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The International Monetary Fund has, by a decision which is immedi
ately effective, created a new facility designed to broaden its balance 
of payments support of member countries--particularly those exporting 
primary products--which ~xperience temporary declines in their export 
earnings due to circumstances largely beyond their control. 

Under its established practices the Fund has been able in the past 
to finance deficits resulting from declines in export earnings, and fre
quent drawings have been made for this purpose. The new facility, which 
would not normally exceed 25 per cent of a member's quota, would be 
available to members provided that the Fund is satisfied that the short
fall is of a short-term character largely attributable to circumstances 
beyond the country's control, and also that the member country will co
operate with the Fund in an effort to find, where required, appropriate 
solutions to its balance of payments difficulties. 

D. C. 

The Fund will be prepared to authorize drawings under the new facility 
even if this should require a waiver under the Fund's Articles of Agree
ment to increase the member's outstanding drawings above the limit of 
125 per cent of the member's quota. The decision also deals with the pos
sibility of raising quotas for certain primary exporting countries, par
ticularly those with relatively small quotas, to render the quotas for 
these countries more adequate in light of the fluctuations in export pro
ceeds and other relevant criteria. 

Over the years, the Fund has had considerable experience with the 
problems of member countries faced with difficulties as a result of var
iations in their export earnings. Many Fund members encountering such 
difficulties have turned to the Fund and have worked in close cooperation 
to overcome their problems. In May 1962 the Fund was invited by the 
United Nations Commission on International Commodity Trade to examine to 
what extent the Fund could play an increased part in compensatory financing 
of export fluctuations of primary exporting countries. 

The Fund's decision is contained in the conclusion of a report on "Com
pensatory Financing of Export Fluctuations1

' now being transmitted to the 
United Nations. In this report, it is recognized that in addition to shrn·t
term assistance, long-range action is required to improve the economie~ 
of primary exporting countries by these countries themselYes as well as 
by the industrialized countries. Primary exporting countries will need 
ready access to the markets of developed countries and sustained technical 
and financial assistance. For the primary producing countries the Fund 
can make a valuable contribution in helping to establish a c.limBte in which 
a:ppropriat~ l.0:ng- r1:1.ne:~ meamu-ps ~nr1 be ef·:re~tivel_y pm:sue<l.. 
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February 28, 1963 

To: Members of the Executj_ve Board 

From: The Secretary 

Subject: Compensatory Financing of Export Fluctuations 

A limited number of mimeographed copies of the agreed 
text of the report on Compensatory Financing of Export Fluctua
tions has been prepared for the information of the Executive 
Directors (copy attached). 

Printed copies of the report are expected to be avail
able for general distribution on Monday or Tuesday of next week . 

Att: (1) 



Compensatory Financing of Expert Fluctuations 

Report by the International r,~c.:netary Fund 

February 1963 

Introduction 

The United Nations Comnission on International Co:rr:modity Trade, at 
its tent h session held in Rome in May 1962, 11 invited the International 
Monetary Fund: in the lisht of the discussion during the tenth session, 
and after consideration of the questions involved, to present, as soon 
as possible, a report as to whether and in what way the Fund might play 
an increased part in the compensatory financing of export fluctuations 
of primary exporting countries, and to keep the Technical Working Group l/ 
currently informed of the progress of its deliberations on the subject."-

The present report by the International Monetary Fund is presented 
in fulfillment of the invitation extended by the Commission. 

I. Previous Consideration of the Problem by the Fund 

In 1960, in response to an earlier request by the Commission on 
International Commodity Trade, the Fund prepared a study ex:plainin~ its 
policies and procedures bearing on the compensatory financing of fluctua- Y 
tions in foreign exchange receipts from the export of primary commodities . 
The rrain points in this study may be briefly summarized as follows: 

(1) The provision of foreign exchange to Fund members to assist in 
the compensation of short-term fluctuations in the balance of payments 
constitutes a legitimate use of Funn resources.lf Among such .fluctuations 
are some that arise :primarily from variations in export prices and proceeds . 
However, in order that balance of :payments deficits from this cause should 
be suitable for financing by the Fund, t he member's policies must be such 
as to enable it, with the financial assistance it obtains from the Fund, to 
overcome its difficulties within a reasonably s~ort period of time. 

1/ United Nations, Corr.mission on International Commodity Trade, Report 
on the Tenth Session (E/CN.13/55, May 31, 1962), p. 41. 

2/ "Fund Policies and Procedures in Relation to the Compensatory Financing 
of Commodity Fluctuations," Staff Papers, Vol. VIII (1960-61), PI>• l-76. 

l/ Since the presentation of this study in April 1960, Fund trans
actions with primary exporting countries have greatly increased. Gut
standing drawings by low-income primary exporters have nearly doubled over 
the last three years. For details see Annex Table . 
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(2) It would be neither practicable nor desirable to make the amount 
of such assistance dependent on any autcmatic formula, or to provide any 
separate form of Fund assistance to deal with export fluctuations alone. 
The reasons for this are (a) that judgment is required to determine the 
extent to which export fluctuations require, and are suitable for, compensa
tory financing in the light of the balance of payments as a whole, and the 
extent to which any compensation required should be provided by inter
national transfers rather than by national reserve movements, and (b) that, 
if the Fund should give too much of its assistance automatically, its ability 
to influence countries toward the adoption of appropriate policies would 
be seriously impaired. Requests for drawings for all purposes in accordance 
with the Articles of Agreement are, however, treated liberally if they are 
within the gold tranche or the first credit tranche. 

(3) Fund quotas (at the end of 1959) were considered adequate to 
provide for its primary exporting ffiembers a supplement to liquidity which, 
in the majority of cases, should be sufficient, in conjunction with their 
own resources, to enable them to deal with payments problems created by 
short-term fluctuations in exports or in receipts from abroad of the order 
experienced since World War II, provided they did their best to keep their 
incomes and costs adjusted to the longer-run changes in their external 
purchasing power. 

(4) There appeared (as of the same date) to be no reason why a short
age of Fund resources should be a factor limiting the amount of assistance 
that the Fund would otherwise consider it desirable to extend to its members. 

(5) Consequently., it was concluded that "members of' the Fund that are 
taking appropriate steps to preserve internal financial stability and to 
maintain their balance of payments in equilibrium, taking good years with 
bad, and that are otherwise making satisfactory progress toward the fulfill
ment of the Fund's purposes can anticipate with confidence that financing 
will be available from the Fund which, in conjunction with a reasonable 
use of their own reserves, should be sufficient to enable them to overcome 
temporary payments difficulties arising from export fluctuations."l/ 

l/ Ibid., P• 4. 
~ 
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II. Suggestions for Increased Use of Fund Resources for Compensatory 
Financing 

Since the study summarized above was submitted to the United Nations 
in April l960, the subject of compensatory financing has been actively 
considered within the framework of the United Nations (UN) and of the 
Organization of American States (OAS), in particular by the UN Committee 
of Experts which reported in January 1961,2;/ and by the OAS Group of 
Experts which reported in April 1962.~/ 

In general, the international bodies in which the matter has been 
discussed have displayed understanding toward the Fund's policies on 
compensatory financing, as outlined above (including the restricted scope 
given to automatism in Fund transact:ions), and appreciation for the 
assistance which the Fund has been able to give under its present rules 
to primary exporting countries having ex:port difficulties. However, 
certain suggestions have been made for changes in policy that would permit 
an enhancement of the Fund's role in compensatory financing. Moreover, it 
has been argued that, even if the Fund should make a reasonable degree of 
progress in the direction indicated, enough uncertainty would remain in the 
minds of governments as to their ability to draw on the Fund to justify 
the consideration of other possible international measures of compensatory 
financing. The suggestion has therefore been made that some new financial 
institution separate from, though possibly affiliated with,the Fund is 
needed to provide compensatory financing for export fluctuations,in amounts 
or of a kind or with a degree of automatism that is either not practicable 
or not desirable for the Fund. In pursuance of this line of thought, the 
above mentioned UN Committee of Experts worked out schemes for a Develop
ment Insurance Fund, which have subsequently been , elaborated by the UN 
Secretariat, whereas the scheme of the OAS Expert Group is on a loan basis. 

The following are the principal suggestions ma.de by the UN and OAS 
Experts regarding the policies and practices of the Fund in the use of 
its own resources. 

1. Qualitative criteria for the use of Fund resources. The UN 
Commission on International Commodity Trade, at its session of May 1961, 
"considered that it would be desirable if the Fund would study the question 

1/ United Nations, International Compennation for Fluctuations in 
Co~odity Trade (Report by a Cornittee of Experts, EfCN,, 13/J+o, New York,1961). 

2/ Organization of An:erican States, Final Report of the Group of Experts 
on the Stabilization of Export Receipts (Washington, D.c., 1962). 
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whether the present criteria for the use of its resources are fully adapted 
to circumstances in which payments difficulties arise mainly from fluctua
tions in primary product markets. "Jj 

2. Stand-bys or near stand-bys for compensatory f'inan..s_,in30 According 
to the Report of the UN Committee of Experts "through the increased. use of , 
stand~by arrangements or consultative procedures,the Fund should aim to 
clarify with interested members the conditions which would assure that 
the full use of quota without waiver (Fund holding of 200 per cent 
of a member's currency) or even reore will be readily granted1 if it appears 
justifiable according to forecasts of commodity markets and other relP-vant 
considerations."3_/ 

3. Extension of gold-tranche criterion to later tranches. The Report 
of the UN Committee of Experts suggests t hat 11 t n so fa1· as dra:wings on the 
Fund are automatic, a country whose export proceeds fall has reliable access 
to a source of compensatory financing . At present only 25 per cent of a 
member country's quota comes close to being automatically available. Any 
significant increase in this percentage which the Fund could institute 
would be a valuable step towards providing compensatory financing to meet 
the needs of primary producing countries when threatened with the adverse 
impact of a decline in export proceeds."]./ 

4. Automatic compensatory drawing rights in first credit tranche. · 
In Appendix II of the Report of the UN Committee of Experts, one of the 
Experts suggested that "to offset fluctuations in the export 
proceeds of primary producing countries, compensatory drawings and repay
ments should be determined automatically by a formula. The fluctuations 
should be measured as a deviation from a trend which can be estimated on 
the basis of a moving average of three preceding years. A shortfall in 
export proceeds in any year should entitle the country concerned to draw 
f r om the Fund automatically up to, say, an amount which causes the Fund's 
holdings of the coi.mtry 1s currency to equal l25 per cent of its quota •••• 
SubsPquently, when export proceeds are above the trend, the excess earn
ings should be used autoTuatically to repay the earlier drawings."~/ From 
the context it appears that this Expert had in mind full compensation of 
shortfalls as defined, up to the 125 per cent point, and 8ubsequent repay
ment of the whole of any excess of export proceeds over trend. 

1/ United Nations, Commission on International Commodity Trade, Report 
of the Ninth Session (E/CN.13/42, May 1961), p. 21. 

2/ UN Committee of ExpertsJ op. cit., p. 29. 

]./ ~-, p. 28. 

::.I ~·, P• 81. 



- 5 -

5. Automatic compensatory drawing rights additional to normal 
facilities. At the Special Meeting of the Organization of American States 
at Punta del Este in August 1961, Chile proposed that Fund members affected 
by declines in prices of important export commodities should be enabled to 
draw from the Fund in amounts determined by the magnitude of the price 
decline in question relative to the average price in the three preceding 
years and by the volume of exports affected. Drawings under these special 
arrangements would be repaid when prices rose above the average in the three 
preceding years. The ability of members to make ordinary drawings would not 
be affected by the amounts outstanding under these special arrangements . .!/ 

The proposals advanced, whether for new compensatory financing insti
tutions or for changes in the policies and practices of the Fund, are evidence 
that the assistance provided by the Fund under present policies is considered 
either insufficiently automatic in character or inadequate in amount to deal 
with the payments problems that arise from fluctuations in exports of primary 
exporting countries. The question of automatism of Fund operations is dis
cussed in Section III; that of the quantitative adequacy of members' access to 
the Fund, in Section IV. These sections lead to the Conclusions (set out in 
Section V of this report) which deal with Fund action. 

III. Automatism and the Use of Fund Resources 

The type of automatism envisaged in the various proposals that have 
been put forward--automatism of the "export compensatory" rather than of the 
"all purpose" type--has two principal features: 

(1) A mathematical formula would be used to determine whether, and to 
what extent, exports in a particular year are to be considered so abnormally 
low as to require compensation, or so abnormally high as to permit the repay
ment of compensation received previously. No judgment would be made by the 
lending agency, in the light of any other information that might be available, 
as to whether, in a particular situation, the formula yields a reasonable 
estimate of normal exports. 

V Pan American Union, Inter-American Economic and Social Council, 
Special Meeting at the Ministerial Level, Punta del Este, Minutes and Docu
ments (Washington, D. C., 1962): Draft Resoluti on by the Delegation of 
Chile, pp. 550 ff. (in Spanish). 
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(2) The lending agency, whether the Fund or a new agency, would make 
credit available to a country without question whenever the formula pointed 
to a statistical justification on export grounds a.lone . No regard would be 
paid to t he over-all balance of payments need for such credit, to the likeli
hood that the country would be able, in the light of the policies it was 
pursuing, to repay the credits that were being granted or, in some proposals , 
to the amount that the country has already borrowed. The country itself could , 
of course, refuse to take up credits to which it was entitled or could repay 
credits before maturity. 

