present Law revokes any other law, decree, regulation, or part of the
same which may be contrary to it. ‘



CHAPTER IV
THE CENTRAL BANK LAW
REPORT ON THE CENTRAL BANK LAW

This report sets forth the principles under-
lying the major provisions of the Central Bank
Law, and discusses some of the problems that
the Bank may have to face and the policies that

it may adopt.

'The Jaw establishing the Central Bank is
divided into the following seven titles:

Title 1 Creation and Functions (Articles
1-5).
Ticle II Capital, Reserves, and Profits

(Articles 6-9).

Title III Direction and Administration
(Articles 10-33).

Title IV Operations of the Bank (Articles
34-61).

Title V Monetary and Credit Policy
(Articles 62-69).

Title VI Research and Publications (Arti-
cles 70-73).

Title VII General and Transitory Provi-
sions (Articles 74-78).

TiTLE I CREATION AND FUNCTIONS
(ARTICLES 1-5)

The Central Bank is the center of the new
monetary system. It carries the responsibility
for the proper functioning of the system, and
the present Law endows it with the powers

needed to meet this task.

The purposes of a central bank differ funda-
mentally from those of commercial banks.' The
central bank is not an institution whose primary
purpose is to grant credit, but an agency O
regulate monetary and credit conditions. Credit
creation is incidental to its regulatory functions.
At times the central bank may find that eco-
nomic conditions call for credit expansion, at
other times for credit contraction. The success
of the bank is to be judged in terms, not of the
magnitude of its loan and investment portfolio,
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but of its contribution to the stability and de-
velopment of the economy.

Nor is the success of a central bank to be
appraised on the basis of the profits it makes.
The benefits that the Government is to derive
from the bank are of an indirect character; chief
among them are the improvement of the public
credit, and an increase in tax revenues, through
the general strengthening of the economy.
These results do not depend upon the financial
returns realized by the bank, but should follow
from the establishment of an independent
monetary system and its proper functioning.

The statement of the purposes and functions
of the Bank, contained in Article 4, supplies
general guidance for the Bank’s operations. The
first task of the Bank, as long as the dollar con-
tinues to circulate, will be to supervise and ex-
pedite the replacement of this dollar circulation
with Dominican pesos [Article 42)1)]. A vari-
ety of steps can be undertaken to stimulate the
use of the national currency and the retirement
of dollar currency. Once the exchange has been
completed, the supervision of the technical as-
pects of the currency will remain as a minor
function of the Bank.

The Central Bank’s task of promoting and
stabilizing productive activity [Article 4a)2)1
will be carried out primarily through its credit
operations, but also through operations in secu-
rities authorized by the Law. Another impor-
tant, although indirect, means of accomplishing
this task will be the sponsorship of special re-
search projects (Article 70). In its credit oper-
ations the Bank will have to place emphasis
more on the proper direction of credit than
upon an expansion of its volume. An increase
in the total volume of money and credit should
be restrained by the Bank unless warranted by
an increase in economic activity, so as to avoid
overexpansion and consequent pressure upon
the balance of payments. It must be remem-
bered that credit expansion that looks perfectly
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safe in good times may be very hard to reverse
later on when conditions change.

The concentration of commercial bank re-
serves in the Central Bank [Article 4a)3)] afld
the determination by it of legal reserve ratios
provide it with one of the strongest weapons to
carry out jts monetary policy. The liquidity o.f
the banks will be greatly aided by the credit
facilicies offered by the Central Bank, although
in their present strong position the commerci.al
banks probably will not need such assistance in
the near future.

The proper dfribution of credit [Article
4a)3)} will be one of the most important posi-
tive aspects of the Bank’s credit operations. At
present, the various sectors of the economy are
very unevenly provided for, for reasons that are
well known. The main instrument for bringing
about a better distribution will be the Banco
Agricola e Hipotecario. The Central Bank,
‘however, can aid that institution importantly
through the fixing of favorable rediscount rates
for certain purposes, and through the manage-
ment of the guarantee fund for special credits.

The maintenance of the external value of the
currency {Article 4b) 1)1, which will be one of
the responsibilities of the Central Bank, is one
of the fundamental features of the new system,
A firmly maintained parity harmonizes with the
traditions of the Republic, which has been
accustomed to a stable currency for the last
forty-two years. For the success of the monetary
reform, the assurance of currency stability is of
course essential. The maintenance of stability
is also required by international agreement, by
virtue of the Republic’s participation in the In-
ternational Monetary Fund. The Law does not
permit the Bank, under any circumstances, to
modify the value of the peso, and the Bank
therefore cannot make use of the 10 per cent
margin within which the International Mope-
tary Fund Agreement permits members to
change their parities.

In addition to maintaining stability, the Bank
is required to maintain the convertibility of the
currency, ie., to ensure that everyone can pur-
chase foreign exchange in the amounts and at
the time they desire. Since no severe restric-
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tions have ever been imposed by the Republic
upon commercial transfers of funds to and from
other countries, it is highly desirable that the
new monetary system should preserve this free-
dom. From the purely economic viewpoint, to0,
the greatest practicable freedom from exchange
restrictions is desirable. The Monetary Board
is required to adhere, in its foreign exchange
policy, to the provisions of the Monetary Lafv,
Article 17; the report on that Law gives details
concerning foreign exchange policy and opera-
tions.

The Bank is required to maintain interna-
tional reserves in gold and foreign exchange
[Article 4b)2)] that will be sufficient to meet,
in the first place, any outflow of foreign ex-
change that can reasonably be expected when
a passive balance of payments must be faced-
The reserves should further be sufficient to take
care of the additional outflow of exchange that
would result if the Bank should undertake 0
offset, through a compensating policy of credit
expansion, the contraction produced by the pas-
sive balance of payments. The Bank therefor€
should normally hold very substantial reserves:
particularly at the outset of its career, when I8
soundness has not yet been proved in a crisis

The Bank's ability to protect the economy
against the consequences of fluctuations in the
balance of payments will, of course, be faifly
limited. Its instruments of monetary action a’i
powerful, but in a country so heavily dePende.t::
upon foreign trade as the Dominican RePuth_’
the forces released by balance-of-payments flo 0
tuations will frequently be much stronger- Evee
under favorable circumstances, the help tl{at d;n
Bank may extend through credit expansion _
order to overcome the effects of shrinking fofl
eign markets can be only a palliative. Cent™
Bank credit is no substitute for markets, anc‘
the opportunities for the diversion of Produic
tive resources from exports to the domes.tcy
market, without which a compensatory .polim
cannot be carried very far, are very limite
the Dominican Republic.

re

The Bank's powers will be Somewhﬁat n::i)ve

effective when the balance of payments is 8¢
instead of passive, and when the problem™
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therefore one of counteracting inflation rather
than deflation. Their use, however, will require
a great deal of good judgment, as well as the
courage to face criticism from interests adverse-
ly affected by Central Bank action. In any case,
it must be clearly understood that the Central
Bank cannor altogether block, but only soften,
the impact of balance-of-payments fluctuations
upon the economy. For it to try to do more
would be to overtax its strength.

The Bank will have to seek a middle way
between its obligation to offset so far as possible
the effect of balance-of-payments fluctuations,
and its further obligation to adjust the monetary
and credit situation to these effects so as to
Maintain and re-establish equilibrium in the
Country’s international accounts {Article 4b)3)].

tzcisions in this sphere will be particularly
Critical when a passive balance of payments has
% be faced. Compensatory action will intensify
the drain on the Bank’s exchange reserves. The

ank must therefore limit its action in accord-
ance with the volume of its reserves and with
t’_le length of time that it expects the contrac-
Hon to last. Where the cause of the passive

alance js clearly of a short-run character—
Such as a drop in exports owing to a crop failure
~the Bank can go far in endeavoring to offset

Ough internal credit stimulation the blow to
€ economy. The resulting drain on reserves
Y not last long enough to be dangerous.
. h.efe the probable duration of a disequi-
sltmtl}x:l cannot be clearly establishet? at the ou-
thé b e. Bank.must act more caun.ously, since

fain on its reserves may continue longer.
o here the factor producing a passive balance

Payments threatens to be permanent, the
new s‘mUSt' primarily seek adjustment to this
tory akttl.lanon, ar.ld should attempt compensa-

tion only in order to ease the transition.
WOL‘;Z% delay.in coming to a full.adjustment
hay result in a needless expenditure of ex-
o | l;ge reserves and would probably l?e harmful
R ¢ economy. The correct appraisal ?f th.e
; riaCtelz and probable duration of a disequi-
um in the balance of payments will be one

Of the mogt difficult and yet most vital tasks of
the Bank.

TiTLE II CAPITAL, RESERVES, AND PROFITS
(ARTICLES 6-9)

The Bank’s capital of 100,000 pesos is small,
but sufficient for its purposes; a larger capital
would be an unnecessary burden for the Gov-
ernment, which is the sole contributor. A cen-
tral bank, unlike a commercial bank, does not
operate with its capital; since its notes are the
legal tender of the country, all of its domestic
operations inevitably are carried on through an
increase or decrease in its monetary issue. Ad-
ditional protection to the hofders of the Bank’s
notes and deposits, beyond that provided by the
soundness and solidity of the institution itself,
is given through the Government’s guarantee
of these obligations.

The Bank, however, will accumulate substan-
tial capital reserves, which will be derived from
(1) its own profits; (2) a share in the profits
of the Banco de Reservas, and the Banco Agri-
cola; and (3) occasional windfalls that may re-
sult from the reduction in liabilities through
the proved destruction or loss of some of the
Bank’s notes. No payment will be made at any
time to the Government, which as sole owner
of the Bank will in any case be the residual
beneficiary of all these accumulations. These
capital reserves will allow the Bank correspond-
ingly greater scope for compensatory action in
bad times, should the need arise. They will
thus become another instrument of anticyclical
policy; their accumulation will have a mildly
restraining influence upon monetary expansion
during the upswing, and will permit greater
support of the economy by the Bank during the
downswing.

TiTLE III DIRECTION AND ADMINISTRATION
(ARTICLES 10-33)

The direction of the Central Bank is in the
hands of a Monetary Board, which in accordance
with the Constitution will be responsible for the
regulation of the monetary and banking system
of the Nation. This Board will also formulate
the general policy of the Banco de Reservas and
the Banco Agricola when necessary, and will act
as consultant to the Government on the latter’s
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domestic and foreign credit operations. The
Monetary Board thus is not only the Board
of Directors of the Central Bank, but also
centralizes, to a degree, all of the Government’s
monetary policy functions.

The Monetary Board will consist of the fol-

lowing six members: (1) The Secretary of
State for the Treasury and Public Credit; (2)
the Governor of the Bank; (3) a member with
industrial and commercial experience, who at
the same time will serve as a member of the
Board of the Banco de Reservas; (4) a member
with experience in agricultural and livestock
operations, who at the same time will serve as
a member of the Comité Agricola e Hipotecario
of the Banco Agricola e Hipotecario; (5) a
member with generally recognized experience
in the commercial banking field; and (6) a
member versed in regional economic problems
[Article 101. The presence of the Secretary of
State for the Treasury and Public Credit, who
will be the Chairman of the Board, should help
to establish closer liaison between the Govern-
ment and the Bank, and his knowledge of the
Bank’s problems will enable him to be a valu-
able spokesman for the Bank in the cabiner.
The members familiar with industrial, com-
mercial, agricultural, livestock, and banking
affairs will keep the Bank in touch with the
different sectors of the economy. The fact
“that two of these members will serve on the
boards of the other official banks should pro-
mote closer relations between these institutions
and the Central Bank.

‘The Governor will be appointed by the Presi-
dent of the Republic. He will be the executive
head of the Bank and as such will be its legal
representative. He will attend the meetings of
the boards of the Banco de Reservas and the
Comité Agricola e Hipotecario with the right
to be heard but not vote, so as to be better able
to coordinate the monetary and credit policies
of the Central Bank with those of the other
official banks. For the same purpose he will be
empowered to supervise the administration of
the Banco de Reservas and the Banco Agricola
e Hipotecario.

The functions of the Manager will be essen-
tially those of internal administration. He will
be appointed by the Monetary Board, and will
be in charge of such operations of the Bank as
come under his jurisdiction by virtue of the by-
laws or as may be entrusted to him by his
superior authorities.

The Monetary Board likewise will appoint a
Discount Committee and such other committees
as may prove necessary. The Discount Commit-
tee will decide on the eligibility of credit in-
struments presented to the Bank for rediscount
or as collateral. The members of this and any
other committee should be selected both from
officials of the Bank and from individual busi-
nessmen. Service by businessmen on a commit-
tee will help to create closer contacts between
the bank and the business world and will also
prepare the incumbents for possible later service
in positions of greater responsibility.

One of the most important features of the
Bank’s management structure is the relationship
between the Monetary Board and the Banco de
Reservas and the Banco Agricola. This relation-
ship derives from the Board's power to direct,
whenever it sees a need for doing so, the credit
policies of the two latter banks; this power is
further implemented through the interlocking
of directors and executives. Without such a re-
lationship, the Central Bank would find it diffi-
cult to carry out its purpose, because in their
present state the Dominican money and credit
markets would not be easily controllable
through purely central banking operations.

The Monetary Board will not concern itself
with specific business operations or with the
administration of the Banco de Reservas and the
Banco Agricola. These will remain entirely in
the hands of the Board of Directors of the

Banco de Reservas, and the Comité Agricola,
respectively.

TITLE IV OPERATIONS OF THE BANK
(ARTICLES 34-61)

In viewing the operations that the Central
Bank is authorized to conduct, it is important
to note one essential difference between a cen-
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tral bank and a commercial bank. When a
commercial bank purchases an asset, or pays off
an obligation, this action ordinarily results in a
fedL.ICtion of the notes in its till or of its de-
Posits with another bank. Likewise, in receiving
4 payment, a commercial bank adds the notes
fECfEived to its assets. When a central bank ac-
qQuires an assec or discharges a liability, however,
1t does so with its own issue power since its
fotes are legal tender. Likewise, when the
Central bank receives its own notes in payment,
It cannor carry these among its assets, but must
Withdraw them from the monetary issue. The
Operations of the Central Bank, therefore, like
those of any other central bank, inevitably in-
YOI\(C changes in its monetary issue, so that the
Issuing of money is an automatic result of these

Operatj .
Perations, and not a separate and deliberate
action,

For this reason, the Central Bank must be
?Strxrized 1o issue notes for any 'purpose.th.at
Statedy‘legltmately perforrr‘l, fvwhm .the limits

in the Law. These limits, which consti-

::;Z t:ll,e safeguard against OVf:ri-ssue of notes,

volur, e form parcly of restrictions upon the

e of loans and security purchases that the

ank is permitted to make, and partly of re-

qi:};;?n.ents as to the coverage of notes and other
ities with gold and foreign exchange.

" The Law treats of the operations of the Bank
Oder the following chapters:

IchaPtEr I The Monetary Reserve (Arti-
cles 34.38), '

Cha . . .
39.45 )Pfer II Credit Operations (Articles
Chapter III Purchase and Sale of Securities
Articles 46-50).
Chapter IV The Monetary Issue (Articles
>1:54).
se Chapter V Bank Deposits and Legal Re-
Tves (Articles 55-58).
_Chapter VI The Issuing of Securities (Ar-
ticles 59-61).

T . . .
. he following comments are intended to clarify
@ main aspects of each of these categories.

Chapter I The Monetary Reserve
(Articles 34-38)

The international reserves of the Central
Bank are assets representing international
means of payments, chiefly gold and foreiga ex-
change. The function of the international re-
serve is to ensure the convertibility of the peso
for payments abroad. By buying and selling
gold or exchange freely at the legal parity, or
with a small margin to supplement its income,
the Central Bank stabilizes and maintains the
value of the peso.

The Bank is given a free hand in determining
the form in which the international reserves are
to be held, subject to the requirement that 25
per cent of the legal minimum be in gold and
to the warning against the acquisition of
blocked currencies if avoidable. Likewise, the
Bank is to concentrate its foreign exchange
holdings in those currencies which are of par-
ticular importance in the country’s balance of
payments. Such concentration serves the pur-
poses both of convenience and of safety.

At the present time, the United States dollar
undoubtedly occupies the first place in this re-
spect, since by far the greater part of the coun-
try's exports as well as imports are liquidated
in dollars. In so far as reserves are not carried
in gold, therefore, they should preferably be
carried in dollars.

The Bank may find it convenient to carry a
good pare of its foreign exchange holdings in
the form of high-grade securities of foreign
governments, in order to increase its revenues.
In making such investments, the Monetary
Board will have to use sound judgment 50 as to
place foreign exchange funds that might be
needed soon in the shortest maturities. Other
funds may be invested in somewhat longer
maturicies, provided no undue market risks are
incurred. Although the Bank is authorized,
under certain conditions, to buy dollar obliga-
tions of the Dominican Republic, these can in
no case form part of the monetary reserve.

Since the power to draw upon the Inter-
national Monetary Fund also represents a re-
source for international payments, the Central
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Bank is permitted to consider as part of its
monetary reserve its creditor position therein,
if any. The Monetary Board must remember,
however, that these resources cannot be counted
upon unconditionally, since the right to draw
upon the Fund will be subject to certain con-
ditions established by the laws of that insti-
tution.

The real strength of the Bank’s international
assets becomes apparent only by taking into
account its foreign exchange liabilities. The
Law therefore requires the Bank to earmark
part of its international assets against such lia-
bilities, in proportions depending upon the
maturity of the latcer. Among these obligations
will be those that may arise from purchases of
foreign exchange from the International Mone-
tary Fund, to the extent that as a result of such
purchases the total of Dominican currency held
by the Fund exceeds the amount of the Domini-
can quota. The monetary reserve must be stated
on a net basis, that is, after deducting the

amounts earmarked for foreign exchange obli-
gations.

Chapter 1l Credit Operations (Articles 39-45)

The Central Bank will make direct loans
only to banks operating in the country, not to
the public nor to any private or official agency.
Its loan powers are broadly defined, in order to
leave it a sufficiently free hand in determining
credit policy and in adapting its operations to
market conditions.

The maturities and the general character of
the rediscounts and advances that the Centra]
Bank may make are in keeping with the nature
and rhythm of the various types of commercial
and productive operations.

The Banok, in determining its credit policy,
will have to watch both the money supply as a
whole and the use made by commercial banks
of the funds obtained from the Bank. In thijs
connection it is important to note that the pur-
poses underlying the specific credit instruments
submitted to the Central Bank for rediscount or
as collateral are not necessarily those which will
govern the borrowing bank’s use of the Central

Bank funds therewith obtained. A commercia.ll
bank might rediscount, in other words, a credit
instrument arising from a past operation of one
type and employ the proceeds for an opemtio.n
of quite another character. The Central Bank is
therefore authorized to make access to its credit
dependent upon the composition of the borrow-
ing bank’s loan portfolio in general and upon
the rates charged thereon, as well as upon t'he
character and interest rates of the specific in-
struments offered to the Central Bank.

The Central Bank may influence the volumeé
of its credit operations not only through changes
in its discount and loan rates, but also thfough
the changes in eligibility requirements indicat
above and through the fixing of maxi@-‘m
credit lines for the various banks. These lines
should be fixed for each bank on an equitablé
basis, and may be communicated to the b:
at the pleasure of the Central Bank. Under céf”
tain circumstances, which are defined in Title v
of the Law, the Central Bank must refuse. .
credit applications; in case of a banking CcFis
on the other hand, credit may be extende
against any sound asset.

These provisions give the Central Bank amfflc
power to control the over-all volume of i
credit operations. Within the limits esrabllshes
by it, the Bank naturally must treat all b
equitably.