With regard to t he first point, the proposals now under consideration 
have assumed, virtually without question, that when exports are below the 
average for, say, the three preceding years they can safely be assumed to be 
abnormally low so that compensation would be appropriate . Statistical experi
ments, covering the postwar period, recently made for a large number of primary 
exporting countries, suggest, however, that this is by no means generally the 
case. The fact that exports in any given year have been lower (or higher) than 
they were in preceding years is very often an indication of a downward (or 
upward) trend which may well persi s t for some years to come . Export proceeds 
that seem low in relation t o those of preceding years may well appear in 
retrospect as rather favorable. It foll~ws from this that automatic formulae 
based on past and current export data can, at best, yield only rather unsatis
fac t ory estimates of the true t rend of exports. In the absence of foreknowledge 
of future exports, the least inaccurate estimate of the normal l evel in any 
given year is likely to be one that attribut es a great weight to the exports 
of the year itself. Even when this i s done, however, the extent to which it 
is possible to adjust export proceeds by adding or subtracting compensatory 
receipts or repayments so as to bring them closer to their true norm or to 
reduce their instability is limited.Y 

While great uncertainty must always attach to any attempt to estimate 
the medium-term trend or norm of exports, it is reason~ble to assume that a 
better estimate could be made by the exercise of judgment based on an analysis 

of the causal factors at work than by any mathematical formula, however skill
fully contrjved, which is based on the mere statistical magnitude of current 
and previous exports . 

In regard to t he second aspect of automatism- -the granting of credit 
irrespective of the general balance of payments situation or of the policies 
of the country receiving assistance--it may be useful to set out existing 
Fund policies and their rationale. 

y' See J . Marcus Fleming, Rudolf Rhomberg, and Lorette Boissonneault, 
11 Export Norms and Their Role in Compensatory Financing," Part I, Staff Papers, 
Vol . X (1963), pp . 98-124. 
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Under present ·Fund policies 0 members are eiven the overwhelmine; 
benefit of the doubt in relation to requests for transactions within 
the 'eold tranche,' that is, for drawings which a.o not increase the 
Fund's holdings of the currency beyond an amount equal to the member's 
quota. The Fund's attitude to requests for transactions within the 
'first credit tranche'--that is, transactions which bring the Fund's 
holdings of a member's currency above 100 per cent but not above 125 
per cent of its quota--is a liberal oneJ provided that the member itself 
is making reasonable efforts to solve its problems. Requests for trans
actions beyond these limits require substantial justification. They are 
likely to be favorably received when the drawings or stand-by arran~e
ments are intended to support a sound program aimed at establishing or 
rraintaining the enduring stability of the member's currency at a realistic 
rate of exchange.",!/ 

In the higher tranches, the Fund has therefore wished to be satisfied 
that a sound set of :policies is being followed. The Fund w.ay have reached 
this conclusion before the question of a drawing arose--eag.,if it has a 
stand-by arrangement with the country in question. If such policies are 
being followed, no change in them would be needed to meet payments 
difficulties that are due solely to temporary situations in foreign 
markets, or to such factors as a temporary fluctuation in crops. 'J:he 
mere fact of a falling off in exl?orts would not be taken as an indication 
that a corrective program was necessary or that the corrective program 
already envisaged should be intensified. On the other hand., a need for 
corrective folicies might arise either because the decline in exports 
appeared to foreshadow a lasting weakening of the country's balance of 
payments or because (though the export decline itself might be purely 
tem:porar.y and s~lf-correcting) the country's monetary and financial 
:policies were sueh as to provoke., sooner or later, balance of :payments 
difficulties even under satisfactory export conditions. Recognition by 
the Fund of the need for corrective policies j_n either of the two circum
stances outlined above does not mean that the Fund has seized the occasion 
of a reember country's financial plight to press for im:mediate adoption of 
the full ranee of what might be construed as "ideal" l)Olicies;. for example., 
the elimination of all payments restrictions, the adoption of full currency 
convertibility at an effective par value, the abolition of all multiple 
rates, etc. Reference to the policies followed in regard to these matters 
by the many countries that are using .: the Fund in the second or higher credit 
tranches or that have stand-by arrangements permitting such use would dispel 
at once the notion of such an a_pproa.'ch by the Fund. In accordance., however) 

2/Internat~onal Monetary Fund, Annual Report, 1962, p . . 31'. 
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with the purposes set out in Article I of the Fund's Articles of Agreement, 
Fund assistance, at least beyond the 3old tranche, is not made available 
to any country that makes no effort to move toward the elimination of those 
aspects of its exchange and monetary policies that are detrimental to the 
interests of the member itself or those of other members. 

The eeneral case against providing compensatory credit without inquiry 
into general balance of payments need or into the policies of the country 
concerned has been argued at length in "Fund Policies and Procedures in 
Relation to the Compensatory Financing of Commodity Fluctuations",']/ and 
these arguments have not, in general, been challenged. As suggested by 
the UN Conrrnittee of Experts, a country exposed to export fluctuations might 
feel more secure if it had access to resources on which it could draw with
out having to satisfy any international organization or lending government 
as to the type of domestic or international economic policy it was pursuing. 
Moreover, it is possible that the availability of international credit on 
an automatic basis at tin:es when exports are low., and the necessity of 
repaying such credit at times when eJ:ports are high, would have some effect 
in inducing countries to attempt to keep their domestic expenditures and 
im]?orts on an even keel, on the basis of reasonable expectations as to the 
medium-term trend of their exports and other receipts. These potential 
advantages, however, have to be weighed against the disadvantages of 
automatic credit geared to a single element in the balance of payments. 
In this connection it may be appropriate to mention two considerations 
in particular: 

(1) Even a statistically accurate determination that exi:,orts in a 
particular year are below normal implies nothing at all as to the cause 
of the shortfall. The cause may be a decline in world demand or a crop 
failure brought about by a natural calamity. But the reason may also 
lie in domestic inflation, leading to increasingly overvalued exchange 
rates, government purchases for stockpile at prices above those prevailing 
in world markets, or other national policies. When declines in exports 
occur, a most careful consideration of their possible causes is needed in 
order to determine whether some of them may not be open to remedial action 
by the country itself, so as to preTent export declines in the future if 
similar circumstances recur. 

Thus, while it is desirable that countries have access to financial 
means to compensate for fluctuations in exports, it is not particularly 
desirable, and may be against the genuine interest of the country concerned, 

];/ S.tafi' Pe.-pers, Vol. VIII (1960 .. 61), pp. 1-76. 
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that this finance should be provided automatically and without an explora
tion of the causes of the decline in e~~ orts and the measures that might 
be taken to improve exports in the future. 

In this connection, it should be pointed out that the benefits which 
a country derives from reaching an understa.nding with the Fund as to the 
policies approprtate to its situation may extend beyond the financial 
assistance obtained from the Fund itself. In such circumstances) agree
ment with the Fund is likely to strengthen opinion abroad and at home 
regarding the country's creditworthiness, and thus to facilitate the 
attraction of capital from other sources, official as well as private. 

(2) The total amount of short-term credit made available to a country 
by one agency or under one arrangement cannot be totally divorced from the 
amount rrade available on similar terms by another aeency or under another 
arrangement by the same agency. It would be shortsighted to think that 
a country would be fully justified in borrowing a relatively large amount 
on short term to compensate for an export shortfall while totally dis
regarding the amount that it had already borrowed on short term for other 
purposes. Prudent countries would themselves see to it that their total 
indebtedness did not exceed what they could reasonably expect to repay, 
and this would take into account all indebtedness of a similar character. 
It would seem to be dubious wisdom to set up the terms of lending of an 
international agency in such a manner as to put governrr.ents under internal 
pressure to borrow sums that they themselves might consider beyond the 
bo~ds of prudence. If there are sensible limitations on total short
term borrowing, these limitations should be tal:en into account not only 
by the borrowing country itself but also in the policies of the inter
national agency extending tbe credit. 

IV. Quantitative Adequacy of' Drawing Facilities in the Fund 

The UN Committee of Experts responsible for producing International 
Compensation for Fluctuations in Commodity Trade calculat~d that 14 out of 
46 primary producing countries experienced, over the years 1953-59, cumula~ 

· ti ve shortfalls of exports, when compared with average annual exports over 
the three preceding years, of such rragnitude that to compensate them fully 
would have compelled them, after using up 125 per cent of their IMF quotas, 
to dip into their mm reserves to an extent exceeding 30 per cent of re- · 
serves at the end of 1959.2:_/ 

2:,/ UN Committee of Experts, op. cit., PP• 25-29. 
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The Experts did not offer an opinion as to whether these facilities, 
had they been available on an autonatic basis, would have been adequate 
to meet, to a reasonable extent, the need for corapensatory financing of 
export fluctuations~ However, they pointed out that if only the 25 per 
cent of quota constituting the gold tranche had been made available by 
the Fund to meet the cumulative export shortfalls, 20 of the countries 
concerned would have had to draw down their reserves by more than 30 per 
cent to achieve full compensation. These near-automatic facilities, they 
implied, were insufficient; and even if a reasonable degree of progress 
were made by the Fund in extending the automatism of drawings in many 
cases, the uncertainty of drawings would, they considered, offer a serious 
handicap to the object of continuity in development expenditure. 

In a UN Secretariat 3tudy)/it was calculated 

(a) that for the average primary exporting member of the Fund 
the average shortfall in export earnings (compared with the mean of the 
previous three years' exports) over the period 1953-60 was approximately 
equal to half of its (1961) quota; and that in only half of the countries 
would drawings of up to 50 per cent of quota have sufficed to offset the 
average annual shortfall for years in which shortfalls occurred;_g/and 

(b) that if each primary exporting member had sought to compensate 
100 per cent of its export shortfalls by drawing on the Fund and had used 
60 per cent of export excesses for repayment, subject to a limit of 
cumulative net drawings of 50 per cent of quota, primary exporting members 
could have compensated in this way about one third of their total short
falls.3/ 

The authors of the study made it clear that their calculations were 
not intended to reflect on, or measure, the adequacy of the Fund as a means 
of assisting member countries, since usually reserves and other sources 
of credit could also be drawn upon and since Fund drawings are not limited 
to 50 per cent of quota. 

1/ Consideration of Compensatory Financial Measures to Offset Fluctuations 
in the Export Incorre of Primary Producing Countries: Stabilization of Export 
Proceeds Through a Development Insurance Fund (E/CN.13/43, January 1962). 

?) ~•, pp. 46-48 (Table 10) and :P• 49. 

3/ ~•, P• 54. 
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The question of the quantitative adequacy of drawing facilities in 
the Fund to meet the needs for compensatory financing of export fluctua
ti?ns is a difficult one, and no answer can be made to it without the 
help of many arbitrary suppositions. In arriving at these suppositions 
the fqllowing considerations are relevant: 

(J) In the first place, as is generally recognized, Fund facilities 
are intended to be used in conjunction with national reserves and other 
sources of finance. 

(2) Again, account has to be taken of the fact that all these forms 
of international liquidity are required to meet payments deficits arising 
not only from export shortfalls but also from fluctuations in other items 
in the balance of J;Jayments, notably fluctuations in imJ?orts. These 
fluctuations in other items are, indeed, rather more important than eX!)ort 
shortfalls in the causation of payments deficits. MoreoverJ reserves cannot 
safely be run down to zero even to meet the severest drains. On the other 
hand, the various J;)ossible causes of deficit are unlikely to exercise their 
maximum effect simultaneously. 

(3) In seeking to measure the probable need for comIJensatory financing 
of eXl_)ort shortfalls, it is imIJracticable to measure such s~ortfalls 
from a five-year moving average centered on the middle year (as was done 
in uFund Policies and Procedures in Relation to the ComIJensatory Financing 
of Commodity Fluctuations") and misleading to measure them from a moving 
average of the preceding three years (as was done by the UN Experts and 
Secretariat and by the OAS Experts). As has been J?Ointed out elsewhere,l/ 
the five-year moving average centered on the current year, while it may 
be considered an "idealu norm from which to measure export deviations, is 
not usable in practice since foreknowledge of the exports of future years 
is necessarily lacking. It would seem desirable., however; that the 
"practical" norm from which export deviations are measured should be 
close to this "ideal" norm insofar as the latter can be predicted on the 
basis of existing knowledge. Such a prediction is perhaps best made by 
the exercise of judgment . in the light of all relevant information. If, 
however, the practical norm is defined by an automatic formula involving 
the exports of current and previous years, statistical calculations show 
that the formula, if it is not to diverge unnecessarily from the ideal 
norm, must give considerable weight to the current year's exJ?orts. More
over, as was argued in "Fund Policies and Procedures in Relation to the 
ComJ;Jensatory Financing of Commodity Fluctuations," the com,Pensation of 

l,/ FlemingJ Rhomberg, and Boissonneault, op. cit. 
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fluctuations should, in principle, be partial only. This implies that 
a target level of export availabilitiesl/ that is somewhat closer to 
actual exports than is the ideal norm be chosen. The result will be to 
increase still further the weight that should be given to the current 
year's exports in the calculation of the :practical norm, or alternatively-
what amounts to the same thing--deviations of actual exports from the 
:practical nonn should themselves be compensated only in :part. 

In Table 1 it is assumed that drawings on the Fund or drafts on 
national reserves will be made to cover two thirds of the shortfalls of 
actual exports with respect to a :practical export norm defined as an 

: average of exports in the :present and two :preceding years, with weights 
of 50 :per cent given to the :present year and 25 :per cent to each of the 
two :preceding years. It is assumed that two thirds of export surpluses 
with respect to this norm are used to repay drawings or reconstitute 
reserves. In order to ensure that countries with a dovmward long-term 
trend in exports do not indefinitely increase their claims on compensatory 
financing,it is assumed that drawings are repaid, or drafts on reserves 
are made good, in the fourth and fifth years of the drawing. In column l 
of the tableJ the maximum net cumulative requirements for compensatory 
financing over the l)eriod lS,51-61 on these assumptions ~/ are shown for 
low-incoree primary exporting members of the Fund. 

Columns 2, 3, and 4 :present three alternative measurements of the 
means presently available to meet the requirements set forth in column 
1. Column 2 shows one third of each country's :potential external liquidity, 
defined as its unused potential drawing facilities with the Fund (through 
the fourth credit tranche) plus its .gross reserves of gold and convertible 

·· currency, as of mid-1962. ~ assumption underlying this column is that 
one third of external liquidity is ap:proxi:rr.a.tely what can be used to meet 
export fluctuations, the remainder -being required for basic reserves and 
for other types of payments deficits insofar as these coincide with export 
shortfalls. Column 3 shows one half of the excess of each country's 
potential external liquidity, as of mid-1962, over a :presumed minimum 
reserve equal to the value of one month's imports at the 1961 rate. 

}./ That is, export proceeds adjusted for compensatory receipts and pay
ments. 

y The assumptions are the same as those underlying Scheme 24 in Table 5 
in the study by FlemingJ Rhomberg, and Boissonneault, op. cit.--a scheffie 
which yields ex:port availabilities considerably closer to target and 
considerably smoother over time than those of Scheme l (the OAS Scheme) in 
that table. 
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Column 4 gives each member country's Fund quota as of mid-1962. The 
assumption underlying column 4 is that each member would be in a position 
to use up to one half of its quota for the purp~se of financing export 
fluctuations and would match this amount by an equal use nf its own 
reserves, so that the combined use of reserves and Fund resources would 
amount to 100 :per cent of quota. 

The problem of the adequacy of Fund resources (in conjunction with 
national. reserves) in meeting needs for the compensatory financing of 
ex:port fluctuations is approached differently in columns 2 and 3 on the one 
hand, and in column 4 on the other. A comparison of column 1 with 
col.:umn 2 or 3 affords a measure of the extent to which n:ember countries 
might have been able to meet export fluctuations of a defined magnitude 
on the basis of their external liquidity as of a given moment of time 
(viz., mid-1962). A comparison of col.umn 1 with column 4 affords a 
measure of the extent to which member . countries could meet such fluctua
-r.tons on the basis of their normal drawing power in the Fund, starting 
from a :position in which drawings for the purpose of export compensation 
are zero and assuming that the member will have adequate independent 
zeserves to use pari passu with drawings on the Fund. In all cases, the 
need for financing is measured in relation to the experience of a particular 
de~ade (1951-61) and on the basis of specific assumptions regarding the 
degree of compensation. The comparisons of column l with columns 2 'and 
3 would seem the mo~~ rei~vant when considering the need for adding to 
~he resources available to countries for compensatory financing. The 
com~arLson with column 4 is the mnre relevant when considering the adequacy 
of the Fund quotas of individ~l members. 

It might be argued that parts of the reserves of some countries are 
virtu.a.11¥ unusable, in that they are pledged against certain liabilities, 
or for other reasons. To some extent this factor is taken into account 
in the concept of mini.mum reserves underlying the calculations in columns 
2 and 3. However, since no allowance has been made for this factor in 
column 4, column 5 has been added to show the extent to which the compensa
tory financing of export fluctuations would be limited if countries' use 
of external liquidity for this purpose were to be limited to 50 per cent 
of Fund quotas--a ra+.h~r extreme ass1.1m:pti.on in most cases. 
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The differences between the alternative measures of the means 
available for compensatory financins of export fluctuations shown in 
columns 2, 3, 4, and 5, and the computed requirements for such financing 
shown in column 1, are set forth in columns 6, 7, 8, and 9, respectively. 
It is noteworthy that the incidence of "minus" signs in columns 6 and 7 
is almost identical. One third of external liq_uidity as of mid-1962 
would have been inadeq_uate to cover maximum compensatory requirements 
of only 9 countries out of 47. One half of the excess of such liquidity 
over one month's imports would have been· similarly inadequate in 8 of 
the same 9 countries. A limitation of financing to lOO per cent of quota 
as shown in column 8 would again have restricted ex:port com:pensation in 
only 9 countries. Since these groups partially overlap, 16 member 
countries would have been limited by one or the other criterion. The 
more stringent limitation of financing to 50 per cent of quota, 
illustrated in columns 5 and 9, would result in "minus" signs in 9 
countries in addition to those referred to above. In view of the 
necessarily soffiewhat arbitrary nature of the criteria employed in these 
calculations, and their uniform application to all countries regardless 
of special circumstances, the results for individual countries should 
not be taken too seriously. The calculations do, however, yield a 
general impression of the magnitude of the problem. 

In a few countries with declining medium-term trends over the 
1951-61 period,limitation of the finance available for automatic 
compensation over that period would probably have exercised a beneficial 
effect through limiting the need for repayment at times when exports 
were low in relation to trend. 
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v. Conclusions: Fund Action in Connection with Export Fluctuations 

(1) The financing cf deficits arising out of:;"export shortfalls, notably 
those of primary exporting member. countries, has always been regarded as a 
legitimate reason for the use of Fund resources, -which have been drawn on 
frequ~n._tly for this purpose. The- Fund believes·· that · such financing helps 
thes~·P1embers to continue their efforts to -adopt adequate measures toward 
the soiu~ion of their financial problems and to avoid the use of trade and _ 
exchang~ restrictions to deal with balance of payments problems, and that 
this e~bles these members to pursue their programs of economic development 
with greater effectiveness. 

(2) The Fund noted in it-s 1962 Annual Report that trends in prices of 
basic commodities in the1 _past few years -have adversely affect-~d ·.-:the export 
earnings of many Fund members, which has increased the strain ·on ·their 
reserves. In view of this and in order to ensure the maximum· effe·cti veness 
for its support to members--in particular, primary exporting member.s--that 
are faced with fluctuations · in e~ort progeeds, the Fund is taking·_ t1?,e ~ction 
set forth below. 

A. Quotas -

(3) The quotas of many primary exporting countries, taken in conjunction 
with a reasonable ~se -of -their own reserves, are at :present ad~quate for 
dealing with export: fluctuations such as have occurred during ·~he past 
decade. In those instances, however, where adjustment of the ··quotas of 
certain primary exporting countries, and in particular of coun~rie,s ., with 
relatively small quotas, would be appropriate to make them more· adequate 
in the light of fluctuations in export proceeds and other relevant criteria, 
the Fund is willing to give sympathetic consideration to requests for such 
adjustment. 

B. Drawing policies 

.(4) Under the present policies and practices on the use of Fund re
sources, any member is given the overwhelming benefit of the doubt in 
relation to requests for transactions within the gold tranche, and the 
Fund 1s atti~ude to requests for transactions within the first credit 
tra~~he is . a liberal one provided the member itself' is making reasonable 
efforts t~ solve its problems. In the higher credit tranches too, where 
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a member's policies are consistent with ~un~ J??li~~e.s and practices on 
the use of Fund resources in these tranches, the Fund gives assistance, 
on a substantial scale, toward meeting temporary payments deficits, in
cluding deficits arising out of export shortfalls. The policies and 
practices of the Fund on drawings and stand-by arrangements have been 
developed in order to help members to meet more effectively their temporary 
balance of payments difficulties and to enable them, where necessary, to 
pursue policies aimed at restoring external and internal equilibrium. 
Fund assistance in accordance with these policies and practices has made 
an effective contribution to the solution of the difficulties of these 
members and the achievement of equilibrium. It has often led, moreover, · 
to the provision of further resources from public and private sources 
for meeting immediate and longer-term needs. In the application of its 
policies and practices governing the use of its resources, the Fund's 
attitude has been a flexible one, and account has been taken of special 
difficulties facing members. 

(5) The Fund has reviewed its policies to determine how it could more 
readily assist members, particularly primary exporters, encountering pay
ments difficulties produced by temporary export shortfalls, and has decided 
that such members can expect that their requests for drawings will be met 
where the Fund is satisfied that 

(a) the shortfall is of a short-term character and 
is largely attributable to circumstances beyond 
the control of the member; and 

(b) the member will cooperate with the Fund in an 
effort to find, where required, appropriate 
solutions for its balance of payments difficulties. 

The amount of drawings outstanding under this decision will not normally 
exceed 25 per cent of the member's quota, and the drawings will be subject 
to the Fund's established policies and practices on repurchase. When draw
ings are made under this decision, the Fund will so indicate in an appropriate 
manner. 

(6) In order to implement the Fund 1s policies in connection with com
pensatory financing of export .shortfalls, the Fund will be prepared to waive 
the limit on Fund holdings of 200 per cent of quota, where appropriate. In 
particular, the Fund will be prepared to waive this limit (i) where a 
waiver is necessary to permit compensatory drawings to be made under 
paragraphs (4) and (5) above, or {ii) to the extent that drawings in 
accordance with paragraph (5) are still outstanding. 
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Whenever the Fund's holdings of a member's currency resulting from an 
outstanding compensatory drawing under paragraph (5) are reduced, by the 
member's repurchase or otherwise, this will restore pro tanto the member's 
facility to make a further compensatory drawing under that paragraph, should 
the need arise. 

(7) In order to identify more clearly what are to be regarded as 
export shortfalls of a short-term character, the Fund, in conjunction with 
the member concerned, will seek to establish reasonable estimates regarding 
the medium-term trend of the member's exports on the basis of appropriate 
statistical data in conjunction with qualitative information about its export 
prospects. 

(8) The provision of credit to deal with the balance of payments 
effects of export fluctuations provides immediate relief for a country's 
short-term difficulties. In many cases, however, it will also be necessary 
to introduce measures of a policy character in order to attain a satis
factory and lasting solution to a country's balance of payments problems. 
Members generally have actively cooperated with the Fund to find and adopt 
the measures necessary to this end. Beyond immediate balance of payments 
difficulties, the primary exporting countries are, in many instances, facing 
unfavorable long-term export trends, and all are trying to meet the challenge 
of achieving more rapid and sustained development through a strengthening 
and broadening of their economies. The last mentioned problem will require 
action in many fields and over many years by both the primary exporting 
countries and the industrial countries, separately and in concert, including 
readier access to the markets of the developed countries for the products 
of the developing countries and an appropriate and sustained flow of technical 
and financial assistance to the developing countries. The Fund considers 
that its activities can provide valuable assistance in helping to establish 
a climate within which longer-term measures can be more effectively pursued. 
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Table l. Adequacy of External Liquidity to Fina.nee Fluctuations in Exports of Some Fund Members 

(In millions of U.S. dollars) 

Maximum Financial Excesses. or Deficiencies(-) in Avail-
Requirements Assumed Limits of Finance A-vailabie able Financi~ 
Indicated by One third One half of ex- One half Column 2.· Column 3 Column 4 Column 5 

1951-61 of· external cess external Fund of Fund minus minus mim..ts minus 
Member E.xperiencelf liquidity~/ liquidity]/ Quota~/ Quota~ column l column l column l column 1 

(1) (2) (3) ( 4) (5) (6) (7) (8) (9) 