The form that its credit operations may ‘a]_(:
as between rediscounts and advances, rests W!" i
the Bank. The Bank may prefer to make 2 s
vances rather than to rediscount since if thlln
case it is slightly better protected by the mat8 o
of collateral required. A further advantagé
advances, as contrasted with rediscounts, iS tt,’a‘
this method establishes more cleatly the *
debtedness of the borrowing bank on its s
ance sheet, and permits the operation t©
liquidated more simply prior to maturity-

The Central Bank is authorized to make } Za‘::
against the security of current account cfé!
The Bank may find it desirable to make © t
sparing use of this power, however, s0 5 pot

encourage that form of lending.
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Chapter 111 Purchase and Sale of Securities
(Articles 46-50)

The Central Bank is authorized to purchase
securities for the purposes of general monetary
and fiscal policy, and for the regulation of the
securities market. The limits for the respective
Operations are fixed in accordance with their
Character and monetary effects.

. Once the first stage of the monetary reform
is over, during which the Bank is not permitted
0 engage in security purchases of any kind
except in certain special cases defined by law,
the Bank will be allowed to buy Government
Securities, external or internal, up to an amount
fixed as 2 proportion of Government tax reve-
Dues. The maximum so established will remain
In force during the first three years following
the Bank’s establishment. Within these limits
are included all advances that the Bank may
have made to the banking system against the
Pledge of Government obligations, so that the
total of loans on and purchases of Government
Securities is limited in the same form as pur-
Chases alone. Moreover, in order to protect the
Bank’s exchange reserves during this period the

AW permits purchases of Government secu-
tities only if monetary reserves are not thereby
re‘fluced to less than 150 per cent of their Jegal
Minimum. This means in practice that the Bank
€annot make such purchases unless its note
Issue js covered to the extent of 75 per cent by
I's monetary reserves.

These limitations are to remain in effect for
three years after the start of operations, in order
10 protect the Bank during the process of ad-
justment through which the world economy
may be expected to pass in the next few years
and of which the end is not yet in sight. Re-
Straine during this period will help to forestall
the danger that the high present level of re-
Serves might induce the Bank to expand its
loans and investments beyond what would be
safe in more normal times. At the end of the
three-year period, economic and financial trends
should have become dlarified sufficiently to
enable the Bank to judge the feasibility of fur-
ther security purchases. At that moment, the
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amount of permissible purchases will be raised
to a somewhat higher percentage of tax reve-
nues, and the requirements as to the level of
monetary reserves will be relaxed so as to per-
mit such purchases provided that they do not
cause the reserve ratio to fall below its legal
minimum. The maximum amount of Govern-
ment securities that the Bank may buy or loan
against will nevertheless remain conservative.
All these operations, moreover, are subject to
the restrictions imposed upon credit operations
and investments in times of clearly defined ex-
pansion of the money supply, under Article 65
of the present Law.

While the fiscal implications of Government
security purchases can never be eliminated alto-
gether no matter how these purchases are made,
the intention of the Law is that considerations
of monetary policy shall predominate in the
Bank’s operations as much as possible. The
Banco de Reservas will remain the Govern-
ment’s banker and is to be guided in this respect
by its own liquidity needs, as heretofore, within
the limits established by the General Banking
Law for the purchase of securities.

Apart from and in addition to the operations
outlined above, the Central Bank is authorized
to engage in security purchases and sales for
the purpose of regulating the securities market.
To this end, it is authorized to create a Fund for
the Regulation of the Securities Market to
which it will make available, from its own re-
sources, amounts up to 10 per cent of the secu-
rities outstanding of each of the issues in which
the Fund is authorized to deal. Under special
conditions, this limit may be raised to 20 per
cent.

The Fund’s operations will ensure for secu-
rity holders a degree of liquidity that otherwise
would be obtainable only as a result of a very
broad market with a large volume of dealings
Such liquidity will constitute an important in:
centive for investment in public securities.

. The operating principles by which the Fund
is to be guided deserve some comment. In the
first pla.ce, the Fund should make it quite clear
to the investing public that it is not obligated
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to stabilize prices. If the Fund were to endeavor
to stabilize security prices at all costs, it might
find itself going counter to basic economic
trends and would run the risk of exhausting its
resources and suffering substantial losses. It
should rather endeavor to make investors realize
that the risk of losses from price declines below
par is compensated, to some extent, by the pos-
sibility of increases above par. To investors
who wish to reduce to a minimum the risks in-
herent in price fluctuations, the Fund should
point out the advantages of short-term secu-
rities.

The Fund will have to avoid, so far as pos-
sible, the accumulation of a permanent portfolio
which would reduce its liquid resources. It
should always seek to sell the securities it has
bought as soon as market conditions permit,
even if sometimes this should involve a small
loss. In particular, the Fund should in no case
be employed for the placement of new Govern-
ment issues, even though it may have idle funds
available. To facilitate 2 gradual reduction of
its holdings even when sales in the market are
not possible, arrangements could be made to
redeem part of its holdings with the sums that
the Treasury must allocate to periodic amortiza-
tion of all Government obligations. It may be
desirable to insert the necessary provisions for
such use of amortization funds in the laws
authorizing future issues of Government secu-
rities.

As long as reasonable stability prevails in the
market, the Fund will probably operate profit-
ably. Its main risk will lie in its being caught
with large holdings in a substantial decline. The
Fund should accumulate a sizable reserve against
losses, out of profits and interest receipts. Since
losses in excess of this reserve would fall upon
the Central Bank itself, the latter likewise
should set up a contingency reserve in this re-
spect, until the Fund’s own reserve has reached

an adequate level.

Finally, it is important to note that the opera-
tions of the Fund, although undertaken to regu-
Jate the securities market and not the money
marker, will in fact have monetary effects. Pur-

chases by the Fund will increase the supply of
money in the hands of the public and may also
increase commercial bank reserves. One of the
risks inherent in the operation of the Fund is
that the money paid out in the purchase of
securities might be employed by the sellers for
the purpose of capital exports. In that case, the
operations of the Fund would lead to a loss of
monetary reserves by the Central Bank. For
these reasons, the operations of the Fund are
placed under the immediate control of the
Monetary Board, which must endeavor to co-
ordinate them with its over-all monetary policy-

Chapter IV The Monetary Issue
(Articles 51-54)*

The monetary issue of the Central Bank co-
sists of its notes in the hands of the public at}d
of the banks, plus the demand deposits 1
Dominican currency in the Central Bank. The
act of monetary issue, as noted above, is the
automatic result of the Central Bank’s operd-
tions described so far—the acquisition of inter
national reserves, the granting of loans, the put-
chase of domestic securities, and similar opera”
tions. In each of these instances, the Bank pay®
with its own notes and thus increases the mon¢-
tary issue. Any decision, therefore, to expan
the volume of its assets inevitably implies 27
addition to the monetary issue.

‘Thus, to keep the monetary issue within 53¢
limits, it is necessary to limit the operations that
serve to increase it. To this end, the Law Pe&
mits the Central Bank to engage only in certal”
specific types of operations, and also limits fhe
volume of these operations. The limitations 1™
posed are of a twofold character: (1) restric”
tions on the total amount of certain types ©
investments that the Bank may make; and (2)
the requirement of a minimum legal reserv®
The latter means in practice that the Bank ¢3%"
not grant credits or purchase securities beyo™
a certain point unless it is increasing its inté"”
national reserves at the same time, The det3!
of the two limitations are discussed below.

1 See also Article 75 of Title VII.
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The subsidiary currency, which does not form
part of the monetary issue of the Central Bank,
will be placed in circulation by the Bank for
account of the Government. Nevertheless,
when a deposit is made in the Central Bank in
the form of subsidiary currency, this deposit
will become part of the monetary issue of the
Bank. The details relating to the issue of sub-
sidiary currency are given in the report on the
Monetary Law.

) Article 75 of the Central Bank Law provides,
In accordance with Article 94 of the Constitu-
tion, that the notes issued by the Central Bank
will be guaranteed without limit by the Gov-
€tnment. This means that, while the Govern-
Ment does not guarantee the convertibility of
the monetary issue, it must, in case of losses or
any other factor that might prevent the Bank
from meeting its obligations, assure the Bank’s
SOI‘_'e“CY 50 as to enable it to honor these obli-
gatlf’“& In conformity with this provision,
Atticle 75 of the Central Bank Law extends this
8uarantee to deposit obligations of the Central

a[?k in Dominican currency. Since these obli-
8ations come into being through the deposit of
f0tes of the Bank, the guarantee that protects

€ notes remains in force when these notes are

C . . . .. .
cfnvefted into deposits with the issuing 1n-
StltutiOn.

Chapter V Bank Deposits and Legal Reserves
(Articles 55-58)

Whﬂe legal reserves are of importance in
Maintaining the liquidity of the commercial
a;ma]<5,.thei1' most important functi'on is to serve
ing :n‘;sitfum?nt of monetary policy. The rais-
Must o owering of the amounts t'hat the l.)an.ks
Bilitjes i‘f}' as reserves against th.eu' deposit lia-
e Con tS Olne of the most convenient means that
Which ¢ h"a Bank has to refluce or increase funds

e banks have available for lending and

t| u . .
S t0 influence the volume of commercial
ank credic.

.A Iticles 55-57 give maximum flexibility to
'S ‘weapon of policy. The Monetary Board
di:fy fix different reserve requirements against
erent types of deposits, within the range of
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10 to 50 per cent. Ordinarily reserve require-
ments against the less volatile time and savings
deposits will be fixed at a lower figure than
those against demand deposits, but this is not
essential. The Board may subject other obliga-
tions of the banks that call for payment on de-
mand or upon notice, as for instance unused

balances of current-account credits, to the same

requirements. From the viewpoint of monetary

policy, as well as from that of the banks’ liquid-

ity, such obligations have much the same sig-

nificance as deposits.

The Monetary Board may reduce any cate-
gory of reserve requirements by as much as 33
per cent for those banks willing to meet certain
standards that the Board may establish as to in-
terest rates and composition of those banks'
loan portfolios. This measure can be employed
as a means of qualitative credit control, to direct
bank credit toward channels that the Board re-
gards as particularly desirable. A reduction in
reserve requirements may be a considerable in-
ducement to the banks to adapt their credit
policies to the Board’s standards, if they can
employ profitably the funds thus freed.

At a time of rapidly growing deposits, the
Board may find it convenient, instead of raising
reserve requirements against all deposits, to im-
pose special requirements upon future increases
in deposits. This measure has the.advantage
that it affects all banks equally. A rise in over-
all reserve requirements, in contrast, would
affect much more severely those banks which
are fully loaned up than those with large idle
resources. The Board may fix reserve require-
ments against future deposit increases as high
as 100 per cent. A requirement of that magni-
tude, for which in practice there would be op-
portunity only on very rare occasions, would
completely bar the use of any part of the addi-
tional deposits for new loans and investments.

In view of the very great fluctuations to which
bank deposits and reserves are traditionally ex-
posed in the Dominican Republic, the Mone-
tary Board must be prepared to fix, at certain
times, the highest reserve requirements permit-
ted by law if it wants to make its policy effec-
tive. The Board must recognize, however, that
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high reserve requirements may interfere with
the banks’ ability to obrain adequate earnings.
The Board therefore is authorized, but not re-
quired, to pay interest to banks on that part of
their legal reserves which exceeds 50 per cent
of the deposits against which they must be held.
Its decision to do so will depend on the state of
the commercial banks’ earnings.

The Board may further authorize the banks
to maintain up to 50 per cent of their required
reserves in the form of Government securities,
provided that the banks availing themselves of
this privilege maintain a total portfolio of Gov-
ernment securities equal to at least twice that
part of the portfolio which is included in the
required reserves.

Special provisions apply to deposits in for-
eign currencies. Against these deposits, the
Board may fix reserve requirements of up to
100 per cent, but it may permit these reserves
to be carried with correspondents abroad, or in
the form of foreign short-term Government
securities, instead of with the Central Bank. In
view of the importance that balances with for-
eign correspondents, including head offices,
have had for the banks, the Board may permit
the carrying of at least a major part of such
reserves in this form, unless special circum-
stances make their concentration in the Central
Bank esseatial,

The Board is further authorized, in Article
56, to require the banks to maintain a balanced
position in any or all currencies. That is to say,
it may request the banks to adjust their assets
in each currency so as to equal their liabilities
in that currency. With such a balanced position,
the banks would be immune to the effects of
fluctuations in the value of foreign currencies.

It is important to note that the power to re-
quire the banks to balance their positions, in
conjunction with the reserve requirements
against foreign currency deposits, may be used
by the Board to concentrate all of the banking
system’s exchange holdings in the Central Bank.
In order to balance their exchange positions
when the Board so requires, the banks will have
to sell to the Central Bank the excess, if any, of

their foreign currency assets over their liabili-
ties. In order to meer a 100 per cent reserve
requirement against foreign currency deposits
when the Board has instituted such a require-
ment and is also requiring that such reserves be
held in the Central Bank, the banks would have
to deposit all of their remaining exchange assets
(with certain possible qualifications) in the
Central Bank. This would give the Central
Bank effective control over the exchange fe-
sources of the entire banking system.

This implicit power of the Board is indis-
pensable because the effective conduct of mone-
tary policy requires that at moments of stress
the Central Bank should be able to employ the
full exchange resources of the economy. The
concentration of the commercial banks' hold-
ings is the first obvious step in that direction. In
times of monetary ease, however, the Monetary
Board can and should give the banks all possible
freedom in the disposition of their funds, in-
cluding the holding of foreign exchange.

It may be added that the Board is authorized
t0 pay interest to the banks on the excess
reserves in Dominican currency that may €
sult from the requirement to carry a balance
position.

Chapter VI The Issuing of Securities
(Articles 59-61)

Another instrument of monetary policy
represented by the open market operations that
the Central Bank may conduct in its own obli-
gations issued for the purpose. These Operd
tions have the same end as open market dealings
in securities that the Bank holds in its portfolio-
Sales and issues of securities are undertaken 0
absorb excess funds in the market, purchases
and redemptions are made to increase the mar”
ket's liquidity when necessary. It need hardly
be said that none of these transactions have any~
thing in common with the ordinary flotations
of securities undertaken by private and publi¢
bodies, the purpose of which is to raise funds
needed for business and other expenditures.

In principle it makes no difference whet!lef
the Bank catries on these operations by selling
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and purchasing existing securities, or by cre-
ating and selling new securities and redeeming
these. The second method, however, has the
fdvantage of greater flexibility. Instead of sell-
Ing securities from its portfolio that may not
qulte. meet the demands of the market, the Bank
@n issue a new security whose interest rate,
Maturity, and other features make it attractive
©0 the market. The security could be a simple
°bl{83tion of the Central Bank referred to in
f&“‘de 59 as a stabilization bond, or could be
issued as a certificate of participation in some
?;e;h; Central Bank assets. These assets would
ave to be segregated and would be held
Y the Bank under a trust arrangement for the
benefie of the certificate holders. Which of the
WO types of securities it would be preferable to
fs:; will degend upon the B.ank’s appra:isal of
e iss :ezp?cuve sa.labi‘lity.. Eicher security can
tiveuese 1n pesos or, if this increases its arerac-
) goesS, in dollars or other foreign cutrencies.
tefenedthhout saying that the securities here
intereq, th are in no way related to the non-
ank is' earmg' instruments that the Central
ternari nilllllthonzed to issue in favor of the.In-
Bank ¢ Monetary Fun'd and the Internation-
- or Reconstruction and Development
§ to the “Bretton Woods” Law.

SQC:T;i Central Bank may call both types of
i antes fO.r redemption prior to maturity, if
may san increase the liquidity of the market.
Whicy, o So 'tepurchase them in the market, in
1.umeu:se It must immediately cancel the in-
for the R The Central Bank, through the Fuad
uag €gulation of the Securities Market, may

of Stabﬂ?r.t ake th(?se purchases for the purpose
Celing '2ing their market value—always can-
Temey, i lostruments that it acquires. It must
9 rigin however, that by stabilizing the price
S majn ¥ It would deprive the instrument of
it itspul‘g)Oses as a means of absorbing funds.
Woulq 1. Price firmly stabilized, the instrument

ec .
Ome as liquid as money itself.

o sf:l':;‘}Ce.of certificates of participation
Centtal au]iz%tlon bonds naturally will cost the
°0e arisin Interest. This cost must be faced
gllatclian of g out of the Bank’s duties as the
Monetary stability. It may be added

that sales of securities from the Bank's open
marker portfolio involve much the same cost,
in the form of earnings foregone.

TrTLE V MONETARY AND CREDIT PoLicy
(ARTICLES 62-69)

Title V of the present Law deals with the
rules and policies to which the Bank will have
to adhere. They relate both to the volume of its
own loans and investments and to the influence
that the Law accords it over operations carried
on in the money and capital markets. They are
treated under the following chapters:

Chapter I Relations with the Government
(Articles 62-63).

Chapter II Rules of Monetary Policy (Ar-
ticles 64-69).

Chapter 1 Relations with the Government
(Articles 62-63)

The financial operations of the Government
frequently have important effects upon money
and credit conditions, which make them of con-
siderable interest to the Monetary Board. The
timing of tax collections, for instance, and the
disposition of the proceeds affect the liquidity
of the banks and the public. Government bor-
rowing or debt repayment, as well as all other
operations with the public debt, strongly influ-
ence the money market. International credit
operations have similar monetary effects, and in
addition influence the balance of payments and
the monetary reserve of the Central Bank. In a
broader sense, the entire economic policy of the
Government has its impact upon monetary
policy. Public-works, agricultural, labor, and
foreign trade policies, as well as others, create
the setting within which monetary policy must
operate.

For these reasons, the Bank is required, in
Article 62, to collaborate closely with the Gov-
ernment in the coordination of the latter’s eco-
nomic, financial, and fiscal policies with the
monetary policies of the Central Bank. The
Bank must act as an adviser to the Government,
particularly with regard to the credit operations
of the Government and other official entities.
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In particular, the Monetary Board will have to
maintain close contact with the Treasury. Fail-
ure to cooperate fully would be harmful and
would probably end with a weakening of the
position of the Central Bank. The Bank will
have to show proper understanding for the
special problems of the Treasury, which at
times may run counter to what the Bank may
regard as desirable from the viewpoint of mone-
tary policy. On the other hand, it should always
remain clear that the Bank is responsible for
the stability of money, credit, and exchange—
factors so intimately related to the welfare of
the country that they should ordinarily take
precedence over budgetary needs. The presence
of the Secretary of State for the Treasury and
Public Credit on the Bank’s Monetary Board
will help to assure close contact and understand-
ing. Beyond that the Bank will have to rely on
the prestige that its counsel carries with the
Government, which in turn will depend largely
upon the quality and prestige of the Bank’s
management and personnel.

Chapter 11 Rules of Monetary Policy
(Articles 64-69)

Since the Central Bank's function is to regu-
late and direct monetary affairs, the Monetary
Board must at all times pursue a clearly defined
policy. The Board must specify its aims, and
be conscious of the means at its disposal to re-
alize these objectives. The scope of its aims is
indicated by the statement of the Central Bank’s
purposes in Article 4. The means are set forth
in Articles 26 and 27 of this Law, relating to
the principal powers of the Board, and through-
out Title IV, dealing with the Bank'’s operations.

Summarizing the various specific purposes
stated in Article 4, one may say that the main
task of the Central Bank will be to contribute
to the stability and growth of the economy. The
main problems with which it will have to cope
by the use of its diverse powers will be those
created by the intense fluctuations to which the
Dominican economy tends to be exposed. These
fluctuations must be expected to continue in the
future. They may have a twofold origin: (1)
internal, through the expansion of bank credit,

in connection with private or public borrowing,
or through crop failures and other develop-
ments in the sphere of production; and (2)
external, through active or passive movements
in the balance of payments, resulting from the
ups and downs of world markets.

Against inflationary trends produced inter-
nally, through credit expansion, the Monetary
Board has strong means of action. If the expan-
sion is produced by private borrowers, the Board
may raise reserve requirements, sell securities in
the market or issue its own obligations for the
purpose, curtail its own rediscounts and ad-
vances, and restrict the credit operations of the
two official banks. With such means the Mone-
tary Board should be fully able to control a0
undesirable expansion of private credit.

The overexpansion of credit as a result of
Governmental borrowing is limited by the r€
straints imposed: (1) by the Law of the BancO
de Reservas, which limits the amounts of direct
loans to the Government; (2) by the Generf
Banking Law, which limits purchases of GOV-
ernment securities by the commercial banks:
and (3) by the Central Bank Law, which limi®
purchases of and loans against Governmef®
securities by the Central Bank. Equally impoX
tanc for the Central Bank's ability to carry 0%
its functions is the joint responsibility impOs
upon Government and Central Bank to €0°F
dinate the economic, fiscal, and financial policies
of the first with the monetary policies of th,e
second. In periods of inflationary pressuré this
joint responsibility means that the Government
should restrict its own expenditures as much a3
possible and devote a maximum of tax receip®
to the repayment of the public debt.

e . jon
As an indication of whether credit expans!

is excessive or not, the Central Bank may
guided by the movement of prices, provice
prices abroad are stable. In the event Of U
external stability, a significant rise of inter®®
prices probably would denote undue credit e"‘
pansion, which the Board would have to €07
bat. If prices abroad are changing, however, t
domestic price movement ceases to be 2 8%°
indicator of internal credit trends. In any €35
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3 rapid expansion of the money supply always
WOlfld call for intensive study by the Board.
Article 66 requires the Board to take certain
Steps if the rate of expansion of the money sup-
Ply has exceeded 15 per cent in the course of a
twelve-month period, but the Board may find it

desj A
1)O.lrable to initiate its measures at an earlier
int.

::;eta Secgﬂd type of disturbances that the
emanatif}' foard will haw./e to.combat are those
usually ?gll rom fluctuations in exports. These
Proper a° Owl a very chz}ract.ensnc ?a:tter.n, the
Board isPPfausal of Whld:l is requisite if the

hen de to take e.ffecm.re .countermeasures.
the o 0mand and prices rise in world xfmrkets,
s arplyp art:i of the Republic usually increase
ive. T’h e“ : th? balance of payments turns ac-
Xchange rise in export procc;eds increases the
2 its g Teserves of the banking system as well

ecause g?sxts. The banks tend to expand both
Cause of ..tl‘le greater supply of fl.mds and be-
Prices andl'fsmg den'.mnd fox: credit. Domestic
Wroag g, l?COrfles rise. Capital may enter from
ntfil;utjrt her increasing the money supPly and
is develng to th'e vigor of the upswing. 1f
loIlg tim OI?menF is intense or continues for a
ich wieli inflationary c.ondmons will develop,
armfy) Prove unsettling to the economy 'fmd
ough ¢ o large groups of the population,

hey may be very profitable to a few.

Co

tU:EventuauY’ the trend of world markets may
ltself. OEJ N again, and the process then reverses
become lXp ores fall, but imports, which have
Ply ang arge owing to the increased money sup-
Balagce gfreater income, continue high, and the
of capit:l Payments turns passive. If an out?low
tion develops, it will aggravate the situa-
ekchang: money supply shrinks, and so do th-e
tendg o, ooocrves of the banking system. Credit
Mailable fCOntract because of the reduction in
Prices a unds and the growing risk of lending.
ePressi::d incomes in the country fall, and 2
0 develops,

I :
’essr:: the expansion and contraction of bank
by thi S and of the money supply brought about
bag . PrOCess that the Central Bank must com-

€ Bank can do nothing about the basic

.'I‘h

cause of cyclical fluctuations, since these have
their origin in the fluctuations of world markets.
But the Bank has the means to counteract the
resulting fluctuations in bank reserves, and, to
some extent, in the money supply. By doing this
effectively, it will soften, although by no means
eliminate, the impact of fluctuations abroad
upon the Dominican economy.

During the upswing, therefore, the Central
Bank will have to avoid credit expansion of its
own, and to limit the credit expansion of the
private and official banks. Under Article 65,
when the Board finds that a clearly defined trend
toward an increase in the money supply is in
progress, be it as a result of domestic credit ex-
pansion or because of a cyclical upswing in
world markets, the Central Bank must avoid any
expansion of its credit volume and domestic
securities portfolio. The Law makes an excep-
cion for cases of emergency, since unforeseeable
circumstances may always arise, but this excep-

tion is intended to apply only to extreme situ-
ations and not to mild financial embarrassments.
The Board, therefore, must continually observe
the changes that are occurring in the money
supply, in order to be able to determine whether

a clearly defined upward trend is under way.

In addition to avoiding further expansion of
its own operations, the Bank during such
periods of increasing money supply will en-
deavor to reduce its loans and investments sO
far as possible. The Bank must, of course, con-
tinue to buy all the foreign exchange offered to
it, since this is essential for it to fulfill its obli-
gation of maintaining the external stability of

the peso.

In curtailing its credit operations during the
upswing, the Central Bank will be doing the
opposite of what commetcial banks usually do,
whose tendency at such times is to increase the
volume of credits. This may possibly expose the
Bank to criticism on the part of some members
of the public who fail to appreciate fully the
difference in the purposes of a central bank and
a commercial bank. The Monetary Board must
do its best to provide full information about the
policies pursued and their underlying motives,
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but cannot otherwise allow itself to be swayed
by such criticism. Nor must the Board be in-
fluenced in its decisions by the fact that its
policies will probably reduce the earnings of
the Central Bank.

In addition to limiting the credit operations
of the Central Bank, the Monetary Board is re-
quired, under Article GG, to take all further
action needed to counteract an inflationary in-
crease in the money supply. To do this, it not
only must attempt to limit the expansion of
bank credit, but must also try to absorb some of
the funds in the hands of the public through
open market operations.

The primary purpose of the restrictive policy
that the Board must pursue during the upswing
is to avoid the harmful consequences of infla-
tion. A second and equally important purpose,
however, is that of laying the groundwork for
a sound compensatory policy during the easuing
downswing. At that time, the Cencral Bank's
task will be to exert a moderating influence
upon the progress of the depression by supply-
ing the banks with funds and by supporting the
Government securities market. The aid thar j
gives under such circumstances, however, will
result in a cereain drain upon its monetary re-
serves, since part of the funds that the Bank
puts into circulation will tend to flow abroad,
in payment of imports and in other ways. Any
circumstance, therefore, that further intensifies
the drain upon the Bank’s reserve at that time,
reduces the Bank’s ability to continue its com-
pensatory program. The consequences that fol-
low from credit expansion during the upswing
constitute precisely such an aggravating cir-
cumstance.

During the downswing, the funds that en-
tered the country from abroad as a result of the
preceding upswing will tend to flow out again.
If during the upswing there was a substantial
expansion of bank credit in addition to the in-
crease in liquidity due to the active balance of
payments, these added funds will also tend to
flow out in good part during the downswing.
If that happens, the loss of exchange reserves
during the downswing will tend to be greater
than the preceding increment, unless the down-
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ward movement in world markets happens to
be milder than the upward movement that went
before.

This excessive loss of reserves during the
downswing could be prevented, of course, by 2
sharp contraction of bank credit at that time,
matching the expansion during the upswing.
Such a contraction, however, would intensify
the depression and would be precisely the oppo-
site of the stabilizing influence that the Cencral
Bank is intended to exert. To be able to fulfill
its mission during the depression the Central
Bank must therefore prepare the ground during
the upswing, by avoiding credit expansion that
would later interfere with the execution of its
policies.

If the Central Bank has been teasonably suc-
cessful in its anticyclical policy during the
period of expansion, it will be able to lend sul?‘
stantial assistance during the downswing. This
assistance may take the form of rediscounts and
advances to the banking system, and of pur-
chases of Government securities. The maxi-
mum extent of its assistance is governed by the
face that any credit expansion in which it en-
8ages will cause a drain upon its exchange re-
serves, and by the need to maintain sufficient
reserves to preserve the stability of the currency-
The Law therefore imposes limitations of vatl-
ous kinds upon the Bank’s credic operations-
The limitations upon operations based on GOV~
ernment securities are of a liberal character 4t
are stated in Article 46 of the Law.

In addition to the quantitative limitationS
Placed upon security purchases, the Bank’s 3¢
tion during the downswing must be guided bY
its reserve requirements. Aparc from the 1Ot
coverage requirements, stipulated in Article ‘62’
which are designed to give the note circulatios
the degree of coverage necessary to elimind®
all doubts of the public as to the soundness 0
the currency, certain guides to monetary policy
are stipulated in Article 68. These require
Bank to so operate as to maintain the aggreg?™
net exchange resources of the banking syste®™
including those of the commercial banks, 3t
level proportionate to actual and potential de-
mand for foreign exchange, The minimum
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tablished in the Law is an amount represented
by the aggregate of 30 per cent of the annual
average of the country’s imports during the
three preceding years, plus 60 per cent of the
Increase of the money supply over the lowest
monthly level during the six preceding years.

) The reason for relating exchange resources to
imports and to the excess of the money supply
Over a certain minimum is that both of these
two factors are to some extent indicative of
Potential needs for exchange. By maintaining
exchange resources equal to a certain proportion
of annual jmports, the Bank makes suse that it
an meet the country’s import needs for a
Period, in case of a sudden drop in exports. By
Maintajning further reserves in proportion to
the excess of the money supply over a certain
low minimum figure, the Bank guards against
the Possibility of an outflow of those funds
Which are not required for a minimum level of
Usiness transactions and hence are susceptible
© capital fligh,

The use, in this computation, of the entire
::g:lan%e resources of the banking system in-
teal B? only the monetary reserve of the Cen-

* Bank has obvious advantages from the
fomt of view of monetary policy. It also avoids
C‘-‘ Possibility of a distortion in the ratio if the

€atral Bank should proceed to concentrate in

its haq, .
cial bagis t.he exchange holdings of the commer-

cIeTGh; CO}\:?rage requirements contained in Arti-
eﬁm:lv]‘; ICh’ refer to the coverage of all of the
SXchange ank’s sight obligations by gold, foreign
Ob!igataigo, and othe.r assets, is an unconditional
Vittge ofn’has tequu:eq by the Constitution. By
tion the tBe mecl.xamcs of central bank opera-
Meer hi ank will always be in 2 position to
quiremes requirement. With regard to the re-
oreign nt of a 50 per cent reserve in gold and
anl mexchangfe, tf:e possibility exists that the
thereforay transitorily fail to meet it. The Law
o ore does not establish for this latter case
inf;. ::‘fle penalties that apply to other types of
tions. It merely imposes upon the Bank
Nancial penalty, in the form of a monthly
Yment equal to one half of 1 per cent of the
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deficiency in the reserve as long as this de-
ficiency continues.

The possibility that the Bank may have to
allow its monetary reserve to fall below 50 per
cent of the total assets covering its issue derives
from its unconditional obligation to maintain
the stability of the currency. If reserves were
at the legal minimum, a continued flow of funds
abroad, making it necessary for the Bank to sell
exchange, would cause reserves to fall below the
minimum. If, to avoid this, the Bank should
refuse to sell exchange, the exchange rate would
drop below the legal level. Since maintenance
of exchange stability obviously takes precedence
over the preservation of reserve requirements,
the Law envisages the possibility that the Bank
may temporarily be unable to observe the latter.

If the provisions governing the relation of
exchange resources to imports and money sup-
ply are not met, the Monetary Board must dis-
continue its anticyclical compensatory program.
It must take such measures as are within its
powers to re-establish balance-of-payments equi-
librium and protect its monetary reserves, and
must suggest t0 the Government such other
measures as it thinks necessary for that purpose.
The same applies when exchange resources have
fallen more than 25 per cent within one year.
Thus, while the requirement governing the re-
lation between monetary reserve and total issue
carries with it the financial penalty established
in Article 67, the provisions of Article 68 do
not impose such a penalty. These latter pro-
visions, referring to the relation between the
total exchange resources on one side and money
supply and imports on the other have the char-
acter of a rule of policy only.

Once the low point of the depression has
been passed, the cyclical process will tend ta
repeat itself. During the earliest phase of the
upswing, the Monetary Board will haf'e to be
somewhat liberal, and may find it desual?le to
delay application of new restraints until the
recovery has made good headw?y. Eve;nmally,
however, festrictions must again be xmpose.d
upon the expansiopary process, to prevent it
from getting out of hand.
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During periods of stress the Bank may have
occasion to make net purchases of foreign ex-
change from the International Monetary Fund.
Since the assistance that the Fund is designed
to give is of a short-term character, the Bank
is required, under Article 69, to take steps lead-
ing toward the elimination of such a debtor
position, and to suggest to the Government the
economic and fiscal measures that will lead in
the same direction. The Bank may find it useful
to consult with the Fund on the nature and
duration of its corrective program.

TiTLE VI RESEARCH AND PUBLICATIONS
(ARTICLES 70-73)

Chapter 1 Economic Research Department
(Article 70)

The Law places particular emphasis upon the
Economic Research Department of the Bank,

because this Department is likely to be of im-
portance not only to the Central Bank, but to
the country as a whole. The Department’s first
duty will be, of course, to supply the Monetary
Board and the officers of the Bank with the
statistical and other economic information in-
dispensable for the effective conduct of mone-
tary policy. Beyond that, however, it may
become the training ground for specialized
personnel whose members later will pass into
leading positions in the official banks, in Gov-
ernment departments, and perhaps in important
Dominican business enterprises. The Economic
Research Department should also offer scholar-
ships to suitable candidates within and outside
the Bank for training in foreign universities
and central banks. The Department may also
engage in broader research programs that g0
beyond the scope of the Bank’s own func-
tions but are of importance to the Dominican
economy.



THE ORGANIC LAW OF THE CENTRAL BANK OF
THE DOMINICAN REPUBLIC

October 9, 1947

(Translation*)

TITLE 1
CREATION AND FUNCTIONS

ART, 1.—There is hereby created a bank which shall be called the “Central Bank of
the Dominican Republic”, domiciled in Ciudad Trujillo, District of Santo Domingo, capi-
tal of the Domin‘can Republic. |

~ ART. 2—The Central Bank of the Dominican Republic is an autonomous entity,
w1 . . . . . .
t“th assets of its own, constituting a legal personality, with the power to enter into con-
rac s . .

acts and to sue and be sued in its own name and right.

ART. 3.—The main objective of the Central Bank of the Dominican Republic is to
Premote the creation and maintenance of the monetary, credit, and exchange conditions
Most favorable to the stability and orderly development of the national economy, in ac-
Cordance with the general provisions of the Monetary Law and of Article 4 of this Law.

ArT, 4.—The purposes of the Central Bank are:

a) In the domestic sphere:

1)

3)

To establish a national monetary system, subject to the guaranties and
limitations provided for in the Constitution and the laws, and to watch
over its proper functioning;

To promote the stability and development of productive activities, adapt to
them the means of payment and credit policy, and counteract any inflation-
ary or speculative tendency detrimental to the permanent interests of the

nation ; and
and solvency of the banking system, and the ade-

To promote the liquidity . ! _
quate distribution of credit, in accordance with the interests of the national

economy.

b) 1In the international sphere:

1)

2)

3)

\

To maintain the external value and convertibility of the national currency
and to carry out the exchange operations with which the Bank is charged
by the Monetary Law;

To conserve and administer the international monetary reserves of the coun-
try, with the object of curbing, by means of an adequate monetary and
credit policy, the detrimental effects of fluctuations in the balance of pay-
ments upon the money supply, credit, and economic activities in general;
and ‘

To strive for the maintenance or restoration of the international econom;
equilibrium of the country. nomic

* Official Spani ct, L
ber 13, Tag7, Ro. gegs o 17T OroANIca bEL Banco Centrat, No. 1529, published in Gaceta 0ficial, O
tal, Octo-
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ART. 5.—The Bank shall act in accordance with the international monetary and bat}k-
ing agreements entered into and ratified by the Republic and with the laws relative
thereto.

TITLE II
CAPITAL, RESERVES, AND PROFITS
ARrT. 6.—The initial capital of the Central Bank is ONE HUNDRED THOU-

SAND PESOS (RD$100,000), to be totally subscribed and paid in cash by the State in
dollars of the United States of America.

The Monetary Board may increase the capital of the Bank, making use of the Re-
serve for the increase of the Bank’s capital, to which reference is made in the last part
of Article 3 of the Monetary Law.

State ownership of the Bank shall be established by means of certificates or title to
shares of stock to be held on deposit in the Treasury of the Dominican Republic.

The Central Bank shall be exempt from the provisions of Articles 18; 19; and of

clause d), paragraph 3 of clause e), and clause h) of Article 25 of the General Bank-
ing Law.

ART. 7.—The General Reserve Fund of the Bank shall be constituted :
a) By the net profits of the Bank, in accordance with Article 9 of this Law;

b) By that part of the profits of the Reserve Bank and the Agricultural and Mort-
gage Bank, which in accordance with the provisions of their respective organic
laws, is destined for this fund; and

¢) By the amount of the reduction of the obligations of the Central Bank under the
circumstances provided for in Article 54.

ART. 8—The General Reserve Fund may be applied, wholly or in part, to the pur~
chase of securities issued or guarantied by the State when, in the judgment of the Mon¢-
tary Board, such action is necessary to offset a marked decrease in the money supply:

The amount of these operations shall not be considered as falling within the limitations
imposed by Article 46,

ART. 9.—Net profits of the Bank shall be determined after all deductions that the
Monetary Board deems necessary to insure the soundness of the assets of the Bank ha:ve
been made, and shall go to the General Reserve Fund of the Bank, after the setting—aS{de
of an amount determined by the Board for the creation of a Guaranty Fund for Speci?
Credits of up to RD$200,000.00. The Board may extend this limit to the extent that 1t
deems appropriate.

TITLE III
DIRECTION AND ADMINISTRATION
CHAPTER |
The Monetary Board

Arrt. 10.—In its character of superior organism of the Central Bank, the Monetary
Board shall determine the monetary and credit policy of the Nation, the development 0_
which is entrusted to the Bank., The Board shall be composed of the following memberS
a) The Secretary of State for the Treasury and Public Credit, who shall preside’

b) The Governor of the Central Bank, who will act as Chairman of the Board m
case of the absence of the Secretary of State for the Treasury and Public Crediti
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¢) A person of recognized experience in the field of commercial banking;

d) A person of recognized experience in the field of industry and commerce, who
shall also become a member of the Board of Directors of the Reserve Bank of

the Dominican Republic from the date of his appointment to the Monetary
Board;

) A person of recognized experience in the fields of agriculture and livestock pro-
duction, who shall also become a member of the Agricultural and Mortgage
Committee of the Agricultural and Mortgage Bank of the Dominican Republic
from the date of his appointment to the Monetary Board; and

f) A person versed in regional economic questions of the country.

] The Governor and members of the Monetary Board mentioned in clauses c), d),
), and £) shall be appointed by the Executive Power.