Argentina 192.3 101.3 91.2 280.0 l4o.o -91.0 -101.1 87.7 -52.3 
Bolivia 18.8 9.1 l0.4 22.5 ll.2 -9.7 -8.4 3.7 -1.6 
Brazil 130.8 206.6 249.2 280.0 l4o.o 75.8 D.8.4 149.2 9.2 
Burma 20.5 56.5 75.7 30.0 i5~0 36.0 55.2 9.5 -5-5 
Ceylon 25.8 4~.6 49.0 45.0 22.;5 J.6.8 · 23.2 19.2 -3.3 
Chile 54.8 35.0 28.0 100.0 50.0 -19.8 -26.8 45 .• 2 -4.8 
Colombia 79.5 ·66.7 76.8 100.0 50.0 -12.8 -2.7 20.5 -29.5 
Costa Rica 5.8 10.0 10.6 15.0 7.5 4.2 4.8 9.2 1.7 
Cyprus 4.5 22.9 29.6 ll.2 5.6 18.4 25.1 6.7 l.l 
Dominican Republic 8.3 ll.9 ].l~.5 J.5.0 7.5 3.6 6.2 6.7 -0.8 
Ecuador 5.8 13.8 15.9 J.5.0 ·7 .5 8.o 10.1 9.2 1.7 
El Salvador 7.8 15.4 l8.6 ll.2 5.6 7.6 10.8 3.4 -2.2 
Ethiopia 4.7 29.6 4o.6 13.'22./ 6.62../ 24.9 35.9 8.5 1.9 
Ghana 21.8 75.4 96.8 35.0 17.5 53. 6 75.0 13.2 -4.3 
Greece 12.3 ll6.7 145.3 6o.o 30.0 104.4 ·133.0 47.7 17.7 
Guatemala 5.7 22.5 28.2 15.0 7.5 16.8 22.5 9.3 1.8 
Haiti 7.3 5.3 6.6 ll.2 5.6 -2.0 -0.7 3.9 -1.7 
Honduras 7.0 7.9 8.8 · ll.2 5.6 0.9 1.8 4.2 -1.4 
India 148.o 305.6 368.2 6o0.o 300.0 157.6 220.2 452.0 152.0 
Indonesia 135.0 89.9 101.8 165.0 82.5 -45.l -33.2 30.0 -52.5 
Iran 289.7 96.4 u9.6 -70.0 35.0 -193.3 -170.J. -219.7 -254.7 
Iraq 54.7 56.0 67.1 15.0 1-~ 1.3 . 12.4 -39-7 -47.2 
Jordan 2.7 20.8 26.4 8.02..I 4. 5 ·1a.1 23.7 5.3 1.3 
Korea 8.1 72.5 96.2 l8.8 9.4 64.4 88.l 10. 7 1.3 
Lebanon 3.3 64.l 81.8 6.8 I 3-~ 6o.8 78.5 3.5 0.1 
Libya l.7 36.3 48.2 ll.~ 5. 5 34.6 46.5 9-3 3.8 
Malaya 246.o 290.1 4o4.8 32.52./ 16.@ 44.l 158._8 -213.5 -229.8 
Mexico 6o.2 185.6 231.1 180.o 90.0 125.4 170.9 u9.8 29.8 
Morocco 2.8 81.2 J.03.2 52.5 26.2 78.4 100.4 49.7' 23.4 
Nicaragua 3.4 12.9 16.2 ll.2 5.6 9.5 12.8 7.8 2.2 
Nigeria l5. i3 Bo.o 94.1 50.0 25.0 64.2 78;3 34.2 9.2 
Pakistan 143.0 142.1 186.4 150.0 75.0 -0.9 43.4 7.0 -68.o 
Pana.ma. 1.8 1.0.3 9.4 0.5 0.2 8.5 7.6 -l.3 -J..6 
Paraguay 4.o 5.0 5.9 ll.0' 5.6 1.0 J..9 7.2 1.6 
Peru ll.O 42.2 43.8 32. 5 16.'21/ 31.2 32.8 21.5 5.2 
Philippines J.5.2 46.7 4o.J. 75.0 37.5 31.5 24.9 59.8 22.3 
Saudi Arabia 4.2 ll4.3 158.9 55.0 27 .5 J.10.l 154.7 50.8 23.3 
Sudan 32.8 63.9 86.1 15.0 7.5 31.1 53.3 -17.8 -25.3 
Syrian Arab Republic 28.2 9.2 6.7 J.5.0 7.5 . -19.0 -21.5 -13.2 -20.7 
Thailanrl 24.8 175.7 243.4 45.0 22.5 150.9 2].8 .• 6 20.2 -2.3 
Tunisia 18.8 30.3 36.6 J.8.?» 9.'?2./ u.5 17.8 -0.5 -9.6 
Turkey 51.3 85.9 107.6 86.o 43.0 34. 6 56.3 34.7 -8.3 
United Arab Republic 77.8 77.9 89.3 90.0 45.0 0.1 ll.5 12.2 -32.8 
Uruguay 60.3 82.8 u5.6 30.0 15.0 22.5 55-3 -30.3 -45.3 
Venezuela 0 229.5 295.9 150.~ 75.0 / 229.5 295.9 150.0 75.0 
Viet-Nam 34. 7 60.4 ao.o 18. 5 9.~ 25.7 45-3 -16.2 -25.5 
Yugoslavia ---2.:.2 ~ ~ ~ ~ -2I.!l ---1:.§. ~ ~ 

Total 2,1.01.8 3,453.1 4,276.8 3,203.3 1,601.4 1,351.3 2,J.75.0 1,101.5 -500.4 

1/ As described on pe.ge 12 of the text. 
2/ A country's external liquidity is defined as its gross gold and convertible foreign exchange reserves plus its total. tranche position 

with the IMF. Figures given are for mid-1962. A country's total tranche position with the IMF is the amount that it could still draw, as 
of a given date, if its justification were sufficient, without increasing the Fund's holdings of its currency above 200 per cent of its quota. J/ Excess external liquidity (as of mid-1962) is defined as external liquidity (described in footnote 2) less average monthly imports (for 
19 1). 

4/ Quotas given are for mia.-1962. 
"'j/ Quotas to be increased by annual installments, as follows: Ethiopia to $1-5 million by September 1963; Jordan to $ll.25 million by 

July 1964; Libya to $J.5 million by September 1963; Mal.a;ya to $37.5 million by October 1963; Peru to $37.5 million by September 1963; 
Tunisia to $22.5 million by May 1964; and Viet-Nam to $22.5 million by November 1963. 
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Annex Table 

Net Fund Drawings!/ of Some Fund MembersY 
1947 - 1962 

Cumulative Cumulatived/ 
194:Z:-5:Z: 1228 1229. 1960 1961 J.962 1941-6z 

75.0 72.5 48.5 31.0 -9.0 218.0 
6.5 2.0 2.4 -1.5 -2.0 1.3 8.5 

75.0 37.6 -20.2 47.7 40.0 -17.5 162.5 
15.0 -3.0 -4.o -4.o -4.o 

11.2 11.2 22.5 
31.1 10.6 -12.4 59.3 -12.7 76.0 
25.0 5.0 -15.0 -15.0 65.0 7.5 72.5 

7.5 -4.1 3.4 
9.0 9.0 

5 .o -5.0 14.o -2.2 11.9 
5.5 5.7 -3-2 -8.0 

14.2 14.2 
5.0 5.0 

LO 2.5 1.9 -1.3 -1.3 1.9 4.8 
3.8 -3.8 3.8 1.2 1.2 1.3 7.5 

200.0 - -72.5 122.5 25.0 275.1 
55.0 -9.0 -18.5 33.7 21.2 82.5 
25.3 -8.4 -11.9 45.0 -12.0 -37.9 

45.0 -45.0 
3.8 -1.9 -1.9 4.5 4.5 

12.5 12.5 
5.5 0.8 -1.5 0.1 -1.6 -1.8 1.5 

10.0 -10.0 
15.0 -6.2 3.3 -2.9 25.4 34.6 

5.0 1.2 -0.4 -2.9 -2.9 

15.0 -0.7 3.4 17~7 
21.5 17.0 -3.0 -3.0 10.5 5.5 48.5 

30.0 -2.7 25.2 -2.7 57.4 107.2 
15.0 15.0 

22.9 61·2 -7-5 82.9 

593.5 91.3 1.9 84.6 479.6 46.7 1,297.8 

Available 
under 

Stand9!13y 
Arrangement, 

End 1962 

50 .0 
6.5 

11.6 

2.0 
11.2 

5.0 
3.8 

75.0 

5.0 
30 .0 
40.4 

5.0 
15.0 

260.5 

Source: International Monetary Fund, International Financial Statistics. 

y Minus sign indicates net repayment. 

~ 
Countries are those given in Table 1 which have drawn on the Fund. 
Totals may not equal sums of annual data because of rounding. 
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I. The report entitled "Compensatory Financing of Export Fluctuations11 

is approved for transmittal to the United Nations. 

II. -The following shall be recorded as the decision of the Executive 
Board on the compensatory financing of fluctuations in exports of primary 
exporting ·countries: 

(1) The financing of deficits arising out of export shortfalls, 
notably those of primary exporting member countr J.es, has always been 
regarded as a legitimate reason for the use of Fund resources, which 
have been drawn on ·frequently for this purpose. The Fund believes 
that such financing helps these members to continue their efforts to 
adopt adequate measures toward the solution of their financial prob
lems and to avoid the use of trade and exchange restrictions to deal 
with balance of payments problems, and that this enables these mem
bers to pursue their programs of economic development with greater 
effectiveness. 

(2) The Fund noted in its 1962 Annual Report that trends in 
prices of basic commodities in the past few years have adversely af
fected the export earnings of many Fund members;which has increased 
the strain on their reserves. In view of this and in order to ensure 
the maximum effectiveness for its support to members--in particular, 
primary exporting members--that are faced with fluctuations in export 
proceeds, the Fund is taking the action set forth below. 

A. Quotas 

(3) The quotas of many primary exporting countries, taken in con
junction with a reasonable use of their own reserves, are at present 
adequate for dealing with export fluctuations such as have occurred 
during the past decade. In those instances, however, where adjust
ment of the quotas of certain primary exporting countries, and in par
ticular of countries with relatively small quotas, would be appro
priate to make them more adequate in the light of fluctuations in 
export proceeds and other relevant criteria, the Fund is willing to 
give sympathetic consideration to requests for such adjustment. 

B. Drawing policies 

(4) Under the present policies and practices on the use of Fund 
resources, any member is given the overwhelming benefit of the doubt 
in relation to requests for transactions within the gold tranche, and 
the Fund's attitude to requests for transactions within the first 
credit tranche is a liberal one provided the member itself is making 
reasonable efforts to solve its problems. In the higher credit 
tranches too, where a member's policies are consistent with Fund poli
cies and practices on the use of Fund resources in these tranches, the 
Fund gives assistance, on a substantial scale, toward meeting temporary 
payments deficits, including deficits arising out of export shortfalls. 
The policies and practices of the Fund on drawings and stand-by arrange
ments have been developed in order to help members to meet more effec
tively their temporary balance of payments difficulties and to enable 



them,where necessary, to pursue policies aimed at restoring external 
and internal equilibrium. Fund assistance in accordance with these 
policies and practices has made an effective -contribution to the 
solution of the difficulties of these members and the. achievement of 
equilibrium. It has often led,' moreover, to the provision of further 
resources from public and private sources for meeting immediate and 
longer-term needs. · In the appiication of its policies and practices 
governing the use of its resources, the Fund's attitude .has been a 
flexible one, and account has been taken of special difficulties facing 
members. 

(5) The Fund has reviewed its policies to det~rmine how it could 
more readily assist members, particularly primary exporters, encoun
tering payments difficulties produced by temporary export shortfalls, 
and has decided that such members can expect that their requests for 
drawings will be met where the Fund is satisfied that 

(a) the shortfall is of a short-term character and 
is largely attributable to circumstances beyond 
the control of the member; and 

(b) the member will cooperate with the Fund in an 
effort to find, where required, appropriate 
solutions for its balance of payments difficulties. 

The amount of drawings outstanding under this decision will not nor
mally exceed 25 per cent of the member's quota, and the _drawings will 
be subject to the Fund's established policies and practices on re
purchase. When drawings are made under this decision, the Fund will 
so indicate in an appropriate manner. 

(6) In order to implement the Fund's policies in connection with 
compensatory financing of export shortfalls, the Fund will be prepared 
to waive the limit on Fund holdings of 200 per cent of quota, where 
appropriate. In particular, the Fund will be prepared to waive this 
limit (i) where a waiver is necessary to permit compensatory drawings 
to be made under paragraphs (4) and (5) above, or (ii) to the extent 
that drawings in accordance with paragraph (5) are still outstanding. 

Whenever the Fund's holdings of a member's currency resulting from 
an outstanding compensatory drawing under paragraph (5) are reduced, 
by the member's repurchase or otherwise, this will restore pro tanto 
the member's facility to make a further compensatory drawing under 
that paragraph, should the need arise. 

(7) In order to identify more clearly what are to be regarded as 
export shortfalls of a short-term character, the Fund, in conjunction 
with the member concerned, will seek to establish reasonable estimates 
regarding the medium-term trend of the member's exports on the basis 
of appropriate statistical data in conjunction with qualitative infor
mation about i ts export prospects. 

(8) The provision of credit to deal with the balance of payment 
effects of export fluctuations provides immediate relief for a 
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country's short-term difficulties. In many cases, however, it will 
also be necessary to introduce measures of a policy character in 
order to attain a satisfactory and lasting solution to a country's 
balance of payments problems. Members generally have actively co
operated with the Fund to find and adopt the measures necessary to 
this end. Beyond immediate balance of payments difficulties, the pri 
mary exporting countries are, in many instances, facing unfavorable 
long-term export trends, and all are trying to meet the challenge of 
achieving more rapid and sustained development through a strengthening 
and broadening of their economies. The last mentioned problem will 
require action in many fields and over many years by both the primary 
exporting countries and the industrial countries, separately and in 
concert, including readier access to the markets of the developed 
countries for the products of the developing countries and an appro
priate and sustained flow of technical and financial assistance to the 
developing countries. The Fund considers that its activities can pro
vide valuable assistance in helping to establish a climate within 
which longer-term measures can be more effectively pursued. 
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I. The report entitled "Compensatory Financing of Export Fluctuations", 
is adopted and approved for transmittal to the United Nations. 