. At least four of the members of the Monetary Board must be of Dominican
fationality,

IBy 1, M 81, 1950 the portions of Article 10 beg'lnning%évlth clause ¢) were
v°’tdl$d :t::'l I;gé 2t%§?oggn€eg§,€&?€uteé: “¢) Such regular members and alternates as the President

be 8 Republic may appoint by decree. The majority of the regular members and alternates must
¢ of Dominican nationality.”]

hi ART. 11.—The Secretary of State for the Treasury and Public Credit may delegate
'S functions, when he deems fit, to the Under Secretary of the. same office, who shall
Substitute for him as a member of the Board, but not as its chairman.

Axr, 12 . ed in clauses c), ), €) and f) of Article 10
§ha11 be ap;gi‘nt;fi‘h:orn;z:igt:l?otfn?::;r I)llez«n's. Each one shall have an alternate, appointed
" the same manner as the regular member.

of the Monetary Board mentioned in
rsons who, on the date of appointment,
serve Bank of the Dominican Republic
ce of the Agricultural and Mortgage
ho shall remain in their posts on the
re appointed in those bodies.

HOWever, the first appointment of members
S€s d) and e) must be made from among pe
n Members of the Board of Directors of the Re
B&nkOf the Agricultural and Mortgage Committ
of the Dominican Republic, respectively, W

92rd unti] the expiration of the term for which they we

The first appointment of the members mentioned in clauses ¢) and f) of Article 10

shaj; be for terms that together with the appointments mentioned in the foregoing para-

. . four members appointed
fq Ph, wij| ensure an appropriate overlapping of the terms of the fo ppointe

efinite terms.

are

IBY Law No. 2666 of December 31, 1950, Article 12 was voided.]

Arr, 13—The alternates shall replace the respectiv_e regular member:s in case of
the latteps absence or temporary incapacity. However, if the absence or incapacity of
Tegular member and his alternate occurs simultaneously, the other alternates shall

Te; . s
Place tpe regular members in the order of seniority.

te Agrry, 14.—The alternates, when not substituting for the regular members, may at-
Nd the sessions of the Board, with the right to be heard but not to vote.

o Arr, 15.—In case of the absence or temporary incapacity of the Governor, a Vice
Vinernor’ appointed in the same way as the Governor, shall substitute for him. The
€ Governor shal] be the alternate of the Governor on the Monetary Board, and shall
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preside over said Board in the absence of the Secretary of State for the Treasury and
Public Credit and of the Governor of the Bank.

ARrT. 16—Appointments of members of the Monetary Board to replace members
whose terms have expired must be made within the sixty days prior to such expiration.

Regular members and alternates shall be eligible for reappointment.

[By Law No. 2666 of December 31, 1950, Article 16 was voided.]

ArT. 17.—In case a vacancy occurs through death, resignation, incapacity, removal,
or other permanent inability of a regular member or alternate to discharge the duties of
his office, a new regular member or alternate shall be appointed, as the case may be, to
complete the term of the lacking member.

[By Law No. 2666 of December 31, 1950, Article 17 was voided.]

ART. 18 —None of the following may be appointed Governor, Vice Governor, regu-
lar members of the Monetary Board for definite terms, or alternates of the same:

a)
b)

c)
d)

f)
g)

h)

No. 2666 of D
terlnlggf ]tf‘haéwwords “for definite terms

Persons less than 30 years of age;
Members of the National Congress;
Members of the judiciary;

Persons occupying remunerated public positions, whether by popular election or
by appointment, in any agency of the State or of the Municipalities, except
positions of an educational character, or in organizations designed to develop of
organize the principal economic activities of the country;

Persons related within the fourth degree of consanguinity or second degree of
affinity ; or who belong to the same partnership; or who are members of the
board of directors of the same corporation;

Persons who have been declared bankrupt and those against whom bankruptcy
proceedings are pending;

Persons who are awaiting sentence or are serving sentence, or have been sef-
tenced to penalties for crime; and

Persons who, for any reason whatsoever, are legally incompetent.

ecember 31, 1950, Article 18 was modified as follows: In the first sen”
" were eliminated. Clauses b), d), and e) were voided.]

ART. 19.—Whenever any of the disqualifications mentioned in Article 18 is dis:
closed or occurs, the appointment or function of the member concerned shall end an
action shall be taken to replace him in the manner provided for i.n the case of a v.acanct):;
The Monetary Board shall be responsible for finding and declaring that the appointmeé

or function has ended.

Notwithstanding the fact that the appointment or authority has ended, any ac

ts Of

. . . ither
contracts authorized by the member prior to such ending sh.all not l?e invalidated, el:;ird
with respect to the Central Bank of the Dominican Republic or with respect to

parties.

[{By Law No. 2666 of December 31, 1950, Article 19 was voided.)
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ART. 20.—Members of the Monetary Board appointed for a definite term may be
removed only by a decision of the Supreme Court and only in the following cases:

a) When any of the disqualifications mentioned in Article 18 of this Law occurs,
and the Monetary Board has not declared the ending of the appointment or
function of the disqualified member;

b) When they are responsible for acts or operations of a fraudulent or illegal char-
acter, or manifestly opposed to the aims or interests of the institution;

c) When final sentence is passed upon a member in a criminal prosecution. In the
case of detention awaiting trial, he shall be incapacitated for the discharge of
his office and shall be replaced by the alternate.

The charge shall be made to the Attorney General of the Republic by the Superin-
tendent of Banks or by any regular member or alternate of the same Board with the sole
exception of the alternate of the member whose removal is being sought, and said At-
torney General shall submit the matter to the Supreme Court. The Court shall immedi-
ately commission one of its judges to brief the matter and present it with the report in
as short a time as possible, not to exceed 15 days. Said report shall be communicated
In writing by the Secretary of the Court to the interested member of the Monetary
Board, so that the latter may express in writing the form of defense that he deems ap-
Propriate, within 10 days after the date of said communication.

When the 10 days have expired, the Supreme Court, in private session [Camara de
Consejo], shall review the report of the commissioned judge and the defense brief, if
there is one, and within a period of not more than one month shall decide if it approves
Or rejects the case for removal; this decision may not be appealed and shall be communi-
Cated to the Monetary Board, for compliance, within three days from its date.

As soon as a member of the Monetary Board is subjected to action before the Su-
Preme Court, he shall cease exercising his functions and shall be replaced by the ap-
Pointed alternate. 1f the decision rejects the alleged cause for removal, the member shall
be, ipso facto, reinstated in his office unless he is prevented by other legal cause.

The special procedure established by this article is free of legal expenses, duties,
taxes, costs, and fees of all kinds.

These same provisions shall be applicable to the alternates.

a IBy Law No. 2666 of December 31, 1950, Article 20 was changed to read “The members of the
6{ otx{]oé'\ I,iy Bg?rd ]may be replaced, suspended, or removed from office exclusively by the President
epublic,”

ART, 21.—The meetings of the Monetary Board shall be called by the Governor, or

Whoever takes his place, or by any two members, and shall take place at least twice a
month,

The Board’s meetings shall be legal if attended by five regular members or alternates,
‘ and its resolutions may be adopted by a simple majority of those present, except in cases
where the Law requires a special majority. In case of a tie, the vote of the presiding
officer of the Board shall be decisive.

ART, 22— The Superintendent of Banks, the Manager, and the Director of the De-
Partment of Economic Research of the Central Bank shall participate in the Board’s
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deliberations, in the capacity of permanent advisers, with the right to be heard but not
to vote.

ArT. 23.—When the Board deems it appropriate, it may invite, as advisers, any
other qualified persons, especially the representatives of the other financial institutions of
the State and officials of the Central Bank, to participate in its proceedings, with the right

to be heard but not to vote.

ART. 24—Regular members and alternates and invited advisers shall have the right
to a fixed fee for each session of the Monetary Board at which they are present, which
shall be determined by the Board with the approval of the President of the Republic.

Said fees shall not be paid, however, to the members, alternates or advisers who re-
ceive regular remuneration from the Central Bank.

[By Law No. 2656 of December 31, 1950, Article 24 was changed to read as follows: “The posi-
tions of rcgular member and alternate member of the Monetary Board are honorary in character.
With the exception of the position of the Governor and Vice Governor, they cannot be occupled by
persons holding other positions in the Central Bank or in other banks.

“For those regular members or alternates who do not receive remuneration from the Govern-
ment by Vvirtue of another appointment, the President of the Republic, at their request, may fix a
directors’ fee not exceeding RD$25.00 for each meeting of the Board in which they participate. |

ARrT. 25.—Whenever the Board’s discussion or resolution of a subject involves 2
personal or commercial interest of one of the participants, or that of private enterprises
of which he is an officer, director, or member, or that of his relatives within the fourth
degree of consanguinity or second degree of affinity, he may not participate in such dis-
cussion or resolution and must withdraw from the meeting.

This provision, however, does not include the member of the Monetary Board men-
tioned in clause c¢) of Article 10, in cases in which matters to be discussed concerni

monetary policy or general rules of the banking system.

ArT. 26.—The principal functions of the Monetary Board are the following:

a) To formulate and submit to the approval of the Executive Power the regulations
necessary for the execution of this Law, the Monetary Law, and the General
Banking Law;

b) To formulate the Internal Regulations of the Central Bank;

c) To approve the annual budget of the Bank, and its amendments;

d) To appoint, suspend, or remove, upon the motion of the Governor, the Man-

Director of the Department of Economic Research, the Secretary of

er, the
28 d em-

the Bank (who shall also be that of the Board), and the other officials an
ployees of the Central Bank;

To appoint the Discount Committee and the other advisory Committees that it

deems appropriate, with power to establish attendance fees for their members;

f) To approve annually the Bank’s Report, balance sheet, and profit and loss state-

ment;

g) To formulate regulations governing credi.t_operatior}s, purchase and s.ale of gold
and exchange, purchase and sale of securltles?, and issuance and refn-ement 0
stabilization and participation bonds and certxﬁcz}tes authonzec! by this Law, moln

to determine the limits and conditions under which Bank officials may carry

such operations;
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h) To formulate the regulations governing the operations of the Fund for the regu-
lation of the Securities Market and of the Guaranty Fund for Special Credgil:s
authorized by this Law, and to determine the limits and conditions under which
Bank officials may carry on such operations, with the exception of those which
because of their nature and magnitude, the Board has reserved for its owr;
decision ;

i)  To authorize the printing of notes and minting of coins, in accordance with the
Law;

i) To decide on the acquisition of real estate only when it is necessary for the func-
tioning of the Central Bank or to secure repayment of its credits, and to dis-
pose, as soon as possible, of such real estate as the Central Bank does not need
for its business, in accordance with the General Banking Law;

k) To establish and modify the legal reserves of the banks and to pay interest on
that part of said reserves which is specified in the Law, in accordance with

Articles 55, 56, and 57;

1)  To fix the limits of maximum interest rates on savings deposits which the banks
may pay and the maximum limits of exchange margins and commissions which
the banks may charge over and above the exchange rates quoted by the Central

Bank;
m) To authorize the commercial banks to carry out operations in gold and foreign
f such authorizations, in accordance

exchange and to determine the conditions o .
with the provisions of Article 12 of the Monetary Law and Article 56 of the
present Law;

n) To require prior authorization, with the approval of the President of the Re-

public, for international transfers and other operations referred to in Article
17 of the Monetary Law;

fi) To appoint correspondents, and to establish and to close branches and agencies

of the Central Bank in the country or abroad ;

0) To deal with any other matter related to the monetary and credit policy with
which the Bank is charged or to the interests of the Central Bank, or to the

functions assigned to the Board by this Law and by other pertinent legal pro-

visions and by the regulations.

[By Law No. 2666 of December 31, 1950, clause d) of Article 26 was changed to read as fol-
lows: « t Ations the Manager, the Director of the Department
To install in their fun DO e that of the Board, and the other oifioinls

Research, cretary of the Bank, who )
and empl'o§2§s§$t the gentral Bank, and to ﬁ’?]w"h the prior approval of the Executive Power, the

remuneration of these officers and employees.

M Arr. 27.—The Reserve Bank of th(.a Dominican Republic, the Agricultural and

. Ortgage Bank of the Dominican Republic, and any other official credit institutions are

“c: 1.)e considered as principal instruments of the Nation’s monetary and credit policy with

fohnc}? the Monetary Board is charged and therefore must conform to the regulations set
Tt : : .

shall by the Board in carrying out the purposes of the Law. In this respect the Board

a) Decide upon the amount of mortgage bonds of the Agricultural and Mortgage
Bank that are to be issued and the conditions to govern their iSSllance-gagd
)
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determine the composition and amount of the reserve to be held against said
mortgage bonds;

Fix, when it deems necessary, the interest rates that said banks may charge on
their loan operations, and those that the Reserve Bank may pay on its savings
deposits, as well as the exchange margins and commissions that the latter may
charge, adapting these regulations to the general measures taken under clause 1)
of Article 26;

Determine, when it deems necessary and within the provisions of the General
Banking Law, the general conditions under which the banks or official credit in-
stitutions may carry on their operations; and establish the over-all amounts that
said banks or institutions may employ in such operations as a whole or in their
principal groups or categories, without intervening in the consideration of indi-
wvidual cases.

Before making decisions authorized by this article, the Board shall hear the opinion
of the directorate of the institution involved.

Art. 28.—The Monetary Board shall exercise its functions on its own exclusive re-
sponsibility, according to the provisions of the Law and the regulations.

CHAPTER 11
The Governor of the Central Bank

ARrT. 29.—The Governor of the Central Bank must be a Dominican, over 30 years of
age. He shall be the principal executive officer of the Bank and may not hold any office
remunerated by the State, by autonomous organizations, or by private individuals, with
the exception of that of professor.

The Governor shall have the following responsibilities :

a)

b)
c)

d)

f)

g)

To propose to the Monetary Board, when circumstances require it and in accord.’
ance with Articles 65, 66, and 68, the monetary and credit policy that in his
judgment is appropriate, as well as the means for its execution;

To exercise legal representation of the Bank, with the power to delegate it;

To give direction to, and supervise, permanently, the administration of the
Bank;

To call sessions of the Monetary Board in accordance with the provisions of
Articles 21 of this Law;

To sign, with the Secretary of State for the Treasury and Public Credit, the
notes of the Bank, it being permitted to use the facsimile signatures of both
officials;

To present the report and sign the communications and correspondence of the
Monetary Board, and to sign the balance sheets and profit and loss statements
together with the Manager and the Accountant of the Bank;

To sign, with the Secretary of State for the Treasury and Public Credit,
Record of the meetings of the Monetary Board, and to sign with the latter, t0~

the
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gether with the other members of the Monetary Board, and with the Secretary,
the Minutes of the meetings held by the Board;

To exercise such functions as may be delegated to him by the Board;

To be present at the meetings of the Board of Directors of the Reserve Bank
and the Agricultural Committee of the Agricultural and Mortgage Bank, with
the right to be heard but not to vote, and permanently to watch over the admin-
istration of both banks, with the power to delegate these functions to another
official of the Central Bank;

To exercise the other functions with which he is charged by this Law.

CHAPTER III

The Management

ARrT, 30.—Without prejudice to the functions assigned to the Monetary Board and
to the Governor of the Central Bank, the Manager, who shall be the superior officer of
the personnel, shall be in immediate charge of the internal administration of the Central

Bank,

ARrT. 31.—The Manager shall be appointed by the Monetary Board on the proposal
of the Governor, and the provisions contained in Article 18 shall apply to him.

In case of absence or incapacity, the Manager shall be replaced by an employee desig-
Nated by the Board.

The Manager shall have the following responsibilities :

a)

b)

¢)
a)
e)

f)
- g)

To direct the execution of the operations of the Bank for which he is respon-
sible in accordance with the Internal Regulations or those with which he is
charged by decision of higher authority;

To prepare and submit to the Governor periodic information on the position of
the Bank and a review of the matters within his competence that should be in-
cluded in the agenda of the meetings of the Monetary Board;

To suggest to the Monetary Board, through the Governor, changes that are ad-
visable in the organization and functioning of the Bank;

To watch over the observance of this Law, of the regulations, and of the resolu-
tions of the Board;

To sign the balance sheets and profit and loss statements ;
To exercise such functions as may be delegated to him by the Board;

To exercise the other functions with which he is charged by this Law.

CHAPTER IV

Discount Committee

b ART, 32.—The Monetary Board shall establish a Discount Committee, which shall
€ made up of the Manager, who shall preside, and of two members elected by the Board
Or one year, who may be re-elected. '
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These members should preferably be persons representative of the economic activi-
ties of the country but must not be directors or employees of credit institutions.

The Board shall designate alternates for the members of the Committee to replace
the latter in cases of absence.

ARrT. 33.—The Discount Committee shall hold meetings daily when loan applications
have been made.

The said Committee shall examine the documents presented to the Central Bank by
the banks, from the viewpoint of the solvency of the signers and that of compliance with
the conditions stipulated by the Law and the rules of eligibility that the Monetary Board
shall establish.

If the Committee approves the documents, the Governor may approve the application
presented by a bank, or shall submit it to the Board if the nature and magnitude of the
operation makes this necessary, in accordance with the regulations in effect.

In case the Governor is not in agreement with the decision of the Committee, he
shall present the case to the Monetary Board, except that the bank making application,
when notified of this, may replace the document or withdraw the application,

TITLE IV
OPERATIONS OF THE BANK
CHAPTER 1
The Monetary Reserve

ARrrt. 34—The Central Bank may purchase and sell gold and any kind of foreign €x-
change, in accordance with the Monetary Law, whether in the form of checks, sight
drafts, or time drafts of no more than ninety days which bear a signature of recognized
soundness, or cable transfers or foreign notes and coin. The Central Bank also may ef-
fect future operations in exchange. However, the Bank may not carry out said purchases
and sales of exchange or future exchange with any public person or entity, with the X~
ception of the banks authorized for this purpose by the Monetary Board.

ARt. 35.—The monetary reserve of the Bank to which Article 67 refers and which
forms part of the assets which are required to back the currency issue of the Bank, 17
accordance with said article, shall be calculated by deducting from the gross gold hold-
ings, exchange, and other international assets, the amounts of obligations in foreign ex-
change, in the proportions established in Article 37, and shall have the following com”
position :

1) Gold deposited in the Republic or in foreign central banks or in international

institutions, which may not be less than 25 per cent of the required minimus®
monetary reserve in accordance with Article 67;

2) Foreign currency and exchange, whether in the form of checks and drafts, OF
of sight or short-term deposits in central or first-class foreign commercial banks
or of first-class foreign government securities with no more than five years t©
run, or of foreign notes or coin; all in accordance with decisions of the Moné”
tary Board which, moreover, shall see to it that as far as possible, the supply ©
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exchange takes primarily the form of currencies that are of recognized sound-
ness and are of importance for the balance of payments of the Republic.

3) The amount that the Central Bank may draw from the International Monetary
Fund, under the conditions stipulated by the corresponding Agreement, until the
supply of Dominican currency in said Fund is increased to a sum equal to the
quota of the Dominican Republic, that is to say, the balance of the credit posi-
tion of the Central Bank in the Fund.

ART. 36.—The Central Bank shall avoid as much as possible the acquisition of for-
eign exchange that is not freely convertible. However, when balance-of-payments cir-
Cumstances require the acquisition of important balances of such foreign exchange, they
may be included in the monetary reserve if the Monetary Board shall so decide, in which
case the Bank shall indicate their nature on its statements.

ArT. 37.—To meet its obligations in foreign exchange, the Bank shall set aside from
Fhe total of its gold holdings, foreign exchange, and other international assets, the follow-
Ing sums, which shall be excluded from the monetary reserve:

a) The total amount of the Bank’s obligations in gold or foreign exchange due at

sight or maturing within thirty days or less, with the exception of deposit lia-
bilities in foreign currency in favor of the banks in the Republic;

b) Seventy-five per cent of the Bank’s obligations in gold or foreign exchange
maturing after thirty days and within one year, and of the deposits in foreign
currencies in favor of banks in the Republic;

¢) Fifty per cent of the obligations of the Bank in gold or foreign exchange matur-
ing within not less than one or more than three years, and of those of indefinite
maturity, including the obligations to the International Monetary Fund by rea-
son of purchase of foreign exchange;

d) Twenty-five per cent of the obligations of the Bank in gold or foreign exchange
maturing after three years,

The Monetary Board shall decide, in any doubtful case, the degree and form in

Which the obligation in question shall be taken into account for the purposes of this
article,

.ART. 38.—The Central Bank may grant or receive credits and deal in general with
Oreign public entities and with banks or other foreign or international entities and act as
agent or correspondent of the same. The Bank may pledge gold and other securities at
ts disposal against credits for which it applies.

CHAPTER II
Credit Operations

ART. 39.—The Central Bank may carry out with the other banks operating in the
R.ePUblic, and in no case directly with the public nor with any other public or private in-
Stitution, only the credit operations enumerated below :

1) It may rediscount, discount, purchase, or sell bills of exchange, drafts, promis-
sory notes, or other credit documents, through simple endorsement, under the
following conditions:

a) When they arise from operations related to import, export, or transporta-
tion of products or merchandise easy to dispose of and with maturities that
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do not exceed six months computed from the date of rediscount, discount,
or purchase by the Central Bank;

When they arise from “bona fide” transactions of purchase or sale of prod-
ucts or merchandise with maturities that do not exceed six months com-
puted from the date of rediscount, discount, or purchase by the Central
Bank;

When they arise from the storage of agricultural, cattle raising or indus-
trial commodities, duly insured, with maturities that do exceed six months,
computed from the date of rediscount, discount, or purchase by the Central
Bank;

When they arise from the financing of harvests of other agricultural and
stockraising activities or from industrial activities of a current nature, such
as the harvesting of agricultural products, cattle fattening, purchase of
seeds and other production goods, provided these documents are secured
by a pledge of an agricultural or industrial character relating to the opera-
tion to be financed, in a manner satisfactory to the Central Bank, and that
they have maturities not exceeding one year from the date of rediscount,
discount, or purchase by the Bank;

It may grant advances up to six months, renewable, in cases of emergency by
the Monetary Board:

a)

b)

d)

When guarantied by simple endorsement of the documents mentioned in
clause 1) of this article, up to 80 per cent of their value;

When guarantied by negotiable securities of the national public debt. These
operations may not at any time exceed 80 per cent of the current value of
the bonds. New loans may not be granted when guarantied by bonds that
at the time of being presented to the Central Bank are quoted at less than
80 per cent of their nominal value. Neither may new loans of the kin
authorized in this clause be granted when their total amount, added to that
of the investments made in accordance with clauses 2) and b) of Article 46,
exceeds the proportions stated in said article for each period;

When guarantied by the debit balances of the authorized credits on cul‘fe“c:
account, up to 50 per cent of said balances, provided that the credits offere
as guaranty have been reviewed by the Superintendent of Banks;

When guarantied by Mortgage Bonds issued by the Agricultural and MO_ft'
gage Bank of the Dominican Republic, or by other securities guarantie
by the State, under the conditions established in part b) of this clause, Pro”
vided that said securities have been duly issued, that where mortgage bonds
are concerned the issuing bank is not the owner of same ; and that the total
amount of the securities of each issue given as guaranty does not exceed
per cent of the total of the respective issue;

In times of emergency when monetary or banking stability is directly
threatened, when guarantied by any asset that the Monetary Board, upot
the vote of four of its members, shall temporarily include among the ac
ceptable guaranties, even if they should be securities mentioned in this af
ticle that are in excess of the foregoing limitations. So long as such ad-
vances are outstanding, the debtor bank may not increase the total volume
of its loans or investments without the approval of the Monetary Board:
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ART. 40.—All documents purchased, rediscounted, discounted, or accepted as guar-
anty by virtue of Article 39 shall carry the endorsement of the institution from which
they were received by the Central Bank.

ART. 41.—The Monetary Board shall fix the rediscount and interest rates applicable
to the operations specified in this chapter, according to their maturity and nature, taking

into account the monetary situation, the needs of the market, and the composition of the
Portfolio of the Central Bank.

The Board may fix an individual credit line for each bank, which must be in propor-
tion to the volume of the operations of said bank. It also may refuse to authorize new
Tediscounts or advances to the banks when the monetary situation so requires,

ART. 42.—The Monetary Board may establish, within the general provisions speci-

fied in the preceding articles, additional conditions to govern access to the credit of the

entral Bank. Said conditions may refer to the interest rates charged by the banks and

to the purposes of their loans in general, likewise to the interest rates and the purposes

for which the documents offered to the Central Bank were issued, as well as to any other
Clearly definable element of the credit policy of the banks.

ART. 43.—The Board shall review, at least once a month, and by means of a sum-
mary report rendered to it by the Manager of the Central Bank, the composition of the
Portfolio of the Bank and shall formulate its credit policy for the following month, in
or T to carry out the general monetary and credit policy of the Central Bank, and to
Maintain a sufficient amount of highly liquid assets.

. New credits shall not be granted for terms greater than four months so long as two
thirds of the existing portfolio of Central Bank credits are due on a date more than four
Months from the date on which the Board has reviewed the portfolio, in conformance
Vith the preceding paragraph. For the purposes of this paragraph, the credits granted

Y virtue of clayses 1d) and 2e) of Article 39 shall not be computed.

f ARr. 44.—Any document given in guaranty to the Central Bank under the condi-
1008 established by the preceding articles may be withdrawn at any time by the bank that
Presenteq it, after payment of the respective principal amount and interest.

Arrt, 45,

pllrp()se of f
“Onsiders

maturitY: int

—The Bank shall establish a Guaranty Fund for Special Credits for the
acilitating the granting by the banks, of such credits as the Monetary Board
the interest of the economy of the country, and which, because of their
erest, or guaranty terms, need an additional guaranty,

in AF Or the operations of the Fund the Bank shall have at its disposaEI the sums indicated
hanicmde 3 of this Law and the product of the premiums whchh it collec.ts fro.m the
tota) s‘f The B:.mk may not authorize guaranties chargeable to this Funfi which raise Fhe
al Ot the existing guaranties above the capital at its disposal at the time the operation
. €5 place, However, if for some reason said limit has been overreached, the guaran-

185 in excess shall be valid and the Central Bank shall be responsible for them.

.The Bank shall, preferably, grant only partial guaranties in order to assure adequate
Micipation in the risk of the loan on the part of the bank that asks for the guaranty.
The

anty b Monetary Board shall establish the rules to govern the operations of the Guar-
Y Fun,
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CHAPTER III
Purchase and Sale pf Securities

ARrT. 46.—The Central Bank is authorized to purchase only the following securities:

a) During the first three years from the beginning of its operations, securities is-
sued by the Dominican State, up to an amount that, added to the total of the
advances granted against such securities as collateral under the authorization of
Article 39, 2) b), is equal to 10 per cent of the annual average of the revenue of
the State during the last two years. Said sum may be increased, upon the unan-
imous agreement of the Monetary Board, to 15 per cent of the average indi-
cated. However, during this time the Bank may not purchase securities when,
as a tesult of such an operation, the monetary reserve would fall below 150 per
cent of its minimum level, in accordance with Article 67. :

‘b)  When three years have passed after the beginning of the operations of the Bank,
it may purchase securities issued by the Dominican. State, up to an amount that,
added to the total of the advances granted against such ‘securities as collateral
under the authorization of Article 39, 2) b), is equal to 30 per cent of the annual
average of the revenue of the State during the last two years., Said sum may be

increased to 40 per cent of the average indicated, upon the unanimous agreem‘?“t

of the Monetary Board. However, the Bank may not purchase such securitl.es
when, as a result of such operation, the monetary reserve would fall below its
minimum required level in accordance with Article 67.

c) Securities referred to in Articles 8, 47, 59, and clause 2) of Article 35.

The calculation of the annual average of the revenue of the State referred to in this
article shall be made on the basis of the last 24 months, in accordance with the certificd”
tion that is required in this connection from the Secretary of State for the Treasury 3%
Public Credit.

ART. 47.—The Central Bank shall create a Fund for the Regulation of the Sectr”
ties Market, the purpose of which shall be to stimulate investment of private capital “:,
bonds and other fixed interest-bearing certificates issued by the Dominican State, by othe
public institutions, and by the Agricultural and Mortgage Bank, through purchases.zfns
sales in the open market tending to promote the liquidity and stability of said securgﬂete'
With this end in view, the Bank shall try to assure, so far as possible, that the pl’l"a1
holders of said securities shall find adequate demand for the securities they wish t0 ser
Effort will be made to avoid sharp fluctuations in quotations, without being obligated .
counteract the fundamental tendencies of the market or to engage in operations t of
threaten the exhaustion of its liquid resources, Consequently, the Bank shall end*’-a"’rlt
at all times to maintain and replenish cash holdings sufficient for the future fulfillme
of the purposes of the Fund.

: : in
The Monetary Board shall determine the securities or other negotiable documents
which thé Fund may deal, within the provisions of this article.

ART. 48.—For the operations of the Fund for the Regulation of the Securities 1\/1:4:;;l
ket, the Monetary Board may set aside, from the resources of the Central Bank
amount equal to 10 per cent of the total issues of securities in circulation thgt the “
is authorized to acquire, notwithstanding the provisions of Article 65. -
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However, in times of sudden and excessive offers of securities in the market, the
Board may, upon the unanimous vote of its members, raise said limit to 20 per cent.

ARrT. 49.—The Monetary Board may adopt such measures as it deems necessary to
assure the fact that the operations of the Fund for the Regulation of the Securities Mar-
%cet are carried out in accordance with Article 47, and, therefore, may rule that said Fund
1s to abstain from purchasing securities which, in the judgment of the Board, serve direct-
ly or indirectly to finance a new issue of the institution concerned. ‘

ART. 50.—The remaining profits of the Fund, derived either from interest charges
Or from the purchase and sale of securities, shall be accumulated in a reserve which may
be used in the same way as the Fund.

The losses of the Fund, if any, and the deductions which it is believed prudent to
make, shall be charged against said reserve. In case the losses and deductions are in ex-
9¢ss of the reserve, the excess shall be charged to the Profit and Loss Account of the
Central Bank,

CHAPTER IV
The Monetary Issue

ART. 51.—The Central Bank of the Dominican Republic shall be the only entity
the power to issue notes and coins in the territory of the Republic, such issue being
€ct to the provisions of the Constitution, the Monetary Law, and this Law.

With
Suhj

ART, 52.—By monetary issue of the Central Bank is meant the sum total of notes
Teulation plus the Central Bank’s sight deposit obligations in Dominican gold pesos.

.Notes held by the Bank shall not be included in the monetary issue and shall not be
'dered as part of either the assets or the liabilities of the Bank.

Coins shall be issued by the Bank for the account of the State and consequéntly
shall not be included in the monetary issue of the Bank.

the IAISO. deposits or other obligations in favor of the International Monetary Fund and
Nternational Bank for Reconstruction and Development shall be excluded from the
Netary jssye,

izeq 1":‘“3’ .incnease in the monetary issue that is not in accordance with operations author-
Whe Y this Law is prohibited. The members of the Board and the IYIanager of the Bank
tion ™May be responsible for an intentional increase in the monetary issue through opera-
3 10t authorized by this Law, shall incur the penalty of a fine of RD$290.00 to
000,00, without prejudice to any other greater penalty that may be applicable to

m in accordance with other legal provisions.
’"enté,l;r' 5:3#-.The Central Bank shall always accept national currency and coins in pay-
obligations and for deposits.
Also, it shall pay upon demand of the depositors national currency and coins.
T.he Bank, moreover, shall exchange deteriorated currency and coins in the manner
Cribed by the Monetary Law.

CentART' 54.—The amount of each verified reduction in the note issue obligations of the
Tal Bank on account of loss, destruction, or demonetization, shall accrue to the Gen-

Cra}
Reserve Fund of the Central Bank.

in o
Cong

they

Preg
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CHAPTER V
Bank Deposits and Legal Reserves

ARrT. 55.—The Central Bank may receive deposits from the banks operating in the
country and from foreign or international entities. The commercial banks, in order to
cover the deposits of their customers in national currency, shall maintain reserves in
this currency, in the form of sight deposits at the Central Bank or in one of the forms
indicated in Article 57. The ratio of these reserves shall be fixed by the Monetary Board,
and may be changed by said Board when circumstances require, but it may not be less than
10 per cent or more than 50 per cent of the deposits in national currency held in the
banks. However, the Monetary Board may require reserves of more than 50 per cent
against deposits that exceed the amount held in the banks on the date on which such 2
measure becomes effective. In this case the Board may decide that interest be paid, at 2
rate not higher than the minimum rediscount rate of the Central Bank, on that part of the
required reserves which exceeds 50 per cent of the deposits subject to such a requirement.

The Bank may not accept deposits from the public except in special cases authorized
by the Superintendent of Banks.

ArT. 56.—To cover their foreign currency deposits the commercial banks shall
maintain reserves of no less than 10 per cent and up to 100 per cent for each currency-
The reserve ratios shall be fixed by the Monetary Board, which may change them when
necessary.

The required reserves shall be held as sight deposits in the Central Bank or in on€
of the forms authorized in Article 57. The Monetary Board may determine whethe®
said reserves are to be held in foreign or Dominican currency, so long as this does f‘ot
prevent the banks from balancing their assets and liabilities with respect to the foreigh
currencies in which they are operating.

The Board may, moreover, require the banks to maintain a balance between thetf
assets and liabilities, both with respect to the Dominican gold peso, and with respef:t to
any other currency in which they operate, when economic conditions or internation
agreements entered into by the Republic make such action necessary. The Boar
may limit this requirement or authorize the banks to approach such a balance gradually-
Such requirements may be limited by the Board to one or several of said currencies. The
Board shall grant the banks an appropriate period of time in which to adjust themselves
to these requirements.

d also

. . b
On the excess reserves in national currency that may result from measures taken DY

; . . 1
virtue of this article, or on any part of said excess, the Board may authorize the payme
to the banks of interest not to exceed the minimum rediscount rate of the Central Ban

.. . . . . :nal
ART. 57.—Within the limits established in Articles 55 and 56 for deposits 1n nat1on
currency and foreign currencies, respectively, the Monetary Board may:
. . . . . ime
a) Fix, if it deems appropriate, different reserve requirements against sight, time
savings, and special deposits;
. . . 0
b) Fix, if it deems appropriate, reserve requirements against unused balan.ct?s 0
credits on current account, unless the bank has reserved to itself the right

cancel the unused credit at any time;
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Submit to legal reserve requirements any other liability accounts of the bank
similar to deposits;

Reduce by as much as 33 per cent legal reserves established by virtue of this
chapter for any bank fulfilling the conditions that the Board may establish with
regard to maximum interest rates charged, placement of its loans, and any other
clearly definable element of monetary and credit policy;

Authorize the banks to maintain up to 50 per cent of the required legal reserve
against any kind of obligations, in securities of the Dominican State, provided
they do not represent more than half of said securities in the portfolio of the
bank in question. The securities that are substituted shall be given in custody
to the Central Bank, the rest of the portfolio of State securities remaining sub-
ject to the supervision of the Superintendent of Banks in accordance with the
rules established for notes held by the banks in Article 22 of the General Bank-
ing Law;

Authorize the banks to maintain up to 50 per cent of the legal reserve, against
any obligations, in notes of the Central Bank and in subsidiary currency, pro-
vided the holdings of said notes and currency are reviewed by the Superintend-
ent of Banks in accordance with Article 22 of the General Banking Law;

Authorize the banks to maintain reserves against deposits in foreign currency
in the form of sight or short-term deposits in first-class banks outside the coun-
try, or in first-class short-term foreign government securities.

ART, 58, —The manner and frequency of interbank liquidations may be regulated by
he Monetary Board.

CHAPTER VI

The Issuing of Securities

ART. 59.—When it is advisable to increase or reduce the monetary issue or money

iSUpply, as defined in Articles 52 and 65, for purposes of monetary regulation, the Bank
S authorized to:

1)

2)

Issue, amortize, and purchase certificates of participation in its own name, either
on State bonds that constitute a part of its portfolio or on the monetary re-
serve;

Issue, amortize, and purchase stabilization bonds in its own name.

; ART. 60.—The securities mentioned in the preceding article shall be su'bject to such
Dterest, maturity and other conditions as the Monetary Board may establish, and they

May,

Said bonds and certificates shall be freely negotiable and may be ac

if it is advisable, be in gold and foreign currency.

quired before

Maturity by the Central Bank at market prices or at par by drawing lots.

ARrT. 61.—Al bonds and certificates issued by the -
l'ef‘mded, or amortized, ordinarily or extraordinarily, shall be retire

Central Bank that are acquired,
d immediately and

Shall pot be considered as assets of the Bank.
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TITLE V
MONETARY AND CREDIT POLICY
CHAPTER I
Relations with the Government

ART. 62.—The Monetary Board shall cooperate with the Public Administration in
the coordination of economic and fiscal policy with the monetary policy of the Bank, and
shall act as consultant of the Government with respect to the same, especially with f‘e‘
spect to credit operations, internal as well as external, of the State, the Administratnfe
Council of the District of Santo Domingo, the Municipalities, and public and semipublic
establishments.

ART. 63.—The General Accounting Office of the Republic shall report monthly to ﬂfe
Central Bank regarding Treasury operations, fiscal receipts and expenditures, the public
debt, and all that relates to the financial condition of the State.

CHAPTER II
Rules of Monetary Policy

Art. 64.—The Monetary Board shall formulate clearly the monetary and Cfed‘;
policy which it considers adequate, under existing conditions, to assure the fulfillment ©
the purposes outlined in Articles 3 and 4 of this Law.

Said policy shall be expressed in detail in the annual Report of the Bank, with 2
explanation of the economic situation that has given rise to it.

ART. 65—When, in the judgment of the Monetary Board, a phase of definite CXP*_":n
sion in the money supply has begun, the Bank shall abstain from any new credit operatt '
and any purchase of securities authorized in clauses a) and b) of Article 46 that wm'lre
result in increasing the monetary issue of the Bank, unless emergency conditions fe‘l‘:au
the carrying-on of such operations. Under the circumstances indicated, the Bz.mk fi’ng
also make use of the other monetary policy measures authorized by this Law:. includ! K
those mentioned in Articles 26 and 27, in order to prevent undesirable expansion 0
credit and of the money supply.

The Bank, moreover, shall strive, as much as possible, to liquidate its credits outst
ing at the time and also to liquidate the portfolio of securities in its possession.

By “money supply” is meant the total of the two following elements:

a) National notes and coins held by the public;

b) Official and private deposits in national currency payable
banks, excluding interbank deposits.

'full

and-

by check in all the

t
AT, 66.—At any time when the money supply increases by more than 15 per i":‘[;e
within a period of twelve (12) months, the Monetary Board shall inform the Execus o
Power accordingly, pointing out the factors that in its judgment constitute the cauSt:n ¢
the expansion, and shall report as occasion may arise on the measures adopted t0 coecCS’
them ; it shall propose other fiscal and economic measures that in its judgme.nt are f:’ter
sary to achieve internal stability of the currency and shall continue presenting qua
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reports to the Executive Power, as well as such recommendations as it deems appropri-
ate, so long as an increase in the money supply in the proportion mentioned exists.