II. The following paragraphs shall be included in the section entitled 
"Use of Fund's Resources and Stand-1'y Arrangement s11 in the Fund's publi
cation "Selected Decisions of the Executive Directors. 11 

1. The Fund has reviewed its policies to determine how it could 
more readily assist members, particularly primary exporters, encoun
tering payments difficulties produced by temporary export shortfalls, 
and has decided that such members can expect that their requests for 
drawings will "he met where the Fund is satisfied that 

(a) the shortfall is of a short-term character and is largely 
attrihutable to circumstances beyond the control of the mem
"!=>er!; _and 

( b) the me.mber will cooperate with the Fund in an effort to find, 
where required, appropriate solutions for its balance of pay
ments difficulties. · 

The amount of drawings outstanding under this decision will not nor
mally exceed 25 · per cent of the member's quota, and the drawings will 
be subject to the Fund I s established policies and practices on repur
chase. 'Wh~n drawings are made under this decision, the Fund will so 
indicate in an appropriate manner. 

2. In order to implement the Fund's policies in connection with com
pensatory financing of export shortfalls, the Fund will be prepared to 
waive the limit on Fund holdings of 200 per cent of quota where appro
priate. In :particular, the Fund will be prepared to waive this limit 
(a) where a waiver is necessary to permit compensatory drawings to be 
made under the Fund's policies including paragraph 1 above, or (b) to 
the extent that drawings in accordance with paragraph 1 are still out
standing. 

'Whenever the Fund's holdings of a member's currency resulting fro~ 
an outstanding compensatory drawing under paragraph 1 are reduced, by 
the member's repurchase or otherwise, this will restore pro tanto the 
member's facility to make a further compensatory drawing under that 
paragraph, should the need arise. 





DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE 

Mr. Jor~e Del ~a to 

Room 07 

FOR 
AGENDA 

SM/63/15 
Correction 2 

February 26, 1963 

To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing of Export Fluctuations 

Attached are a list of corrigenda to the draft report on 
"Compensatory Financing of Fluctuations in Exports of Primary Exporting 
Countries" and a proposed additional table "Net Fund Drawings of Some 
Fund Members." 

This subject has been placed on the agenda of Meeting 63/8, 
Wednesday, February 27, 1963. 

Att: (2) 

Other Distribution: 
Department Heads 
Division Chiefs 



Compensatory Fi nancing of Export Fluctuations 

Corrigenda 

A. 

Page 1, paragraph 4 

Attach following footnote at the end of the first sentence, ending 
in "resources." 

,Y Since the presentation of this study in April 1960 Fund transac
tions with primary exporting countries have greatly increased. Outstand
ing drawings by low income primary exporters have nearly doubled over the 
last three years. For details see Annex Table. · 

B. 
Page 5, Heading of Section III to read: 

Automatism and the Use of Fund Resources 

c. 

Page 6, Replace last paragraph by: 

11 In regard to the second aspect of automatism--the granting of credit 
irrespective of the general balance of payments situation or of the policies 
of the country receiving assistance--it may be useful to set out existing 
Fund policies and their rationale. 

D. 

Page 8, lines 4 and 5, replace by: 

11 aspects of its exchange and monetary policies that are detrimental 
to the interests of the member itself or those of other members." 

E. 

Page 12, middle paragraph, last line: 

replace "each primary exporting member of the Fund" by "low income 
primary exporting members of the Fund. 11 
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F. 

Page 15, conclusion 2, repla ce by: 

"The Fund noted in its 1962 Annual Report that trends in prices of 
basic commodities in the ~ast few years have adversely affected the export 
earnings of many Fund members, which has increased the strain on their 
reserves. In view of this and in order to ensure the maximum effectiveness 
for its support t o members, in particular primary exporting members, that 
are faced with fluctuations in export proceeds, the Fund is taking the action 
set forth below. " 

G. 

Page 17, first paragraph (second paragraph of conclusion 7): 

change as indicated: 

11 Whenever the Fund's holdings of a member's currency resulting from 
an outstanding compensatory drawing under paragraph 6 are reduced, by the 
member's repurchase or otherwise, this will restore pro tanto the member's 
facility to make a further compensatory drawing underthat paragraph, should 
the need arise. " 



Argentina 
Bolivia 
Brazil 
Burma 
Ceylon 
Chile 
Colombia 
Costa Rica 
Dominican Republic 
Ecuador 
El Salvador 
Ghana 
Guateirala 
Haiti 
Honduras 
India 
Indonesia 
Iran 
Mexico 
Nicaragua 
Pakistan 
Paraguay 
Peru 
Philippines 
Sudan 
Syrian Arab 

Republic 
Turkey 
United Arab 

Republic 
Uruguay 
Yugoslavia 

Total 

Annex Table 

Net Fund Drawings.!/ of Some Fund MembersY 
1947 - 1962 

Cumulative Cumulativelf 
1947-19'.2'1 1958 1929. 1960 1961 l.962 1947-1962 

75.0 72.5 48.5 31.0 -9.0 218.0 
6.5 2.0 2.4 -1.5 -2.0 1.3 8.5 

75.0 37.6 -20.2 47.7 40.0 -17.5 162.5 
15.0 -3.0 -4.o -4.o -4.o 

11.2 11.2 22.5 
31.l 10.6 - -12.4 59.3 -12.7 76.0 
25.0 5.0 -15.0 -15.0 65.0 7.5 72.5 

7.5 -4.1 3.4 
9.0 9.0 

5.0 -5.0 14.o -2.2 ll.9 
5.5 5.7 -3.2 -8.0 

14.2 14.2 
5.0 5.0 

1.0 2.5 1.9 -1.3 -1.3 1.9 4.8 
3.8 - 3.8 3.8 1.2 1.2 1.3 7.5 

200.0 - -72.5 122.5 25. 0 275.1 
55.0 -9.0 -18.5 33.7 21.2 82.5 
25.3 -8.4 -11.9 45.0 -12.0 -37.9 

45.0 -45.0 
3.8 -1.9 -1.9 4.5 4.5 

12.5 12.5 
5.5 0.8 -1.5 0.1 -1.6 -l.8 1.5 

10.0 -10.0 
15.0 -6.2 3.3 -2.9 25.4 34.6 

5.0 1.2 -0.4 -2.9 -2.9 

15.0 -0.7 3.4 17'.7 
21.5 17.0 -3.0 -3.0 10.5 5.5 48.5 

30.0 -2.7 25.2 -2.7 57.4 107.2 
15.0 15.0 

22.9 67.5 -7-5 82.9 

593.5 91.3 1.9 84.6 479.6 46.7 1,297.8 

Source: International Monetary Fund, International Financial Statistics. 

~ Minus sign indicates net repayment. 
Countries are those given in Table 1 which have drawn on the Fund. 

"'ii Totals may not equal sums of annual data because of rounding. 

Available 
under 

Standby 
Arrangement 

End 1962 

50.0 
6.5 

11.6 

2.0 
11.2 

5.0 
3.8 

75.0 

5.0 
30.0 
40.4 

5.0 
15.0 

260.5 
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draft re:pOrt on "Compensat ory Financing of Fluctuations in E.'.A'I)orts 
of Primary Producing Countries" (SM/63/15). 
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Explanatory Note on the Allocation of 
Reductions in :F,und Holdings of a Currency 

Prepared by the Legal Department 
(In consultation with the Office of the Treasurer) 

Approved by Joseph Gold 

February 20, 1963 

1. Paragraph 6 of the Conclusions of the draft report on the Compensatory 
:B'inancing of Fluctuations in Exports of Primary Producing Countries (SM/63/15) 
refers to the amount of drawings "outstanding ff under paragraph 6, and the 
second paragraph of paragraph 7 amplifies this reference as follows: 

"Whenever the Fund's holdings of a member's currency 
resulting from an outstanding compensatory drawing are 
reduced, by the member's repurchase or otherNise, this 
will restore pro tanto the member's facility to make a 
further compensatory drawing under this decision, should 
the need arise.n 

The purpose of this note is to explain this paragraph in the light of 
Fund practice. 

2. 11he paragraph in the Conclusions is intended to make it clear that 
when part or all of a drawing under the compensatory drawing facility is 
deemed to have been eliminated, the facility is restored pro tanto and 
can be exercised again when the terms of paragraph 6 are met. This eltmi
nation can come about as a result of repurchase by the member that made 
the drawing or by the Fund's sale of thP member's currency. In view of 
these two possibilities, the language has been drafted in terms of the 
reduction·.of the Fund's holdings of the member's currency resulting from 
the transaction and not merely repurchase of that currency. The language 
is similar to the languag ·; of one of the standard clauses in stand-by 
arrangements: 

"Not later than three years after each purchase of exchange by 
[the member] under this arrangement, [the member] shall re
purchase from the Fund an equivalent amount of [its currency]; 
provided that if [the currency] held by the Fund as ·a result 
of transactions under this arrangement are reduced by re
purchases under Article V, Section 7, or otherwise, such 
reductior~shall be credited against the earliest amounts 
that become payable under this paragraph [ ) ... " 

3. Notwithstanding the fungibility of the Fund's holdings of a currency, 
the need to determine whether a particular reduction in the holdings is to 
be deemed a reduction in respect of the holdings acquired in a particular 
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transaction has arisen frequently in Fund practice where more than one 
dr~wing is outstanding. The occasions on which it will be necessary to do 
this will be even more frequent as the number and diversity of the Fund's 
operations increase. The following are examples of some of the occasions 
on which the allocation that has been described must be made: 

(a) When a member draws, it makes a representation or enters into 
a commitment to repurchase at a me-re or less precise date unless the Fund's 
holdings are othe~~ise reduced. If a member has made two or more drawings 
and the Fund's holdings of the member's currency are reduced, it is necessary 
to determine which repurchase undertaking is discharged thereby. If this 
were not done, the dates when the rest of the repurchases must be made would 
not be known. 

(b) The standard clause on repurchase in stand-by arrangements quoted 
above makes it necessary to decide whether a reduction in the Fund's holdings 
resulting from repurchase or sale of the currency must be deemed to be a 
reduction of holdings acquired as the result of drawings under the stand-by 
arrangement or as the result of other drawings. Thi8 is necessary in order 
to determine when repurchase undertakings must be pe:.--formed in accordance 
~ith the terms of the arrangement and in what amounts. 

(c) Under stand-by arrangements, drawing rights can be augmented 
if a repurchase is made in respect of a drawing made under the stand-by 
arrangement or at the time when the arrangement is granted, but the rights 
are not augmented for other repurchases. Therefore, it is necessary to 
determine the drawing against which a repurchase is to be allocated. 

(d) Under Paragraph ll(c) of the General Arrangements to Borrow, 
the F~nd must repay lenders when a purchaser for the benefit of whose 
drawings the Fund activated the Arrangements makes a repurchase, but this 
does not apply where the repurchase is made under A~ticle V, Section 7(b) 
and can be ident i fied as being in respect of a drawing of non-borrowed 
currency or where the repurchase is made in discharge of a commitment given 
in respect of a drawing of non-borrowed currency. 

4. The problem of allocating reductions against particular holdings is 
complicated not only by the fungibility of holdings but also by the fact 
that reductions may come about in a number of ways: 

(i) Repurchases under Article V, Section 7(b). These may be 
produced by increases in the Fund's holdings of the repurchasi_ng member's 
currency resulting from its drawings or by increases in its monetary 
reserves or by both. It will not always be possible to identify a re
purchase under the provision as being in respect of a particular drawing 
in any automatic way, e.g., where the obligation results from an increase 
in monetary reserves. 

(ii) Repurchases in discharge of an undertaking. There will often 
be no difficulty in allocating these against particular drawings because 
the member will specify the undertaking that it is purporting to discharge. 
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However, even when a member is discharging a specific commitment there may 
be difficulty, e.g., where there is an agreed schedule of repurchases 
covering two or more drawings. 

(iii) Repurchases not identified by the member as being in respect of 
a particular undertaking. For example, the member may be repurchasing in 
advance of the dates fix~d under various repurchase commitments. Its sole 
intention may be to repurchase, without having formed an intention to dis
charge, some specific undertaking. 

(iv) Sales of a member's currency. These clearly cannot be allocated 
in any automatic way against holdings resulting from particular drawings. 

5. Although the circumstances producing the problem of allocating 
reductions are complex, it has been found that a few rules suffice to settle 
the problem in practice. However, these rules might have to be amplified in 
certain cases, but it is not proposed to deal with these possible compli
cations in this paper. The basic rules are as follows: 

I. In making a repurchase which does not accrue under Article V, 
Section 7(b), the member may always identify the undertaking it is intending 
to discharge. This undertaking is then deemed to have been discharged pro 
tanto, and the holdings resulting from the drawing to which the undertaking 
was attached are deemed to have been reduced by the same amount. All other 
repurchase undertakings and the maturities under them will remain unaffected. 

II. If a member makes a repurchase which does not accrue under 
Article V, Section 7(b) and does not identify the repurchase undertaking 
it is intending to discharge, it is asked to do so. Normally, it will be 
best advised to discharge the undertaking with the earliest maturity. If 
it does not do this, it will, in effect, accelerate repurchase because a 
later maturity will be discharged first and an earlier maturity will remain 
to be discharged. 

III. If a member when asked does not identify the undertaking which 
it is discharging, it is deemed to be discharging the first maturity. 

IV. The Fund is required by the General Arrangements to Borrow to 
determine, if it can, the drawings in respect of which repurchase obligations 
accrue under Article V, Section 7(b), and it is advisable to regard this as 
a rule of general application. As the Arrangements themselves recognize, 
it is not always possible to identify an obligation under Article V, 
Section 7(b) as being in respect of a particular drawing. Examples of cases 
in which it will be possible are those in which the obligation arises in 
respect of a financial year in which only one drawing was outstanding, or 
where several drawings were outstanding but only one drawing was made in the 
year and the obligation arises solely because of an increase in the Fund's 
holdings. 
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V. Where it is not possible to identify a repurchase that accrues 
under Article V, Section 7(b) as being in respect of a particular drawing, 
the maturity principle of III is applied. 

VI. Where the Fund sells a member's currency, this is deemed to 
reduce holdings in accordance with the maturity principle of III.* 

VII. Where, in accordance with the foregoing rules, a reduction is 
deemed to be in respect of Fund holdings acquired under a stand-by arrange
ment, the reduction is deemed to be in respect of the earliest drawings 
under the arrangement. This is again the maturity principle, and it is 
prescr ibed by the standard clause in stand-by arrangements. 

VIII. For the purposes of these rules, it is necessary to establish a 
precise date in applying the undertaking of the Decision of February 13, 1952 
before a repurchase schedule is adopted under that Decision. This is neces
sary because of the obscurity of the language of the Decision: "exchange 
purchased from the Fund should not remain outstanding beyond the period 
reasonably related to the payments problem for which it was purchased from 
the Fund. The period should fall within an outside range of three to five 
years." For the purposes of these rules only, this should be treated as a 
three-year maturity before a repurchase schedule is estabiished.** Once a 
schedule is adopted, the maturities become those of the schedule. 

* It is recognized that alternative rules could be formulated for V and VI 
which would permit a member to specify the drawings against which reductions 
under V and VI should be allocated, on the analogy of I and II, with the 
maturity principle applying only if the member fails to specify. Normally, 
this would not produce different results from the maturity principle, 
because that principle is most advantageous for members from the p·oint of 
view of repurchase. However, other considerations might possibly affect a 
member's judgment , e.g., the desire to restore a drawing facility under a 
stand-by arrangement or paragraph 6 of the Conclusions on Compensatory 
Financing, even though this was not most advantageous in regard to the 
accrual of repurchase maturities. The reason why V and VI have not been 
formulated so as t o give members a discretion to allocate reductions is 
that, in contrast to cases under I and II, the reductions are never the 
result of an initiative on the member's par t. 

** Among the reasons for this are: (i) The Decision is based on the 
consultation date of Article V, Section 8(d), which arrives not later than 
three years after a drawing. Consultation would not be necessary if re
purchase had already taken place, which seems to imply something in the 
nature of an initial maturity which can, however, quite properly be put 
off to a date or dates within the next two years. (ii) This seems to have 
been the reasoning on which the standard repurchase term of st0.nd-by 
arrangements is based. It will be recalled that this is three years after 
a drawing. 
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6. Two further comments may be useful in connection with the rules 
stated above: 

[A] The rules are based on neither LIFO (last in, first out) nor 
FIFO (first in, first out) in relation to movements in the Fund's holdings 
of a currency. They are based in the main on the maturity dates for re
purchase undertakings. For example, the maturity principle will mean that 
a repurchase undertaking associated with a later drawing is deemed to be 
discharged first if that undertaking matures before an undertaking associated 
with an earlier drawing. A different result would be reached by the auto
matic application of FIFO in the circumstances that have been supposed, and 
the later maturity would be discharged first. In these circumstances, FIFO 
would result in the acceleration of repurchases and would lessen the 
effective period for which the Fund's resources could be used under its 
policies. The automatic application of LIFO could also have this effect 
where later drawings carry later repurchase undertakings than earlier drawings. 

[BJ The rules that r' ave been stated above are confined to the purposes 
for which they are necessary, all of which require the identification of 
the particular drawings that are "offset 11 by reductions. They do not affect 
principles which the Fund has established for other purposes and on the 
basis of different reasoning. These other purposes do not involve the need 
to identify reductions but only the crediting of them against the total 
Fund holdings of a member's currency. For example, LIFO applies to the 
calculation of charges, but this is because the system of charges is based 
on the total period during which the Fund's holdings in excess of quota 
have been continuously at the same level. Again, the Fund's tranche policy 
is based on a system which does not require the allocation of reductions 
against particular drawings in particular tranches. All reductions are 
credited against the highest tranche in which currency is held, because 
the tranche policy is based on a member's total outstanding use of the Fund's 
resources. 
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5. Automatic compensatory drawing rights additi~nal to normal 
facilities. At the Special Meeting of the Organization of .American States 
;t-Punt;-del Este in August 1961, Chile proposed that Fund members affected 
by declines in prices of important export commodities should be enabled to 
draw from the Fund in amounts determined by the magnitude of the price decline 
in question relative to the average price in the preceding three years and by 
the volume of exports affected. Drawings under these special arrangements 
would be repaid when prices rose above the average in the three preceding 
years. The ability of members to make ordinary drawings would not be affected 
by the amounts outstanding under these special arrangements.~/ 

The proposals advanced, whether for new compensatory financing institu
tions or for changes in the policies and practices of the Fund, are evidence 
that the assistance provided by the Fund under present policies is considered 
either insufficiently automatic in character or inadequate in amount to deal 
with the payments problems \ hat arise from fluctuations in exports of primary 
exporting countries. The question of automatism of F· ... r:.d operations is dis
cussed in Section III; that of the quantitative adequacy of members' access 
to the Fund, in Section IV. These sections lead up to the Conclusions which 
deal with Fund action, set out in Section V of this report. 

III. Automatism in the Use of Fund Resources 

The type of automatism envisaged in the various proposals that have been 
put forward--automatism of the "export compensatory" rather than the "all 
purpose" type--has two principal features: 

1. A mathematical formula is used to determine whether, and to what 

extent, exports in a particular year are to be considered so abnormally low 
as t~ require compensation, or so abnormally high as to permit the repayment 
of compensation received previously. No judgment would be made by the lending 
agency, in the light of any other information that might be available, as to 
Yhether, in a particular situation, the formula yields a reasonable estimate 
qf normal exports. 

2. The lending agency, whether the Fund or a new agency, would make 
credit available to a country without question whenever the formula pointed 
to a statistical justification on export grounds alone. No regard would be 
paid to the over-all balance of payments need for such credit, to the 
likelihood that the countr:r would be able, in the light of the 

Y Pan American Union, Inter-American Economic and Social Council, 
Special Meeting at the Ministerial Level, Punta del Este, Minutes and Docu
ments (Washington, D. C., 1962): Draft Resolution by the Delegation of 
Chile, p . 550 ff. (in Spanish). 
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policies it was p1:xsuln~, to repay the credits that were being , granted 
or, i n some pror ,-·r~ tls, -.o tbe amount that the country has al.Teady borrowed. 
The C<"~tmt n - its0J :f:' cou~:1, of course, refuse to t ake up credits to which 
it was enti 1;led or could repay credits bef ore :rr.a.turity. 

l:ith r egard to the first point, the proposals now under consideration 
have assumed, virtually wit hout question, that. whe!l export s are below the 
average for, say, the three preceding years they can safel.y be assumed to 
be abnormally low so that compensation would be appropriate. Statistical 
experiments, covering the postwar period, recently made for a large number 
of primary ex!)6rti ng countries, suggest, however, that this is by no means 
generally the case. The fact that exports in any given year have been 
lower (or higher) than they were in preceding years is very often an 
indication of a doi;mward (or upward) trend which may well persist for some 
years to come. Export proceeds that seem low in relation to those of pre
ceding years may well appear in retrospect as rather favorable. It follows 
from this that automatic formulae based on past and current export data 
can, at best, yield only rat her unsatisfactory estimates of the true trend 
of exports. In the absence of foreknowledge of future exports, the least 
inaccurate estimate of the normal level in any given year is likely to be 
one that attributes a great weight to the exports of the year itself. Even 
·when this is done, however, the extent to which it is possible to adjust 
export proceeds by adding or subtracting compensato·ry receipts or repay
ments so as to bring them closer to their true norm or to reduce their 
instability is limited.]/ 

While great uncertainty must always attach to any attempt to estimate 
the mediurr~term trend or norm of exports, it is reasonable to assume that 
a better estimate could be made by the exercise of.judgment based on an 
analysis of the causal fa~tors at work than by any mathematical formula, 
however skillfully contrived, which is based on the mere statistical 
magnitude of current and previous exports. 

In regard to the second aspect of automatisre--the fact that credit 
is to be granted irrespective of the eeneral balance of payments situation 
or of the policies of the country receiving assistance--it is necessary to 
consider whether and to what extent suc:-i automatism already exists, or is 
desirable, within the Fund. 

1/ See J. Marcus Fleming, Rudolf Rhomberg, and lorette Boissonneault, 
"llicport Norms and their Role in Compensatory Financing" Part I Staff Papers, 
Vol. X (1963). 
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Compensatory Financing of Fluctuations in Exports 
of Primary Exporting Countries 

Report by the International Monetary Fund 

February 1963 

Introduction 

The United Nations Commission on International Commodity Trade, at 
its tenth session held in Rome in May 1962, "invited the International 
Monetary Fund) in the light of the discussion during the tenth session, 
and after consideration of the questions involved, to present, as soon 
as possible, a report as to whether and in what way the Fund might play 
an increased part in the compensatory financing of export fluctuations 
of primary exporting countries, and to keep the Technical Working Group l/ 
currently informed of the progress of its deliberations on the subject . ''-

The present report by the International Monetary Fund is presented 
in fulfillment of the invitation extended by the Commission. 

I. Previous Consideration of the Problem by the Fund 

In 1960, in response to an earlier request by the Commission on 
International Commodity Trade, the Fund prepared a study explaining its 
policies and procedures bearing on the compensatory financing of fluctuu-

2
/ 

tions in foreign exchange receipts from the export of primary commodities.
The main points in this study may be briefly summarized as follows: 

1. The provision of foreign exchange to Fund members to assist in 
the compensation of shor~term fluctuations in the balance of payments 
constitutes a legitimate use of Fund resources • .Among such fluctuations 
are some that arise primarily from variations in export prices and proceeds. 
However, in order that balance of payments deficits from this cause should 
be suitable for financing by the FundJ the member's policies must be such 
as to enable it, with the financial assistance it obtains from the Fund, to 
overcome its difficulties within a reasonably short period of time. 

1/ United Nations, Commission on International Commodity Trade, Report 
on the Tenth Session (E/CN.13/55, May 31, 1962), P• 41. . 

2/ "Fund Policies and Procedures in Relation to the Compensatory Financing 
of Commodity Fluctuations," Staff Papers, Vol. VIII (1960-61)., PP• 1-76. 



2. It would be neither practicable nor desirable to make the amount 
of such assistance dependent on any automatic formula, or to provide any 
separate form of Fund .assistance to deal with export fluctuations alone. 
The reasons for this are (a) that judgment is required to determine the 
extent to which export fluctuations require, and are suitable for, compensa
tory financing in the light of the balance of payments as a whole, and the 
extent to which any compensation required should be provided by inter
national transfers rather than by national reserve movements, and (b) that, 
if the Fund should give too much of its assistance automatically, its ability 
to influence countries toward the adoption of appropriate policies would 
be seriously impaired. · Requests for drawings for all purposes in accordance 
with the Articles of Agreement are, however, treated liberally if they are 
within the· gold tranche -or the first credit tranche. 

3. Fund q_uota:s (at the end of 1959) were considered adequate to 
provide for its p-:timary ex:porting rcembers a supplement to liquidity which, 
-in the majority of- ·cases, · should be sufficient, in conjunction with their 
own resources, to enable them to deal with payments problems created by 
short-term fluctuations :·in eXJ?orts or in receipts from abroad of the order 
experienced since World War II, provided they did their best to keep their 
incomes and costs adjusted to the longer-run changes in their external 
purchasing power. ~ 

4 • . There appeared (as of the same date) to be no reason why a short.
age of Fund resources . should be a factor limiting the amount of assistance 
that the Fund would otherwise consider it desirable to extend to its members. 