Art. 67.—The monetary issue of the Central Bank, composed of notes and deposits,

;nust be totally backed by the assets provided for in the different operations authorized by
aw.

Of .this backing, an amount equal to at least 50 per cent of the monetary issue must
be constltu:ced by the monetary reserve of the Bank, made up of gold and of foreign ex-
change or its equivalent in accordance with Article 35.

c In case the monetary reserve should drop below the proportion indicated above, the
entral Bz.mk shall pay to the Public Treasury one-half per cent monthly on the differ-
ence. This sanction shall be applied upon the request of the Superintendent of Banks,

once the difference has been verified by him, for the entire period that the difference
€Xxists, 4

) ARrT. 68.—When the foreign exchange holdings of the banking system fall below a
minimum level of safety, calculation of which is provided for in this article, or when they
are reduced by more than 25 per cent of their amount within a period of 12 months, the
Bank shall suspend, except in cases of great urgency, the expansion of its credits and in-
vestments, and shall make use of the monetary policy measures authorized by this Law
in order to avoid an excessive reduction of the Monetary Reserve of the Central Bank or
of the foreign exchange holdings of other banks.

) The Monetary Board, in this case, shall inform the Executive Power about the situ-
ation, shall indicate the measures it has adopted, and shall propose, as this situation may
warrant, other fiscal or economic measures that, in its judgment, are necessary in order
to preserve an adequate supply of foreign exchange.

BankFor the purposes of this article, the total of the Monetary Reserve of the Central
of i1 plus the. excess of a.ssets of the banks in foreign currencies over their obligations
The € same kind are considered as the foreign exchange holdings of the banking system.
o 6Omlmmum level o-f safety of foreign exchange referred to in this article shall be equal
5 per cent of the increase in the money supply over its minimum level during the last

X years, plus 30 per cent of the annual average of imports during the last 36 months.

. ARr. 69.——When the Central Bank has effected purchases of foreign exchange from

¢ International Monetary Fund that raise the supply of Dominican currency in the
Suuc‘;d above 75 per cent of the quota of the Republic, the Monetary Board shall take
a a.Ctlo.n and shall propose to the Executive Power such a fiscal and economic policy
e 0 its judgment, should be followed in order to normalize the situation of the Repub-
1¢ with respect to the Fund.

TITLE VI

RESEARCH AND PUBLICATIONS
CHAPTER I

Economic Research Department .
_ ART. 70.—The Central Bank shall have an Economic Resea.rcl.l Dep.artment:r:;tl;:
irector and assistants who are specialists in economic and statlstlcal science.
Sponsibilities of this Department shall be:

a) To prepare and submit to the Monetary Board an estimate of thlc;. nf;zf:lngnﬂ u:ﬁ;
change position of the Republic at least once 2 month, and to.su
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a general estimate of the prospective balance of payments for the following year.
This calculation is to be reviewed and revised every three months in accordance
with new information that becomes available;

b) To prepare calculations of the seasonal movements in the balance of payments
and in other elements of the national economy that are of importance for the
functioning of the Central Bank;

¢) To cooperate in the preparation of monetary and banking statistics for the in-
formation of the Monetary Board;

d) To prepare any other statistical tables and economic and financial studies that,
in the judgment of the Director, may be useful to the authorities of the Bank of
with which the Department is charged by the Monetary Board or by the
Governor;

e) To cooperate with the Secretary of State for Labor and National Economy, the
National Statistical Council, the General Statistical Bureau and other Govern-
ment departments in order to improve the statistical service;

f) To cooperate in the preparation of the annual Report of the Central Bank and
to supervise other publications and public reports of the same;

g) To organize and administer the library of the Bank and to maintain et
change of publications between the Bank and the central banks of ot
countries;

. : s
h) To cooperate in the training of a body of experts in money and banking, 2
well as in the other fields of economic science.

an ex-

The officials and employees of the State, of the Administrative Council of the D:::
trict of Santo Domingo, and of the Municipalities must supply data relating to the ;Je—
tistics of their respective offices when required to do so by the Economic Research

partment of the Central Bank.

Banks, associations, societies, companies, and all other physical or legal entities
firms, or persons must supply to the Economic Research Department of the Centra:l Bal‘;
all information of general interest or of a statistical nature relating to the operation® ir
their establishments or firms, the practice of their professions, their properties, and the
persons or their dependents.

Those who fail to supply the data and information requested from them in accor
ance with this article, or who do not supply them within the time limits fixed, of w
falsify them shall incur the penalty of a fine of 10 to 25 pesos.

CHAPTER 11
The Balance Sheet and Report

ART. 71.—The Central Bank shall publish its balance sheet at the close of eac-l:
month. The statement shall be published within eight days from the date to which !

refers, and sh?ll appear in the Official Gazette [Gaceta Oficial] and in at least oné 0
newspapers with national circulation.
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ARrT. 72.—Before the thirty-first of March of each year, the Central Bank shall pub-
lish an annual Report, signed by the Governor, which shall contain an exposition of the
condition of the Bank and its operations during the last fiscal year; an analysis of the
monetary, financial, and economic developments that have taken place in the country;
and a detailed report of the monetary and credit policy followed by the Bank during the

same period. Extracts of said analysis and report shall also be published in a newspaper
of national circulation.

ART. 73.—There shall be published as appendices to the report mentioned in the
preceding article all pertinent data, including:

a) Monthly changes in the money supply, distinguishing between coins, notes, and
deposits payable by check, and giving the figures for international reserves and
for money of internal origin created through the Central Bank and the other
banks of the country;

b) The monthly movement of exchange rates and price indices in the Republic and
its principal foreign markets;

c) An estimate of the balance of payments of the Republic for the preceding year;
d) The monthly movement of imports and exports;
e) A summary of the purchase and sale of drafts by the banks;

f) The monthly statement of the Central Bank and the consolidated. monthly state-
ments of the other commercial banks operating in the Republic, in the form de-
termined by the Director of the Economic Research Department, as approved
by the Monetary Board;

g) A list identifying the stabilization and participation bonds and certificates as
well as the mortgage and guaranty bonds which have matured and been drawn
by lot during the last 10 years but have not ‘been presented for payment.

TITLE VII
GENERAL AND TRANSITORY PROVISIONS
General Provisions

ART. 74.—The Central Bank is exempted from all taxes on real estate, furniture, and
ﬁxnfl'es used in the Bank or its branches and agencies, as well as on the operations it
Carries out. This exemption shall not apply to properties acquired by the Bank in pay-
ment and protection of its credits, nor to charges for services received. All outside
Parties directing applications to the Central Bank shall likewise be exempt from the pay-
ment of all taxes in their dealings with the Central Bank in so far as they relate to bank-
Ing operations.

ARrT. 75.—By virtue of Article 94 of the Constitution, currency iss.ued by the Central
Bank shall have the unlimited guaranty of the State. Said guaranty is also extended to
the obligations of the Central Bank for deposits in Dominican currency.

For profits or losses that the Central Bank may suffer as a result of revaluatlo]r;s oé
its net assets in gold and foreign exchange, or as a result of arrangements that the Ban
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may have made with the commercial banks for such revaluations, the provisions of Ar-
ticle 10 of the Monetary Law shall apply.

ARrr. 76.—1In all cases not covered by this Law, the provisions of the General Bank-
ing Law, the Monetary Law, and other pertinent laws shall apply. All laws or regula-
tions contrary to this Law are revoked.

Transitory Provisions

ArT. 77.—During the first stage of the monetary conversion, as defined in Article
20 of the Monetary Law, the Central Bank may not carry out any of the credit opera-
tions or purchases of securities mentioned in Article 8, and in Chapters II and III of
Title IV of this Law, except in cases of serious monetary emergency upon the unanimous
decision of the Monetary Board and with the approval of the President of the Republic.

During said stage the Central Bank shall be authorized to substitute dollar notes for
the gold portion of the monetary reserve.

During the time mentioned above, the commercial banks shall maintain in nationi;l1
currency the legal reserve against all their deposits, in compliance with Article 55 of this
Law. The Monetary Board, however, may authorize the banks to maintain their legal
reserves in dollars or Dominican pesos, either in whole or in part, for such time as the
favorable progress of the monetary conversion may make such action necessary.

The Central Bank is empowered, moreover, to establish fiscal and deposit agency €
lationships with the other banks, in order to assure the conversion referred to above
These deposits in dollar notes or Dominican pesos may be held in custody or in any Otf_lef
form without prejudice to the faculty of the Central Bank to establish at any time with

the Reserve Bank of the Dominican Republic fiscal agency relationships of a broader
nature.

ART. 78 —The Central Bank shall not begin to function nor carry on OPeratl?nSt'
nor may the banks be required to comply with the requirements to which they are subJec
under this Law, the General Banking Law,. or the Monetary Law, until the Monetary
Board has been formally installed and the capital of the Bank paid in and public notice
thereof given by decree of the Executive Power.



CHAPTER V
THE GENERAL BANKING LAW
REPORT ON THE GENERAL BANKING LAW

The banks form an integral and important
Part of the monetary system. A general bank-
ing law, therefore, is a necessary complement of
the new monetary legislation.

_ The present Law is divided into the follow-
Ing seven chapters:

Chapter 1 The Superintendency of Banks
(Articles 1-8).
Chapter II Definitions and Authoriza-

tions (Articles 9-17).

Chapter III Capital and Reserves (Articles
18-19).

Chapter IV Deposits and Legal Reserve
Requirements (Articles 20-23).

Chapter V Banking Operations (Articles
24.29).

_Chapter VI Statements and Reports (Ar-
ticles 30-32),

Chapter VII Inspections and Sanctions
(Articles 33.36).

These sections are commented on below.

CHAPTER I THE SUPERINTENDENCY OF BANKS
(ARTICLES 1-8)

| The application of the legal provisions regu-
tng the status of the banks is placed in the
hands of the Superintendent of Banks, who is
appointed by the President of the Republic.

ese provisions have the double purpose of
safeguatding the depositors and other creditors
of the banks and of serving as an aid to mone-
fary policy. In harmony with the administra-
Uve traditions of the Nation, the supervisory
function of the Superintendent is placed under
the general jurisdiction of the Treasury. The
Superintendent will report to the Secretary of
State for the Treasury and Public Credit on
matters of importance arising in this field. The
aspects of his work relating to monetary policy,
however, are coordinated to the extent possible

with the functions of the Monetary Board. To
this end, the Superintendent will keep the Board
informed regarding the execution by the banks
of the decisions and rulings made by the Board.
Decisions of the Superintendent that may affect
the monetary and credit situation will require
the approval of the Monetary Board. Moreover,
all decisions of the Superintendent will be
subject to appeal before the Board. In this form
the Law seeks to harmonize the administrative
traditions of the Republic with the need to
assure coordination and avoid conflict between
the acts of the Superintendent and the execu-
tion of a sound monetary and credit policy.

To enable the Superintendent to maintain
close contact with the Central Bank on all mat-
ters under his jurisdiction, he will participate
in the meetings of the Board and may be con-
sulted by the Board and by the Governor on
such questions.

The Law entrusts to the Superintendent 2
number of important functions with respect
both to the banking system and to the Central
Bank. For the exercise of his functions the Law
gives him the standing and authority desirable
to ensure compliance with his decisions. Of
particular importance among the functions of
the Superintendent provided for in the General
Banking Law are the examination of banks; the
reports to be rendered by him to the manage-
ment of individual banks, to the Secretary of
State for the Treasury and Public Credit,.axfd
to the Monetary Board regarding matters within
their competence; the examination of notes and
coin in the hands of the Central Bank; and the
cooperation with the Manager of the Central
Bank and the Administrators General of the two
official banks on matters specified in the Law.

The banks that are subject by law to periodic

examinations will contribute to the uC:sut of $ebs:
w.
services. The amounts payable agnmus): oo

fixed by the Monetary Board, an
within reasonable limits.
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The present chapter of the General Banking
Law further treats of the qualifications to be
required of candidates for the position of Super-
intendent. For him and his subordinates the
Law specifies a series of prohibitions designed
to ensure his absolute independence from the
banks subject to his supervision.

To facilitate his functions, the Superintend-
ent may employ the services of private account-
ing firms.

CHAPTER II DEFINITIONS AND AUTHORIZA-
TIONS (ARTICLES 9-17)

The Law defines clearly the nature of the
businesses, whether conducted by individuals
or by firms, that are to be considered as banks,
and in particular as commercial banks, for the
purposes of this Law. In view of the high de-
gree of public interest vested in the banking
system, the special authorization of the Mone-
tary Board is required for the use of the term
“bank” and related expressions, and for the
establishment, merger, or change in statutes or
capital of banks.

It is understood that the foreign banking in-
stitutions that currently operate in the country,
and their respective branches, will receive the
authorizations necessary for their continued
functioning immediately after the present Law
has become effective.

For enterprises that accept deposits from the
public as an operation incidental to other activi-
ties, the Monetary Board may issue special regu-
lations. Such merchant banking operations have
traditionally been one of the sources from which
new banks have grown, and their development is
entitely to be welcomed. As soon as such enter-
prises have reached the point where, in the
Monetary Board's opinion, they are engaging in
full-scale banking operations, they will become
subject to the general requirements of the Gen-
eral Banking Law, including those relating to
the general form of their business.

In authorizing the establishment of new
banks or branches, the Central Bank will have
to consider the advantage of supplying as many
communities as possible with banking services,
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as well as the dangers that may arise from in-
adequate earning opportunities.

The present Law permits the conduct of
banking business by private interests in the cor-
porate form of organization only. Foreign bank-
ing institutions may engage in the banking busi-
ness in the Dominican Republic, provided that
they are properly authorized for such purposes
in their home country. This provision is to ob-
viate, in so far as possible, the danger that the
stability and continuity of the banks might be
affected by the personal fortunes of their indi-
vidual owners.

The present chapter further enumerates the
data and other information that the Monetafy
Board may require in order to appraise the
soundness and solvency of banks desiring t©
establish themselves in the Republic. It like-
wise enumerates other requirements for authort”
zation by the Board that the Board will demand
in order to ensure the full protection of the
depositors and of the public in general.

CHAPTER III CAPITAL AND RESERVES
(ARTICLES 18-19)

ital
The Law requires banks to have a Capi®®

equal to at least 10 per cent of their assetf
other than legal reserves, other cash, and b? ]
ances abroad, since the capiral required t0 52 fo
guard depositors must be propor:cionate,.ﬂotbut
a bank’s total volume of assets or depos!ts: .
to the volume of assets affected by some degf%
of risk. An absolute minimum of RD$100’00L’
plus a reserve equal to 20 per cent of thefapte
tal, is also established, low enough to facilit® ]
the establishment of new banks but without &
couraging the appearance of institutions t
lack adequate resources.

Under this system, the mere growth of df;
posits cannot cause a bank to fall short of <#P
tal requirements, since uninvested resources n
not affect the capital ratio. If rising loans iy
investments have produced a deficiency Fca
capital ratio, the bank must increase its 2P’
out of earnings, or limit or reduce its 10208 2%
investments, until the required proportio?
reached, in accordance with the decision ©
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Superintendent of Banks with the approval of
the Monetary Board. The Superintendent and
the Board may postpone action, however, if in
the view of the Board an intensification of defla-
tionary tendencies already prevalent in the
economy is to be feared from it. The two
authorities will have to consider that a growth
of loans and investments may be a temporary
phenomenon caused by the business cycle that
may not warrant a permanent increase of capi-
tal. On the other hand, the Superintendent, with
the approval of the Board, may find it desirable
to employ powers under Article 18 precisely to
Prevent the intensification of existing inflation-
ary trends to which a continued expansion of
bank credit would conduce. In that case, the
banks failing to meet their capital requirements
would have to be called upon to curtail loans
and investments.

_ The branches of foreign banks that operate
In the Dominican Republic at present have no
Capital assigned to them. The Law does not re-
q_uite them to establish an adequate capitaliza-
tion immediately. Nevertheless, after a period
of 10 years, which may be extended by the
Board for another five years, these banks must
adjust their capital to the requirements of Ar-
ticle 18. According to current estimates, these
Provisions should allow sufficient time to enable
the foreign branches to meet their legal require-
Mments without difficulty through the establish-
ment of reserves out of their own profits and

Wéithout the transfer of capital from their head
Omice.

It should be noted that only limited signifi-
cance attaches to the proof, referred to in Ar-
tlcle. 15, that the newly established branches of
foreign banks may be required to furnish by the
M?netary Board regarding the effective avail-
ability in the Republic of their assigned capital.
So long as the Board does not require the banks
to maintain a balanced exchange position, the
latter can easily compensate the importation of
capital funds into the Republic by holding a
larger proportion of customers' funds abroad.

In cases where a bank fails to meet the capi-
tal requirements of the Law for lengthy periods,
for reasons connected with the character of its
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own operations unrelated to the general eco-
nomic situation, the Superintendent will give
it an opportunity to present and discuss a long-
run plan to work out its problems. It is only if
a satisfactory plan cannot be developed that the
Superintendent, with the approval of the Board,
may take steps toward the liquidation of the

bank.

CHAPTER IV DEPOSITS AND LEGAL RESERVE
REQUIREMENTS (ARTICLES 20-23)

Article 20 defines different classes of deposits.
The Superintendent, with the approval of the
Board, is authorized to issue special regulations
for the treatment of savings deposits, which will
have to be worked out in close cooperation with
the banks. If conditions permit, it may prove
desirable to coordinate as much as possible the
practices of the various banks regarding de-
posits.

The holders of small savings deposits are
given special protection in the form of a pre-
ferred creditor status up to the sum of 1,000
pesos with respect to the aggregate assets of the
bank. This privilege will become effective in
case of bankruptcy or liquidation of a bank and
will apply to every individual or firm owning a
savings deposit in such bank. Deposits belong-
ing to mutual or cooperative societies will enjoy
such protection up to the amount of 3,000 pesos.

The legal reserves, that is, the cash resources
that the banks are required to maintain in the
form of deposits in the Central Bank or in such
other form as the Law permits, have a double
purpose: first, they are to assure the liquidity
of the bank, and secondly, they are an important
instrument of monetary policy. The power of
the Monetary Board, expressed in the Central
Bank Law, to vary the proportion and amount
of these reserves is an essential instrument of
monetary policy. The form, amount, and other
aspects of these reserves are specified in Ar-
ticles 55, 56, and 57 of the Central Bank Law,
and are discussed in the report on that Law.

The banks may maintain part of their re-
quired reserves in the form of notes of the Cen-
tral Bank and of coin, provided they are so
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2uthorized by the Superintendent of Banks.
They may likewise be authorized to carry Gov-
ernment securities as part of their reserve. Such
reserve assets would have to be examined by
the Superintendent at least once every six
months. This examination, in accordance with
Article Ge) of the present Law, will take place
notwithstanding the provisions of Article 33.

Article 23 authorizes the Monetary Board to
determine the manner in which the deposits
subject to legal reserve requirements are to be
calculated. The same article also establishes the
penalties for reserve deficiencies that may occur.
In case such deficiencies should become chronic
or recur frequently, the Monetary Board may
take steps to prevent these conditions from
becoming a threat to the creditors of the bank.
If the deficiency becomes chronic and thus re-
flects a basic weakness in the bank’s position or
policy, the Monetary Board will proceed as in
the case of capital deficiencies. It may limit new
loans and investments and regulate the disburse-
ments of profits. It may try to work out with
the bank a basic plan for the amelioration of
the latter’s position. If no satisfactory plan can
be developed, the Superintendent of Banks,
with the approval of the Monetary Board, may
take steps toward the liquidation of the in-
stitution.