5. Consequently, it was _concluded that "members of the Fund that are 
taking appropriate steps to preserve internal financial stability and to 
maintain their balance of payments in equilibrium, taking good years with 
bad, and that are otherwise making satisfactory progress toward the fuliill
ment of the Fund's purpo_ses can anticipate with confidence that financing 
will be available from the _Fund which, in conjunction with a reasonable 
use of their own reserves, should be sufficient to enable them to overcome 
temporary payments difftculties arising from export fluctuations.",!/ 
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II. Suggestions for Increased Use of Fund Resources for Compensatory 
Financing 

Since the study summarized above was submitted to the United Nations 
in April 1960, the subject of compensatory financing has been actively 
considered within the framework of the United Nations (UN) and of the 
Organization of American States (OAS), in particular by the UN Committee 
of Experts which reported in January 1961,}./ and by the OAS Group of 
Experts which reported in April 1962.3./ 

In general, the international bodies in which the matter has been 
discussed have displayed understanding toward the Fund's policies on 
compensatory financing, as outlined above (including the restricted scope 
given to automatism in Fund transact:ions), and appreciation for the 
assistance which the Fund has been able to give under its present rules 
to primary exporting countries having export difficulties. However, 
certain suggestions have been made for changes in policy that would permit 
an enhanc ment of the Fund's role in compensatory financing. Moreover, it 
has been argued that, even if the Fund should make a reasonable degree of 
progress in the direction indicated, enough uncertainty would remain in the 
minds of governments as to their ability to draw on the Fund to justify 
the consideration of other possible international measures of compensatory 
financing. The suggestion has therefore been made that some new financial 
institution, separate from, though possibly affiliated with the Fund is 
needed to provide compensatory financing for export fluctuations in amounts, 
or of a kind, or with a degree of automatism that is either not practicable 
or not desirable for the Fund. In pursuance of this line of thought, the 
above mentioned UN Committee of Experts worked out schemes for a Develop
ment Insurance Fund, which have subsequently been elaborated by the UN 
Secretariat, whereas the scheme of the OAS Expert Group is on a loan basis. 

The following are the principal suggestions made by the UN and OAS 
Experts regarding the policies and practices of the Fund in the use of 
its own resources. 

l. Qualitative criteria for the use of Fund resources. The UN 
Corunission on International Commodity Trade, at its session of May l96l, 
"considered that it would be desirable if the Fund would study the question 

1/ United Nations, International Compensation for Fluctuations in 
Co~odity Trade (Report by a CoIJ1.mittee of Experts, E/CN. 13/4o, New York,1961). 

~/ Organization of .Arr.erican ?~8:~E?:s, __ -_Final Report of the Group of Experts 
on the Stabilization of Export Receipts (Washington, D.C., 1962). 



- 4 -

whether the present criteria for the use of its resources are fully adapted 
to circumstances in which payments difficulties arise mainly from fluctua
tions in primary product markets."Jj 

2. Stand-by or near stand-bys for compensatory financing. According 
to the Report of the UN Committee of Experts "Through the increased use of 
stand-by arrangements or consultative procedures,the Fund should aim to 
clarify with interested members the conditions which would assure that 
the full use of quota without waiver (Fund ·holding of 200 per cent 
of a member's currency) or even more will be readily grante~if it appears 
justifiable according to forecasts of commodity markets and other relevant 
considerations.":?;/ 

3. Extension of gold-tranche criterion to later tranches. The Report 
of the UN Committee of Exl)erts suggests that "In so far as drawings on the 
Fund are automatic, a countrJ whose export proceeds fall has reliable access 
to a source of compensatory financing. At present only 25 per cent of a 
member country's quota comes close to being automatically available. Any 
significant increase in this percentage which the Fund could institute 
would be a valuable step towards providing compensatory financing to meet 
the needs of primary producing countries when threatened with the adverse 
impact of a decline in export proceeds.'2/ 

4. Automatic compensatory drawing rights in first credit tranche. 
In Appendix II of the Report of the UN Committee of Experts, one of the 
Experts (M. L. Qureshi) suggested that "to offset fluctuations in the export 
proceeds of primary producing countries, compensatory drawings and repay
ments should be determined automatically by a formula. The fluctuations 
should be measured as a deviation from a trend which can be estimated on 
the basis' of a moving average of three preceding years. A shortfall in 
export proceeds in any year should entitle the country concerned to draw 
from the Fund automatically up to, say, an amount which causes the Fund's 
holdings of the country's currency to equal l25 per cent of its quota •••• 
Subsequently, when export proceeds are above the trend, the excess earn
ings should be used automatically to repay the earlier drawings."!/ From 
the context it appears that Mr. Qureshi had in mind full compensation of 
shortfalls as defined, up to the 125 per cent point, and subsequent repay
ment of the whole of any excess of export proceeds over trend. 

1/ United Nations, Commission on International Commodity Trade, Report 
of the Ninth Session (E/CN.13/42, May 1961), p. 21. 

£:.,/ UN Committee of Expertsj op. cit., P• 29. 

1/ ~-, p. 28. 

!±.I~-, P• 81. 



5. Automatic compensatory drawing rights additional to normal 
facilities. At the Special Meeting of the O~ganization of American 
States at Punta del Este in August 1961, Chile proposed that Fund members 
affected by declines in prices of important export commodities should 
be enabled to draw from the Fund in amounts determined by the magnitude 
of the price decline in question relative to the average price in the 
preceding three years and by the volume of exports affected. Drawings 
under these special arrangements would be repaid when prices rose above 
the average in the three preceding years. The ability of members to make 
ordinary drawings would not be affected by the amounts outstanding under 
these special arrangements._!/ 

III. Automatism in the Use of Fund Resources 

The proposals advanced, whether for new compensatocy financing 
institutions or for changes in the policies and practices of the Fund, 
are evidence that the assistance provided by the Fund under present 
policies is considered either insufficiently automatic in character or 
inadequate in amount to deal with the payments problems that arise from 
fluctuations in exports of primary exporting countries. The question of 
automatism of Fund operations is discussed in ·this section; that of the 
quantitative adequacy of members' access to the Fund, in Section IV. 

The type of automatism envisaged in the various proposals that have 
been put forward--automatism of the "export compensatory 11 rather than the 
11all purpose" type--has two principal features: 

1. A mathematical formula is used to determine whether, and to what 
extent, exports in a particular year are to be considered so abnormally 
low as to require compensation, or so abnormally high as to permit the 
repayment of compensation received previously. No judgment would be made 
by the lending agency, in the light of any other information that might 
be available, as to whether, in a particular situation, the formula yields 
a reasonable estimate of normal exports. 

2. The lending agency, whether the Fund or a new agency, would 
make credit available to a countcy without question whenever the formula 
pointed ·to a statistical ·justification on export grounds alone. No regard 
would be paid to the over-all balance of payments need for such credit, 
to the likel.ihood that .~h~ . country would be able, in the light of the 

1:/ Pan American Union; Inter-American Economic and Social Council, 
3pecial Meeting at the Ministerial Level, Punta del Este, Minutes and 
Documents (Washington, D. c., 1962): Draft Resolution by the Delegation 
of Chile, P• 550 ff. (in Spanish). 
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policies it was pursuing, to repay the credits that were being granted 
or, in some proposals, to the amount that the country has already borrowed. 
The country itself could., of course, refuse to take up credits to which 
it was entitled or could repay credits before maturitye 

With regard to the first point, the proposals now under consideration 
have assumed, virtually without question, that wben exports are below the 
average for, say, the three preceding years they can safely be assumed to 
be abnormally low so that compensation would be appropriate. Statistical 
experiments, covering the postwar period, recently made for a large number 
of primary ex~6rting countries, suggest, however, that this is by no means 
generally the case. The fact that eXJ.)orts in any given year have been 
lower (or higher) than they were in preceding years is very often an 
indication of a downward (or upward) trend which may well persist for some 
years to come. Export proceeds that seem low in relation to those of pre
ceding years may well appear in retrospect as rather favorable. It follows 
from this that automatic formulae based on past and current export data 
can, at best, yield only rather unsatisfactory estimates of the true trend 
of exp rts. In the absence of foreknowledge of future exports, the least 
inaccurate estimate of the normal level in any given year is likely to be 
one that attributes a great weight to the exports of the year itself. Even 
when this is done, however, the extent to which it is possible to adjust 
export proceeds by adding or subtracting compensatory receipts or repay
ments so as to bring them closer to their true norm or to reduce their 
instability is limited.];/ · 

While great uncertainty must always attach to any attempt to estimate 
the medium-term trend or norm of exports, it is reasonable to assume that 
a better estimate could be made by the exercise of judgment based on an 
analysis of the causal factors at work than by any mathematical formula, 
however skillfully contrived, which is based on the mere statistical 
magnitude of current and previous exports. 

In regard to the second aspect of automatism--the fact that credit 
is to be granted irrespective of the seneral balance of payments situation 
or of the policies of the country receiving assistance--it is necessary to 
consider whether and to what extent such automatism already exists, or is 
desirable, within the Fund. 

1/ See J. Marcus Fleming, Rudolf Rhomberg., and Lorette Boissonneault, 
"E..~ort Norms and their Role in Compensatory Financing" Part I Staff Pa:pers, 
Vol. X (1963). 
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Under present Fund policies "members are eiven the overwhelming 
benefit of the doubt in relation to requests for transactions within 
the 'eold tranche, t that is, for drawines which do not increase the 
Fund's holdings of the currency beyond an amount equal to the member's 
quota. The Fund's attitude to requests for transactions withi? the 
'first credit tranche'--that is, transactions which bring the Fund's 
holdings of a member's currency aqove 100 per cent but not above 125 
per cent of its quota--is a liberal one1 provided that the member itself' 
is making reasonable efforts to solve its problems. Requests for trans
actions beyond these limits require substantial justification. They are 
likely to be favorably received when the drawings or stand-by arrange
ments are intended to support a sound program aimed at establishing or 
ffiaintaining the enduring stability of the member's currency at a realistic 
rate of exchange."'];/ 

In the higher tranches, the Fund has therefore wished to be satisfied 
that a sound set of :policies is being follm•red. The Fund may have reached 
this conclusion before the question of a drawing arose, e.g. if it has a 
stand-by arrangement with the country in question. If such policies are 
being followed, no change in them would be needed to meet payments 
difficulties that are due solely to temporary situations in foreign 
markets, or to such factors as a temporary fluctuation in crops. The 
mere fact of a falling off in exports would not be taken as an indication 
that a corrective program was necessary or that the corrective program 
already envisaged should be intensified. On the other hand, a need for 
corrective policies might arise either because the decline in exports 
appeared to foreshadow a lasting weakening of the country's balance of 
payments or because (though the export decline itself might be purely 
temporary and self-correcting) the country's monetary and financial 
r,olicies were such as to l)rovoke, sooner or later., balance of r,ayments 
difficulties even under satisfactory export conditions. Recognition by 
the Fund of the need for corrective ~olicies in either of the two circum
stances outlined above does not mean that the Fund has seized the occasion 
of a reember country's financial plight to press for immediate adoption of 
the full range of what might be construed as "ideal" policies, for example., 
the elimination of all payments restrictions, the adoption of full currency 
convertibility at an effective par value, the abolition of all multiple 
rates, etc. Reference to the policies followed in regard to these matters 
by the many countries that are using the Fund in the second or higher credit 
tranches or that have stand-by arrangements permitting such use would dispel 
at once the notion of such an approach by the Fund. In accordance, however, 

];./ .Annual Report, 1962., page 31. 
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with the purposes set out in Article I of the Fund's Articles of Agreement, 
Fund assistance, at least beyond the GOld tranche, is not made available 
to any country that makes no effort to move toward the elimination of those 
aspects of its exchange and monetary policies which are detrimental to its 
own interests in the long run, and very often in the ~hort run as well. 

The eeneral case against providing compensatory credit without inquiry 
into general balance of payments need or into the policies of the country 
concerned has been argued at length in "Fund Policies and Procedures in 
Relation to the Compensatory Financing of Commodity Fluctuations 11,1/ and 
these arguments have not, in general, been challenged. As suggested by 
the UN Committee of Experts, a country exposed to export fluctuations might 
feel more secure if it had access to resources on which it could draw with
out having to satisfy any international organization or lending government 
as to the type of domestic or international economic policy it was pursuing. 
Moreover, it is possible that the availability of international credit on 
an automatic basis at tiKes when exports are low, and the necessity of 
repaying such credit at times when exports are high, would have some effect 
in inducing countries to attempt to keep their domestic expenditures and 
imports on an even keel, on the basis of reasonable expectations as to the 
medium-term trend of their exports and other receipts. These potential 
advantages, however, have to be weighed against the disadvantages of 
automatic credit geared to a single element in the balance of payments. 
In this connection it may be appropriate to mention two considerations 
in particular: 

J.. Even a statistically accurate determination that eXJ?orts in a 
particular year are below normal implies nothing at all as to the cause 
of the shortfall. The cause may be a decline in world demand or a crop 
failure brought about by a natural calamity. But the reason may also 
lie in domestic inflation, leading to increasingly overvalued exchange 
rates, government purchases for stockpile at prices above those prevailing 
in world markets, or other national :policies. Hhen declines in exports 
occur, a most careful consideration of their possible causes is needed in 
order to determine whether some of them may not be open to remedial action 
by the country itself, so as to prevent ex:port declines in the future if 
similar circumstances recur. 

Thus, while it is desirable that countries have access to financial 
means to compensate for fluctuations in ex:ports, it is not particularly 
desirable, and may be against the genuine interest of the country concerned, 

}/Op.cit. 
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that this finance should be provided automatically and without an explora
tion of the causes of the decline in ex·ports and the measures that might 
be taken to improve exports in the future. 

In this connection, it should be pointed out that the benefits which 
a country derives from reaching an understanding with the Fund as to the 
policies appropriate to its situation may extend beyond the financial 
assistance obtained from the Fund itself. In such circumstances agree
ment with the Fund is likely to strengthen opinion abroad and at home 
regarding the country's creditworthiness, and thus to facilitate the 
attraction of capital from other sources, official as well as private. 