CHAPTER V BANKING OPERATIONS
( ARTICLES 24-29)

The Law does not undertake to regulate bank-
ing operations in detail. It permits the banks to
carry out all normal banking operations within
the limits of the pertinent legislation, including
the present Law, the Monetary Law, and the
Central Bank Law. The principle underlying
the present Law is that the banks may carry out
all operations that fall within the scope of nor-
mal banking practice and that are not pro-
hibited by the three above-named laws. This
principle is implicit also in the prohibitions im-
posed in Article 25 upon all banks regardless of
their character, as well as in another group of
prohibitions in Article 26 that relate only to

commercial banks,
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These prohibitions are less strict in general
than the rules actually observed by the banks.
Their principal -aim is to protect effectively the
banks’ liquidity and solvency. Under these regu-
lations, the commercial banks will be permitted,
apart from their ordinary short-term commer-
cial credit operations, to grant loans in certain
limited amounts for periods exceeding three
years with the authorization of the Superin-
tendent of Banks or on the security of real
estate mortgages; to make loans for periods of
from one to three years and to purchase Gov-
ernment securities, subject in both cases to cer-
tain quantitative limitations; and to purchase
securities issued by private enterprises, subject
to specified conditions and to the approval of
the Superintendent of Banks.

Particularly important among the limitations
upon bank operations are those relating to the
purchase of Government securities and mort-
gage cédulas. In the absence of a well-developed
securities market, such investments have only
limited liquidity. The ability of the Centsal
Bank to add to their liquidity is likewise limited;
owing to the restrictions imposed upon that 10°
stitution by its own Law. Under these circum”
stances, investment of demand deposits in SUCh
securities might seriously endanger the liquidity
of the banks once their present high rese.rves
have been reduced to more normal proportions-
Hence, it is of imperative necessity tO restrict
investments of this kind. The Law provides fhﬂ‘
the sum total of the aforesaid security holdtcﬂgs ,
plus holdings of shares or fixed-interest obl-lg"’"
tions of other enterprises, plus loans for pert
of more than one year, must not exceed the
aggregate capital and reserves of a bank Pl::
its savings and time deposits, plus other fud
not subject to withdrawal within one year o
less. The commercial banks are subject to the
same limitations with respect to all types ©
loans that are for periods of one to three years:

Only a single exception is made relating ©
the purchase of Government securities io excess
of the limits indicated in the foregoing Par®”
graph. In the case of Treasury bonds issued 1
accordance with the respective legislation, the
limits indicated may be raised by an amouf*
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equal to 15 per cent of the sight deposits of the
bank in question and, with the unanimous ap-
proval of the Monetary Board, up w 25 per
cent. Since only the commercial banks are per-
mitted to accept sight deposits, in accordance
with Article 9 of the present Law, this excep-
tion in favor of Treasury bonds applies only to
them.

It is understood that if the deposits of a bank

should decline after the loans and investments
referred to in the preceding paragraph have
absorbed the permissible maximum of funds,
the banks will not be required to liquidate any
part of their existing portfolio or to restrict
their remaining credit operations. The Mone-
tary Board nevertheless will collaborate with the
banks in seeking means by which these loans
and investments may eventually be brought
within the proper limits.

Wherever the special laws that govern the
Operations of official credit institutions prohibit
Cperations not prohibited by the present Law,
the provisions of the special laws retain their
full validity. Wherever the reverse is true—
ﬂ}at is, wherever the General Banking Law pro-
hibits operations not prohibited by the special
la.Ws of the official credit institutions—the pro-
Visions of the General Banking Law will govern,

CHAPTER VI STATEMENTS AND REPORTS
(ARTICLES 30-32)

Adequate information as to the position of
the banking system is essential for the conduct
of monetary policy. This refers not only to
Quaatitative data regarding the volume of credit
anc} Otlzet operations, but also to certain quali-
tative information regarding the distribution,
Purposes, and similar aspects of these operations.
For fhis purpose, the banking institutions are
fequired to supply to the Superintendent of
Banks, for his information and for that of the
Monetary Board, the data required by the pres-
eat Law, in the form prescribed by the Super-
intendent. The obligation to supply such in-
f?tmation, which will be of a strictly confiden-
flal character, does not require the reporting
Institution to reveal the details of the operations
of individual customers.

. The provisions of the chapter on Statements
and Reports further require -the banks to pub-
lish their annual statements as of the end of
their fiscal year, as well as condensed statements
at the end of each quarter, in order to keep the
public fully informed on their true condition.

CHAPTER VII INSPECTIONS AND SANCTIONS
(ARTICLES 33-36)

Bank examination serves the double purpose
of ensuring the continued soundness of banking
operations and compliance by the banks with
the provisions of the General Banking Law and
other pertinent legislation. The supervision of
banking operations is a prerogative exercised by
the monertary authorities of most countries, and
one that is essential to the maintenance of sound
banking conditions. Article 33 clearly specifies
this prerogative as one of the powers of the
Superintendent of Banks.

Nevertheless, the Monetary Board, at the sug-
gestion of the Superintendent, may exempt from
the general examinatory requirements those
banks whose own internal controls are regarded
as adequate by the Board and which are sub-
ject to inspection by an independent certified
public accountant or, in case of foreign banks,
their respective head offices. For this purpose,
the banks will have to submit evidence as to the
nature of their internal control, and must fur-
ther submit proof of periodic outside inspec-
tion, together with such detailed information
regarding the results of the inspections as the
Monetary Board may stipulate. The Board in
that case may exempt the respective banks part-
ly or fully from the contribution to the cost of
bank examination.

The foregoing provisions are designed to
make it unnecessary for the banks to suffer the
expenses and other inconveniences of more than
one periodic examination. It is understood that
the branches of the foreign banks currently
operating in the Republic may be exempted in
accordance with the foregoing provisions pro-
viding they supply the necessary documentation.
The provision does not apply, however, to ‘th.e
examination of the currency, coin, or Domini-
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can Government securities that the banks, by
authorization of the Monetary Board, may hold
in their vaults as part of their legal reserves.

In the present chapter the Law further pro-
vides that all data collected by the Superin-
tendent of Banks are to remain strictly confi-
dential. The Superintendent is authorized, of
course, to reveal confidential data in the reports
that, in accordance with his functions, he may
submit to the Monetary Board or to the Secre-
tary of State for the Treasury and Public Credit
whenever such action may be necessary to the
fulfillment of his examining function. Likewise,
the Law does not impede the publication of data
of a general character or of banking statistics
elsewhere authorized by law. Nevertheless, the
Superintendent is not permitted to reveal in-
formation relating to operations of individual
bank customers unless these operations should
involve grave violations of the Law or of rulings
of the Board made in accordance with Ar-
ticle 6¢) and d).

THE DOMINICAN REPUBLIC

In view of the grave consequences that might
follow from the violation of provisions of this
Law, penalties are provided of sufficient severity
to discourage so far as possible the occurrence
of violations. Nevertheless, a sufficient margin
has been allowed between the maximum and
minimum of these penalties in order to permit
freedom of action to the judge in such cases and
to enable him to impose in each case a penalty
appropriate to the amount and the character of
the operation, as well as to the degree of recut-
rence. To permit speedy and efficient prosecu-
tion of violations the Superintendent of Banks
is authorized to initiate the relevant legal action
before the judicial authorities.

The Superintendent of Banks may, on the
other hand, submit the banking institutions to 2
special procedure leading to dissolution and
liquidation, which would involve a summary
process to bring this about and would furthef
involve provisional measures to ensure the 1?:0-
tection of the assets of the bank in liquidation-



THE GENERAL BANKING LAW OF THE DOMINICAN REPUBLIC
October 9, 1947

(Translation*)

CHAPTER 1
The Superintendency of Banks

ART. 1.—The application and administration of the legal provisions pertaining to the
banks shall be the responsibility of the Superintendent of Banks, under the Secretary of
State for the Treasury and Public Credit.

ARrT. 2—The Superintendent of Banks shall be appointed by the Executive Power.

_ ART. 3.—The resolutions and interpretations that, within his jurisdiction, the Super-
Intendent of Banks may adopt shall be obligatory; appeal from them may be made to the
Monetary Board, except in matters relating to the Central Bank, in which case appeals
shall be made through petition before the Supreme Court of Justice, which shall hear the
Same in private session [Cimara de Consejo].

ARrT. 4—The Superintendent of Banks shall attend the meetings of the Monetary

BOarq and may be consulted by the latter or by the Governor of the Central Bank about
Questions concerning the Superintendency.

ART. 5—The Superintendent of Banks must be a person of recognized ability and
€Xperience in accounting and banking practice. He and his subordinates may not be
dll‘e.ctors, managers, members, stockholders, administrators or employees of any entity
Subject to the control of the Superintendency, and may not apply for or accept loans
from said institutions or firms without prior authorization of the Secretary of State for
th? Treasury and Public Credit. Neither may they accept directly or indirectly from the
Sa.ld. institutions or firms or from their directors, members, stockholders, managers, ad-
Ministrators or employees any kind of promise or gratuity. Violations of the provisions

of this article shall be punished by dismissal from office, without prejudice to other legal
Sanctions,

“ ART. 6.—The Superintendent shall be charged, principally, with the following func-
ons ;

a) To carry out, at least once a year, on a date not revealed in advance, a general
and detailed inspection of all banks, or to require the presentation of certifi-
cates of inspection that, in accordance with Article 33, may convey total or par-
tial exemption from said general inspections;

b) To report in writing to the board of directors, or in the appropriate case, to the
executive officer of each inspected bank, on the result of the general inspection
or of the study made of the certificates of inspection, pointing out the irregu-
larities found, if there be any, and to propose a method of correcting them; to
present a complete report on the position of the bank, when he deems conven-

ient, and to make any observations and recommendations considered appropriate ;
M—

19 4'70gi)ciaélessgpanish text, Ley GeNeraL DE Bancos, No. 1530, published in Gaceta Oficial, October 13,
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¢) To notify the Secretary of State for the Treasury and Public Credit of the ful-
fillment of the inspections he carries out and to inform him of the irregularities
or faults of a serious nature that he notices at any time in the operations of any
bank that endanger the interests of the depositors and other creditors, indicat-
ing in his report the measures adopted to correct the irregularities or faults
observed;

d) To inform the Monetary Board of serious violations by banks of those legal
provisions whose application is the responsibility of said Board, or of the regu-
lations that the latter has formulated by virtue of the powers given it by this
Law, the Organic Law of the Central Bank, and the Monetary Law, and also
to report on the other duties entrusted to him by the Board within its legal
attributions;

e) To verify, without advance notice, at least once every six months, the unissued
notes and coins held by the Central Bank, and the stock of notes and coins in
the other banks;

f) To cooperate with the Manager of the Central Bank, the Administrators Gen-
eral of the Reserve Bank and the Agricultural and Mortgage Bank and with the
executive officers of the other banks, to ensure the correctness of operations and
a full compliance with the banking legislation, the regulations and the resolu-
tions of the Monetary Board;

g) To promote, in cooperation with the Director of the Department of Economic
Research of the Central Bank and with the executive officers of the other banks,
a clear and uniform system of bank accounting and reports, and to watch over
the publication of banking data ordered by this Law;

h) To exercise other functions and participate in other matters within his compe-
tence in so far as they are related to the interests of the institutions or firms sub-
ject to his control or to the interests of their creditors. '

ART. 7.—The entities or firms subject to the provisions of this Law shall pay the
costs of the inspection or supervision services to the extent that they are not exempt
from this requirement by virtue of Article 33, with annual quotas that shall be deter-
mined in each case by the Monetary Board but that shall not exceed one twentieth of
1 per cent of the assets of each institution. If that amount is insufficient, the difference
shall be made up by the Superintendency of Banks.

" Art. 8.—The Superintendent of Banks may contract for the servic'es of firms spe-
cialized in the auditing and examination of accounts, of recognized international prestigé
to cooperate with him in his functions.

CHAPTER 11
Definitions and Authorizations

ArT. 9.—Any person or entity, public or private, who, within the territory of the
Republic, engages in an habitual and systematic way in the business of lending fundS. res
ceived from the public in the form of deposits, bonds or other obligations of any k{nd.
shall be considered as a bank for the purposes of this Law, and as such shall be sub.Je‘:t
to its provisions and to those of the Organic Law of the Central Bank of the Dominican
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Republic and of the Monetary Law which are pertinent. Subsequent references in this
Law to “commercial banks” shall be intended to cover those banks that receive sight
deposits from the public subject to checks. Doubtful cases shall be settled by the Super-
intendent of Banks, who may require presentation of books and commercial papers from
the person or entity whose activities give rise to the question.

Persons and entities who accept deposits occasionally shall not be considered as banks
but may be submitted to special regulations to be formulated by the Monetary Board.
Said regulations shall refer especially to the system of accounts which said persons and
entities must maintain, to the guaranties they must offer and to the inspections by the
Superintendent of Banks. However, in no case may authorization be given for the issu-
ance of checks against deposits not held in banks or their branches and agencies.

The Monetary Board may also regulate the activities of persons and entities who act
as bank agents.

ART. 10.—The authorization of the Monetary Board, through the Superintendent

of Banks, and with the prior advice of the latter, shall be required for the following
purposes :

a) The use of the words “bank”, “banker” and “banking”, in. any language or in
any form, in the name or firm name of any person or entity;

b) The opening of a new bank, a new branch or of a banking agency;

c¢) The merging of two or more banks when the sale of the entire business of a
bank to another institution is not involved

d) The modification of the statutes or of the capital of a bank,

The requirements of clause d) of this article shall be applied to the branches of for-

eign banks only with relation to the capital they have in the Republic and to the statutes
that govern their local operations.

. ART. 11.—Only stock companies [compaiiias por acciones] constituted in accordance
w:tl} the laws of the Dominican Republic expressly and exclusively for the purpose of
gedlc.aﬁng themselves to the business of banking, and the branches or agencies of foreign

anking Institutions, duly authorized for such operations in the country of origin, may
€ authorized for the purpose of Article 10.

. The Superintendent of Banks and the Monetary Board shall require, from all ap-
P ucanFs, the presentation of data and information that they deem necessary. When a re-
quest is made for the opening of a new bank, they shall require in particular:

2) The name or commercial designation, profession, domicile, nationality of the
founders or organizers;

b) The name of the company ;

¢) The operations it proposes to carry out;

d)

The legal domicile and location of the central office, branch or agency;
e) The amount of

paid-in capital with which the company shall start its public
operations;
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f) A copy of the statutes and amendments or modifications, the number of direc-
tors, their names, profession, domicile and nationality, the number of shares
owned by them, and the bond or pledge given in guaranty of the proper per-
formance of their functions;

g) The name, profession, domicile and nationality of their executive officials and
controllers,

There are excepted from the provisions of clause a) of Article 10 and of this article
the official credit entities created or which may be created by special laws within the
framework of the monetary and banking legislation, as well as the branches of foreign
banks operating at present in the Republic.

ART. 12.—In case of the establishment of a branch or agency of a foreign bank,
other than one of the foreign banks already established in the Republic, there shall be
required, in addition to the requirements enumerated in Article 11, two duly legalized
copies of the following documents:

a) The charter and the statutes in the country of origin;
b) The legal authorization under which it operates in the country of origin;

c) Proof that the bank may legally, in accordance with its statutes and with t.he
laws of the country of origin, establish branches and agencies in the Republic;

d) The name of the legal representative or representatives in charge of the admin-
istration of the branch or agency in the Republic and their authorizations and
powers;

e) The general balances, and annual reports of the bank for the last five years OF
the years it has been in existence, if less than five years;

f) The declaration of capital and reserves, assigned to the branch for its owWf
operations;

g) The Official Gazette [Gaceta Oficial] containing the decree of the Exeflu'fi"e
Power which authorizes the institution to establish domicile in the Republic.

ArrT. 13.—Before granting the authorization requested for the purposes set forth 1n
Article 10, the Monetary Board shall make sure, through such investigations as it cof”
siders necessary to carry out, that:

a) The public interest as well as general economic and legal conditions justify the
granting of the requested authorization;

b) The sincerity, responsibility and other qualifications of the applicants inspire
confidence.

Notice of the organization of a stock company constituted for the purpose of dfd"
cating itself to the banking business must contain, in addition to the summary requiré
by Article 42 of the Commercial Code, mention of the authorization of the Monetary
Board required in Article 10 of this Law, as well as the data mentioned in Article

ARrT. 14—The decisions of the Monetary Board containing the authorizations t.hat
it grants by virtue of Article 10 shall be published in the O fficial Gazette [Gaceta Oficial
and, at least one daily newspaper of nation-wide circulation, with a summary of the dat?
enumerated, as the case may be, in Articles 11 and 12 of this Law,
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ARrt. 15.—Before starting operations, the branches or agencies of the foreign banks
which in the future may be established in the country must prove the effective availability
in the country of the capital and reserves assigned to them, in accordance with the de-
cision made in each case by the Monetary Board.

Art. 16.—The branches or agencies of the foreign banks established in the Repub-
lic, or which in the future may be established, shall not be obliged to have a board of direc-
tors for the administration of their affairs within the territory of the Republic, but said
banks must have one or more authorized officers domiciled in the Republic under the
direct responsibility of the home office and must carry out, in the latter’s name, the ordi-
nary operations that are within the scope of the branch or agency.

ARrT. 17.—The assets which foreign banks have in the Republic including those that
represent the capital and reserves of the branches or agencies shall guaranty preferen-
tially the obligations of said banks in the Republic.

CHAPTER III
Capital and Reserves

ArT. 18.—At any time when the proportion of paid-in capital and reserves of a bank
is reduced to less than 10 per cent of its assets, excluding the required reserve and other
cash as well as the deposits of the bank in banks abroad, or when said capital and reserves
are reduced below the minimum of RD$100,000.00 mentioned in the following article, the
Superintendent of Banks, with the approval of the Monetary Board, must rule that a
part or all of the net profit of the bank be added to the reserves, and he must limit or
prohibit the making of new loans or investments until the required proportion is arrived

at, provided that this, in the judgment of the Monetary Board, does not tend to accentu-
ate deflationary tendencies.

When a bank, as a result of acts of its own and unconnected with the general eco-
nomic situation, has a serious and continuing deficiency in said proportion, and does not
present to the Superintendent of Banks a satisfactory plan to eliminate it within a rea-
sonable period of time, said official may, with the approval of the Monetary Board, re-
quest the appropriate judicial authority to liquidate such bank.

Branches of foreign banks established in the country on the date of the enactment
of this Law shall be granted a delay of up to 10 years, which may be extended by the
Monetary Board, after hearing the opinion of the Superintendent of Banks, for five years
longer, in which their capital and reserves are to reach the minimum proportion estab-
lished in this article. For the duration of this delay, the provisions of this Law dealing
with the capital of the banks shall refer to the capital of the home offices.

ART. 19.—Any bank established in the future must have, before beginning opera-
tions, a capital of no less than RD$100,000.00, in addition to a reserve fund of no less
than 20 per cent of its capital. The Monetary Board may, moreover, require an increase
in the capital in relation to the number of branches that said bank proposes to establish,
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CHAPTER 1V
Deposits and Legal Reserve Requirements

ARrT. 20.—The term “sight deposits” shall apply to all deposits that can be demanded
at sight by check.

The term “savings deposits” shall apply to deposits that cannot be demanded at sight
by check, that are made under this designation and are subject to special provisions with
regard to amount, interest or withdrawals. The Superintendent of Banks may establish
uniform rules for these deposits, except with regard to the fixing of interest rates, which
is the prerogative of the Monetary Board.

The term “time deposits” shall apply to all those deposits that are made for a fixed
term or for an indefinite term with the condition that they are not to be withdrawn
without prior notice.

The term “special deposits” shall apply to all deposit obligations that are not sight,
savings or time deposits.

In no case may a bank pay interest on sight deposits.

ART. 21.—In case of bankruptcy or liquidation of a bank, the savings deposits shall
have a privileged claim up to RD$1,000.00 per person or entity, on the general assets of
said bank, immediately following the other categories of credits privileged in accordance
with the laws and guarantied by special liens. The deposits of mutual societies or co-
operatives shall have the same privilege up to RD$3,000.00,

ARrT., 22.—All commercial banks, private or official, national or foreign, must main-
tain legal reserves in the proportion and form indicated by the Monetary Board, in ac-
cordance with Articles 55 and following of the Organic Law of the Central Bank.

The amount of notes and coins that a bank maintains as part of its legal reserve
with the authorization of the Monetary Board must be examined by the Superimtendet}t
of Banks at least once every six months, in accordance with clause e) of Article 6 of this
Law, notwithstanding the provisions of Article 33 of same.

Government securities held by a bank in its portfolio must be examined in the same
way under the circumstances mentioned in clause e) of Article 57 of the Organic LaW
of the Central Bank.

Deposits charged to the offices, branches or agencies which a bank maintains in the
country shall be considered as a whole for the calculation of legal reserves.

Art. 23.—The legal reserve shall be calculated on the basis of the deposits for each
day, in the form determined by the Monetary Board. On deficiencies that may result,
the responsible bank shall pay to the Central Bank one tenth of 1 per cent per day, the
amount to be credited to a fund established for the purpose of meeting the expenses in-
curred by the Superintendency of Banks. However, the Board may decide that the de-
ficiencies that exist on one or more days be compensated by excesses on other days$
within a reasonable period determined by it.

In case of prolonged or repeated failure of a bank to meet its legal reserve require-
ments, the Monetary Board may limit or prohibit its making new loans or investments
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and rule that part or all of the net profits of the period during which the deficiency occurs
shall be used to strengthen the position of the bank.

If the deficiency is serious and persistent and the bank does not take s_atisf.actory
measures to correct it within a reasonable time, the Superintendent of Banks, with the

approval of the Monetary Board, may request the appropriate judicial authority to liqui-
date the bank.

CHAPTER V
Banking Operations

ART. 24.—The banks may carry out operations of a banking nature and other busi-
ness ordinarily carried out by banking firms, provided they abide by the applicable legal
provisions and regulations. The Superintendent of Banks shall make use of the powers

delegated to him by this Law to decide any doubtful point regarding the nature of propri-
ety of the operation.

Arr. 25.—All banks, branches or agencies of banks established in the Republic are
forbidden:

a) To acquire or keep, in a2 permanent way, real estate not necessary for the use of
the bank, its branches or agencies. Real estate owned by a bank on the date of
the promulgation of this Law, and not destined for its own use, as well as that
which was transferred to a bank in payment of debts or acquired for the protec-
tion of its credits, must be disposed of within a period of not more than two
years, which may be extended by the Monetary Board, with prior advice of the
Superintendent of Banks.

b) To grant loans guarantied by mortgages for amounts that exceed 50 per cent of

- the commercial value of the properties offered in guaranty, deduction having

been made for all other liens, or loans guarantied by a mortgage that is not a

first lien.mortgage, unless said guaranties are of a subsidiary nature.

c) To grant loans without real or personal guaranties for amounts in excess of one
thousand pesos without taking into account a declaration of possessions on an
appropriate date, unless the bank possesses reliable information regarding the

situation of the applicant which in its judgment may take the place of said decla-
ration of possessions. ' '

d)  To grant credits in any form to any private person or entity for a total amount

in excess of 20 per cent of the paid-in capital and reserves of the bank. This
limit may be increased to 30 per cent when said increase is represented by obli-
gations in the form of negotiable documents issued a
Tesenting ownership of actual assets, or document
natures or guarantied by securities, merchandise, standing or harvested crops,
or goods that can be easily sold and safely stored. However, with prior author-
ization of the Superintendent of Banks, said limit of 30 per cent may be raised
to 50 per cent. The foreign banks operating in the Republic may take into ac-
count, for the purposes of this clause, the capital of their home office. Within
the limits indicated, must be included all obligations of any kind, principal or
accessory, direct or indirect or subsidiary, or in the form of stock charged to
one and the same person or entity, with the exception of those represented by

gainst cash deposits or rep-
s bearing two responsible sig-
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payments in current account effected by checks on other banks. In the case of
obligations of corporations of any kind, all obligations of the subsidiary corpo-
rations shall be included, and in the obligations of the latter those of the prin-
cipal corporation. By subsidiary is meant any corporation in which, by what-
ever means, the power of decision is controlled by another one.

To grant loans, directly or indirectly:

1) To enable a person to pay, in whole or in part, the price of subscription to
stock of the bank, itself, exempting from this provision the Treasury cer-
tificates that the State has issued for this purpose or may issue in the future
by virtue of legal provisions; ‘

2) Guarantied by its own stock;

3) Guarantied by stock of other banks in excess of 15 per cent of the paid-in
capital and reserves of said banks or of its own paid-in capital and reserves;

To grant directly or indirectly loans to any of its directors or employees, except
with the approval of the board of directors of the bank or, in the case of branches
of foreign banks located in the country, with the approval of the principal ex-
ecutive officer, the approval of the home office being required for the loans
granted to the latter. When the total of loans made to any of said directors or
employees exceeds 5 per cent of the paid-in capital and reserves of the bank, the
Superintendent of Banks shall be informed immediately.

Small loans guarantied by welfare funds in which the employee shares, established
by the bank and subject to special regulations approved by its board of directors shall not
be subject to these restrictions.

g)

h)

To give bond or contract obligations for undetermined amounts, except in cases
authorized by the Superintendent of Banks;

To purchase securities issued or guarantied by the Dominican State for an
amount which, added to that of the loans and investments made under the
authorizations contained in clauses c), d) and e) of Article 26, exceed the total
of the capital and reserves of the bank plus savings and time deposits and funds
taken for a term of more than one year. However, in the case of Treasury
bonds issued in accordance with the law, said limit may be increased by 15 per
cent of the sight deposits of the bank and, with the unanimous approval of the
Monetary Board, by 25 per cent.

ART, 26.—The commercial banks are also forbidden :

a)

b)

To take over the administration of the property of defaulting debtors for 2 term
longer than two years; this term may be increased upon the decision of the
Monetary Board in special cases, with prior advice of the Superintendent 0
Banks;

To participate directly or indirectly in any commercial, agricultural, industrials
or other enterprise, except for the purchase of the securities stipulated in claus®
c) of this article. Participations of the banks on the date of enactment of thl.s
Law or acquired subsequently for the protection of their credits must be liqul”
dated within a period of two years; this period may be extended upon the def:"
sion of the Monetary Board in special cases, with prior advice of the Superi®”
tendent of Banks;
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c) To purchase stock or obligations of other firms whose nominal value exceeds 20
per cent of the paid-in capital and reserves of each individual firm. The value
on the books of the bank of the stock and obligations of each private firm may
not exceed 10 per cent of the paid-in capital and reserves of the bank itself, and
the total value on the same books of the sum total of stocks and obligations of
private firms that a bank has in its portfolio may not exceed 15 per cent of the
paid-in capital and reserves of said bank, unless such stock and obligations have
been acquired for the protection of its credits. The authorization of t}{e Super-
intendent of Banks shall be required for such investments. The Superintendent
of Banks may except from these limitations securities of recognized soundness
and solvency quoted on international exchanges and stocks of insurance com-
panies or warehouses whose operations are closely allied to those of the bank
that requests the authorization. The banks which on the date of this Law have
investments in stocks or obligations of private firms for an amount in excess of
the limits established, and those which may receive such securities for the pro-
tection of credits, shall have a delay of two years in which to adjust to the
legal requirements ; this term may be increased upon the decision of the Mone-
tary Board in special cases, with prior advice of the Superintendent of Banks.

d) To grant loans for terms longer than three years, except with the author-

ization of the Superintendent of Banks or with guaranty of real estate, and
upon the conditions that the total of said loans, added to that of investments
in the stocks or obligations referred to in paragraph c), do not exceed, in any
case, the paid-in capital and reserves of the bank, and provided said loans do not
have maturities of more than five years; with the understanding that such loans

shall be amortized in uniform installments at intervals not to exceed one year,
within the time limit agreed upon for the same;

To grant loans of any kind for terms of more than one year but less than three
years, unless said loans, added to the loans and investments referred to in

c}auses c¢) and d) of this article and clause h) of Article 25, do not exceed the
limits indicated in this last clause;

f) 'I];o certify checks when the drawer has not sufficient funds in his account with
the bank,

ART. 27— The violation of the

; provisions of this Law in carrying out a banking
Operation shall not nullify said oper

ation,
the b‘:.rl:ljs. ;20 SJWhen ’fhff Superintendent o'f Banks deems it necessary, he may require
not represent r;uls t their investments to their market value, to eliminate accounts that do
set up reserves ? as;ets and to decrease prudently the value of the doubtful ones, or to
plete draining-of?r; lem, In cases where the losses suffered by a bank produce the com-
the Superintend O1 1ts reserves and .surplus and a reduction of its capital to 50 per cent,

creent of Banks may, with the approval of the Monetary Board, request the

appropriate judici . i
cof-’reclzioate Judicial auﬂ‘."“ty to liquidate such a bank when he considers the measures of
N proposed by it to be unsatisfactory.

ART. 29.—The £ . .
Superintendent of Baiclssl, year _Of the banks shall be established with the approval of the
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CHAPTER VI
Statements and Reports

ART. 30.—1It shall be the obligation of the banks to publish, in the form and on the
date prescribed by the Superintendent of Banks, their annual balances at the close of their
fiscal year.

Foreign banks shall publish balances covering their operations within the country.

The banks, moreover, shall publish a condensed statement of their operations at the
end of each three months.

ArTt. 31.—Each bank shall present, monthly, to the Superintendent of Banks a con-
fidential and detailed statement of its operations in the form prescribed and shall supply,
moreover, any explanatory or amplifying information required of it. These reports shall
be signed by the principal executive officer and by the chief accountant or their author-
ized deputies, and shall demonstrate the condition of operations on the closing day of the
month, and must be in the hands of the Superintendent within 20 days after said date.

Arrt. 32.—The branches and agencies of foreign banks operating within the country
shall present, in addition, to the Superintendent of Banks, at least once a year, the generd
balance sheet and annual report of the home office, showing the operations of the insti-
tution as a whole,

CHAPTER VII
Inspections and Sanctions

Arr. 33.—The banks shall be obliged to give the Superinténdent of Banks and hfs
staff access to their accounting books and to all books and documents justifying thei”
operations.

Those banks, however, whose internal control over their operations and over the

quality of their loans and investments is equivalent to a bank inspection by the Super
intendent of Banks and which present, annually, a certificate of inspection by the home
office or by a firm of public accountants, may be excepted, in whole or in part, from the
obligations established in the preceding paragraph by the Monetary Board, with previous
advice of the Superintendent of Banks.

The Monetary Board shall indicate, in each case, the nature and content of the 1%~
formation that must accompany said certificate of inspection. The Board, moreoVer
may reduce or eliminate the financial contributions of such banks to the inspection s€*V”
ice provided for in Article 7.

ARrr. 34—The data collected by the Superintendent shall be of a strictly confiden”
tial nature. Revelation on the part of officers and employees of the Superintendency, 0
the office of the Secretary of State for the Treasury and Public Credit, or of the Centfal
Bank, of any information obtained in the course of their work, shall be punished Wi*
dismissal from office, without prejudice to other penalties that may apply. This prohlb:-
tion shall not prevent the publication of reports of a general nature nor of consolidate
banking statistics in the form prescribed by this Law and by the Monetary Board, nor

the fulfillment of clauses c) and d) of Article 6 of this Law.
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Arr. 35.—Entities violating those provisions of this Law which do not call for other
penalties shall be liable to fines of from RD$50.00 to RD$10,000.00; and persons guilty
of the violation, who are not subject to greater penalty under the provisions of the Penal
Code, shall be punished with the same fine or with imprisonment from six months to five
years or both, according to the amount and the nature of the operations and the recur-
rence of the infraction. The same penalties shall apply to those who transgress the regu-

lations which, within the limit of the powers given it by this Law, the Monetary Board
shall issue,

Only the Superintendent of Banks may start lawsuits before the appropriate judici-
ary authorities against the person or entity responsible for the infraction, and this, only
in cases in which, in his judgment, the errors committed are serious.

Arrt. 36.—If, at any time, the Superintendent of Banks considers that a bank is not
in sound enough economic condition to continue its business or that its depositors or other
creditors, or its stockholders, are in danger of being defrauded, or if a bank does not
comply with the obligations referred to in Articles 18, 23, 28, and 33 of this Law, said
official, with the approval of the Monetary Board, may request its liquidation from the
Court of First Instance competent in commercial matters of the Judicial District where
the principal office of the bank in question is located.

The authorized Court, after hearing the representative of the bank concerned, shall
give its decision within a time limit of 10 days which may not be extended. It shall not
be necessary to submit this proceeding to other formalities than those already mentioned.
While the matter is being decided, the Superintendent, with the approval of the Monetary
Board, may order the temporary suspension of the operations of the bank in question.

The decision of the Court of First Instance may not be appealed.

Once the sentence calling for liquidation has been passed and the bank has been
notified, the Superintendent shall take over the assets and liabilities of the bank, its books,
papers and files; he shall collect all credits and shall exercise the rights and claims he
Possesses ; he shall pay the obligations and proceed with the liquidation as quickly as pos-

sible, for which purpose he may dispose of fixed and movable property and other assets
of the bank.

The Superintendent of Banks shall be desi

. gnated as Liquidator in all cases of liqui-
dation of a bank, and as Receiver in cases of b

ankruptcy.
The Superintendent and his subordinates

! ’ nt 2 may not charge fees for carrying out these
functions, without prejudice to the collection,

from the proceeds, of expenses incurred.



CHAPTER VI

THE “BRETTON WOODS” LAW OF
THE DOMINICAN REPUBLIC

October 9, 1947
(Translation*)

ART. 1.—The Banco Central de la Repiiblica Dominicana shall effect the contribution
to the International Monetary Fund corresponding to the quota of the Republic in said
Fund and amounting to the sum of five million United States dollars ($5,000,000), and
shall also assume responsibility for the payment of the Dominican quota in the Inter-
national Bank for Reconstruction and Development, amounting to a sum of two million
United States dollars ($2,000,000).

The Banco Central shall carry out the provisions relating to the maintenance of the
value of said contributions in accordance with Article 4, section 5 of the Articles of
Agreement of the Fund, and with Article 2, section 9 of the Articles of Agreement of

the International Bank, in conformity with the provisions of Article 10 of the Monetary
Law.

ART. 2.—The Government of the Dominican Republic guarantees the Banco Central
de la Repiiblica Dominicana against all losses that the latter might suffer in consequenceé
of the contributions made to the Fund and the International Bank as well as in conse-
quence of any transaction, including a guaranty operation, that the Banco Central may
carry out with said organizations, with the exception of the payment of commissions for
exchange purchases from the Fund.

ART. 3.—~The person occupying the position of titular Governor of the Banco Cen-
tral de la Repiiblica Dominicana shall be ex officio the Dominican Republic's Governof
in the Fund and International Bank. He shall fll this position as long as he retains his
position as Governor of the Banco Central and his appointment to perform the functions
of the Dominican Republic’s Governor in the Fund and International Bank shall be con-
sidered as legally renewed in case his term of office in these international institd”
tions should have expired. The Monetary Board shall designate an alternate who m2y
substitute for the Governor in the execution of said functions and who shall retain 1S

position for five years unless the Monetary Board should revoke his appointment, arn
who shall be eligible for renomination,

ART. 4—The Monetary Board shall formulate the general policy of the Republic 17
its relations with the Fund and the International Bank; shall represent the Republic 7
its negotiations with said institutions, which it may conduct through the intermediary ©
the Governor; and shall act in all those cases in which the respective Articles of Agre®”
ment provide for the intervention of the member countries, within the framework of the
pertinent legal provisions.

ART. 5.—An account of the Board’s conduct of affairs shall be given in the annu2!
Report which the Banco Central shall publish in accordance with Article 72 of its O
ganic Law.

* Official Spanish text, Ley que regula la actuacién y re 4] de la RE
ptiblica Dominicana frente a los Convenios Monetar!og Bresentacién del Banco Central d€ %551
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ARrT. 6.—The Banco Central de la Repjiblica Dominicana shall be the sole deposi-
tary of the Fund and the International Bank in the Republic.

ArT. 7.—The Banco Central shall be exclusively authorized to effect transactions
with the International Monetary Fund and shall have the power to carry out for this pur-

pose all the operations provided for in the respective Articles of Agreement, within the
framework of the pertinent legal provisions.

ART. 8.—The Banco Central shall be exclusively authorized to issue noninterest-bear-
ing notes payable upon demand, mentioned in Article 3, section 5 of the Articles of

Agreement of the Fund and in Article S, section 12 of the Articles of Agreement of the
International Bank.

The notes issued to date by the Dominican Republic in order to make its required
contribution to the International Bank and which are deposited in the Banco Central de 1a
Reptiblica Dominicana as depositary of said International Bank must be replaced by
notes of equivalent amount and under the same terms and conditions issued by the Banco
Central; and shall be voided by the Secretary of State for the Treasury and Public Credit.

The Banco Central shall reimburse the Public Treasury for any sums that the Re-
Public may have effectively disbursed prior to that date in favor of the Fund or Inter-
national Bank in order to meet the aforementioned requirements.

ART. 9.—Only the Banco Central shall have power to issue the guarantees referred
to in Article 3, section 4, sub-section (I) of the Articles of Agreement of the Interna-
tional Bank. The decision of the Monetary Board approving such guarantees must have
the favorable vote of the Secretary of State for the Treasury and Public Credit.

ART. 10.—The Monetary Board shall act as adviser to the Government in all credit
operations that a Government entity may transact with the International Bank, in ac-
cordance with Article 62 of the Organic Law of the Central Bank.

Art. 11.—Any profits or losses not comprised under Article 2 of the present Law

shall be for the account of the Banco Central, subject to the provisions of Article 10 of
the Monetary Law.

A.R'r. 12.—The amount for which the Banco Central can draw on the Fund under the
conditions stipulated in the Articles of Agreement before the Fund’s holdings of Domin-

! ntry’s quota, that is, the net credit position of the

can currency reach the total of the cou
Banco Central in the F und, shall form part of the monetary reserve in accordamnce with
f the Central Bank.

Article 35 of the Organic Law o

ART. 13.—Against the labilities that the Banco Central may incur to the Fund
through purchases of foreign exchange, the Bank shall set aside an amount equal to 50
per cent thereof in gold and foreign exchange which amount shall be segregated from the
monetary reserve of the Banco Central in accordance with Article 37 of its Organic Law.

Arr. 14.—The information to be furnished to the Fund and International Bank in
accordance with the respective Articles of Agreement shall be supplied to these lnstltl.l-
tions solely by the Banco Central. The agencies of the Government and all other public
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or private entities shall be required to furnish to the Banco Central the data or informa-
tion which in accordance with said Articles of Agreement are to be supplied to the Fund
and International Bank.

ART. 15.—The Executive Power shall formulate, upon the request of the Monetary
Board, such regulatory provisions under the present Law as eventually may become nec-
essary for the effective conduct of affairs by the Republic in its relations with the Fund
and International Bank.