2. The total amount of short-term credit made available to a country 
by one agency or under one arrangement cannot be totally divorced from the 
amount made available on similar terms by another agency or under another 
arrangement by the same agency. It would be shortsighted to think that 
a country would be fully justified in borrowing a relatively large amount 
on short-term to compensate for an export shortfall while totally dis
regarding the amount that it had already borrowed on short-term for other 
purposes. Prudent countries would themselves see to it that their total 
indebtednes·s did not exceed what they could reasonably expect to repay, 
and this would take into account all indebtedness of a similar character. 
It would seem to be dubious wisdom to set up the terms of lending of an 
international agency in such a manner as to put governments under internal 
pressure to borrow sums that they themselves might consider beyond the 
bounds of prudence. If there are sensible limitations on total short
term borrowing, these limitations should be taken into account not only 
by the borrowing country itself but also in the policies of the inter
national agency extending the credit. 

IV. Quantitative Adequacy of Drawing Facilities of the Fund 

The UN Committee of Experts responsible for producing International 
Compensation for Fluctuations in Commodity Trade calculated that 11~ out of 
46 primary producing countries experienced, over the years 1953-59, cumula
tive shortfalls of exports, when compared with average annual exports over 
the three preceding years, of such ~agnitude that to compensate them fully 
would have compelled them, after using up 125 per cent of their IMF quotas, 
to dip into their own reserves to an extent exceeding 30 per cent of re
serves at the end of 1959-1:/ 

"1:_/ UN Committee of Experts, op. cit., pp. 25-29. 
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The Experts did not offer an op1n1on as to whether these facilities, 
had they been available on an automatic basis, would have been adequate 
to meet, to a reasonable extent, the need for compensatory financing of 
export fluctuations. However, they pointed out that if only the 25 per 
cent of quota constituting the gold tranche had been made available by the 
Fund to meet the cumulative export shortfalls, over 20 of the countries 
concerned would have had to draw down their reserves by more than 30 per 
cent to achieve full compensation. These near-automatic facilities they 
implied, were insufficient; and even if a reasonable degree of :progress 
were made by the Fund in extending the automatism of drawings in many 
cases, the uncertainty of drawings would, they considered, offer a serious 
handicap to the object of continuity in development expenditure. 

In a UN Secretariat Study):/ it was calculated 

-- that for the average primary exporting member of the 
Fund the average shortfall in export earnings (compared 
with the mean of the :previous three years' exports) over 
the :period 1953-60 was approximately equal to half of its 
(1961) quota; but that in only half of the countries 
would drawings of up to 50 per cent of quota have sufficed 
to offset the average annual shortfall for years in which 
shortfalls occurred;:?:_/ and 

-- that if each primary exporting member had compensated 
100 per cent of its export shortfalls by drawing on the 
Fund and had used 60 per cent of export excesses for re
payment, up to a limit of cumulative net drawings of 50 
:per cent of quota, primary ex_porting members could have 
compensated in this way about one third of their total 
shortfalls.],/ 

The authors of the study made it clear that their calculations were 
not intended to reflect on, or measure, the adequacy of the Fund as a means 
of assisting member countries, since usually reserves and other sources 
of credit could also be drawn upon and since Fund drawings are not limited 
to 50 per cent of quota. 

lJ Consideration of Compensatory Financial Measures to Offset Fluctuations 
in the Export Income of Primary Producing Countries: Stabilization of Export 
Proceeds Through a Development Insurance F'und (EjCN.13/43, January 1962). 

E,/ ~ • ., PP• 46-48 (Table 10) and P• 49. 

J/ ~-., :P• 54. 
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The question of the quantitative ade~uacy of drawing facilities in 
the Fund to meet the needs for compensatory financing of export fluctua
tions is a diff_icult one, and no answer can be made to it without the 
help of many arbitrary suppositions. In arriving at these suppositions 
the following considerations are relevant: 

1. In the first place, as is generally recognized, Fund facilities 
are intended to be used in conjunction with national reserves, and other 
sources of finance. 

2. Again., account has to be taken of the fact that all these forms 
of international liquidity are required to meet payn:.ents deficits arising 
not only from export shortfalls but also from fluctuations in other items 
in the balance of payments, notably fluctuations in imports. These 
fluctuations in other items are, indeed, rather more important than export 
shortfalls in the causati~n of payments deficits. Moreover, reserves cannot 
safely be run down to zero even to meet the severest drains. On the other 
hand the various possible causes of deficit are unlikely to exercise their 
maximum effect simultaneously. 

3. In seeking to measure the probable need for compensatory financing 
of export shortfalls, it is impracticable to measure such shortfalls either 
from a five-year moving average centered on the middle year, as was done 
in "Fund Policies and Procedures in Relation to the Com_pensatory Financing 
of Commodity Fluctuations," and misleading to measure them from a moving 
average of the _preceding three years, as was done by the UN Experts and 
Secretariat and by the OAS Experts. As has been pointed out elsewhere,];/ 

· the five-year moving average centered on the current year, while it may 
be considered an "ideal" norm from which to measure export deviations., is 
not usable in practice since foreknowledge of the exports of future years 
is necessarily lacking. It would seem desirable, however.., that the 
"practical" norm :from which eX!)ort deviations are measured should be 
close to this "ideal" norm insofar as the latter can be :predicted on the 
basis of existing knowledge. Such a :prediction is perhaps best made by 
the exercise of judg~ent in the light of all relevant information. If, 
however) the :practical norm is defined by an automatic formula involving 
the exports of current and :previous years, statistical calculations show 
that the formula, if it is not to diverge unnecessarily from the ideal 
norm, must give considerable weight to the current year's eXJ?orts. More
over, as was argued in "Fund Policies and Procedures in Relation to the 
Compensatory Financing of Commodity Fluctuations," the compensation of 

Jj Fleming, Rhomberg., and Boissonneault, op. cit. 
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fluctuations should, in principle, be partial only. This implies that 
a target level of export avai~~ili.tiesl/ that is somewhat closer to 
actual exports than is the ideal norm be chosen. The result will be to 
increase still further the weight that should be given to the current 
year's exports in the calculation of the practical norm, or alternatively-
what amounts to the same thing--deviations of actual exports from the 
practical norm should themselves be compensated only in part. 

In Table 1 it is assumed that drawings on the Fund or drafts on 
national reserves will be made to cover two thirds of the shortfalls of 
actual exports with respect to a practical export norm defined as an 
average of exports in the present and two preceding years, with weights 
of 50 per cent given to the present year and 25 per cent to each of the 
two preceding years. It is assumed that two thirds of export surpluses 
with respect to this norm are used to repay drawings or reconstitute 
reserves. In order to ensure that countries with a downward long-term 
trend in exports do not indefinitely increase their claims on compensatory 
financing it is assumed that drawings are rep~d, or dra£ts on reserves 
are made good, in the fourth and fifth years of the drawing. In column 1 
of the table, the maximum net cumulative requirements for compensatory 
financing over the period l951-61 on these assumptions~/ are shown for 

· each primary exporting ·member of the Fund. 

Columns 2, 3, and 4 present three alternative measurements of the 
means presently available to meet the requirements set forth in column 
1. Column 2 shows one third of each country's potential external liquidity, 
defined as its unused potential drawing facilities with the Fund (through 
the fourth credit tranche) plus its gross reserves of gold and convertible 
currency, as of mid-l962. ~assumption underlying this column is that 
one third of external liquidity is approximately what can be used to meet 
export fluctuations, the remainder being required for basic reserves and 
for other types of payments deficits insofar as these coincide with export 
shortfalls. Column 3 shows one half of the excess of each country's 
potential external liquidity, as of mid-1962, over a presumed minimum 
reserve equal to the value of one month's imports at the l961 rate. 

l,/ That is, export proceeds adjusted for compensatory receipts and pay
ments. 

y The assumptions are the same as those underlying Scheme 24 in Table 5 
in the study by Fleming, Rhomberg, and Boissonneault, op. cit.--a scheme 
which yields export availabilities considerably closer to target and 
considerably smoother over time than those of Scheme l (the OAS Scheme) in 
that table . 

• 
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Column 4 gives each member country's Fund quota as of mid-1962. The 
assumption underlying column 4 is that each member would be in a position 
to use up to one half of its quota for the purpose of financing exp9rt 
fluctuations and would match this amount by an equal use of its own 
reserves, so that the combined use. of re.serves and IMF resources would 
amount to 100 per cent of quota. 

The _problem of the adequacy of Fund resources (in conjunction with 
national reserves) in meeting needs for the compensatory financing of 
export fluctuations is approached differently in columns 2 and 3 on the 
one hand, and column. 4 on the other. A comparison of column l _wi_th 
column 2 or :3 affords~ measure of the extent to which rrember countries 
might haye_ been able t~ reeet export fluctuations of a defined magnitude 
on the basis of their external liquidity as of a given mo~ent of time 
( viz., mid-1962). A comparison of column 1 with column 4 affords a 
measure of the extent to which member countries could meet such fluctua
tions on the basis of their normal drawing power in the Fund, starting 
from a position =1:n which drawings for the purpose of exr;ort compensation 
are zero and assuming that the member will have adequate independent 
reserves to use_ pari passu with drawings on the Fund. In all cases, the 
need for financing is meas~ed in .relation to the experience of a particular 
decade (1951-61) and on .the basis of specific assumptions regarding the 
degree of compensation. The comparisons of column 1 with columns 2 and 
3 would seem the more relevant when considering the need for adding to 
the resources available to countries for compensatory financing. The 
comparison with column 4 is the more relevant when considering the adequacy 
of the quotas of individual countries. 

It might be argued that parts of the reserves of some countries are 
virtually unusable, in that they are pledged against certain liabilities, 
or for other reasons. To some extent this factor is taken into account 
in the concept of minimum reserves underlying the calculations in columns 
2 and 3. However, since no allowance has been made for this factor in 
column 4, column 5 has been added to show the extent to which the compensa
tory financing of export fluctuations would be limited if countries' use 
of external liquidity for this purpose were to be limited to 50 per cent 
of Fund quotas--a rather extreme assumption in most cases. 
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The differences between the alternative measures of the means 
available for compensatory financing of export fluctuations shown in 
columns 2) 3, 4, and 5, and the computed requirements for such financing 
shown in column 1, are set forth in columns 6, 7, 8, and 9, respectively. 
It is noteworthy that the incidence of 11rninus 11 signs in columns 6 and 7 
is almost identical. One third of external liquidity as of mid-1962 
would have been inadequate to cover maximum compensatory requirements 
of only 9 countries out of 47. One half of the excess of such liquidity 
over one month's imports would have been similarly inadequate in 8 of 
the same 9 countries. A limitation of financing to 100 per cent of quota 
as shown in column 8 would again have restricted eXl)ort com:pensation in 
only 9 countries. Since these groups partially overlap, 16 member 
countries would have been limited by ohe or the other criterion. The 
more stringent limitation of financing to 50 per cent of quota, 
illustrated in columns 5 and 9, would result in "minus" signs in 9 
countries in addition to those referred to above. In view of the 
necessarily somewhat arbitrary nature of the criteria employed in these 
calculations, and their uniform application to all countries regardless 
of special circumstances, the results for individual countries should 
not be taken too seriously. The calculations do, however, yield a 
general impression of the magnitude of the problem. 

In a few countries with declining medium-term trends over the 
1951-61 period limitation of the finance available for automatic 
compensation over that period would probably have exercised a beneficial 
effect through limiting the need for repayment at times when exports 
were low in relation to trend. 
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V. Canel us ions: J?und Action in Connecti~ wi tl: Export Euctuations 

lo The financinB of deficits arising out of export shortfalls, notably 
those of primary exporting member countries, has always been regarded as a 
legitimate reason for the use of Fund resources, which have been drawn on 
frequently for this purpose. The Fund believes that such financing helps 
these members to continue their efforts to adopt adequate measures toward 
the solution of their financial problems and to avoid the use of trade and 
exchange restrictions to deal ·with balance of payments problems, and that 
this enables these members to pursue their programs of economic development 
with greater effectiveness. 

2o In order to ensure the maximum effectiveness for its support to 
members, in particular primary exporting members, that are faced. with 
fluctuations in export proceed.s, the Fund is taking the action set forth 
below~ 

3~ The quotas of m·ny primary exporting countries, taken in conjunction 
with a reasonable use of their own reserves, are a-~ present adequate for 
dealing with export fluctuations such as have occurred during the past 
decade. In those instances, however, where adjustment of the quotas of 
certain prirr.ary exporting countriesJ and in particular of countries with 
relatively small quotas, would be appropriate to make them more adequate 
in the light of fluctuations in export proceeds and other relevant criteria, 
the Fund is willing to give sympathetic consideration to requests for such 
adjustmento 

4. Members receiving increased quotas will be obliged to subscribe 
one quarter of the increase in golda In certain circumstances this pay
ment may be reduced under Article III, Section 4 of the Articles of Agree
ment. The burden of the gold payment can also be eased by a special draw
ing or by the member's acceptance of the quota increase in installments . 

B. Drawing pog9es 

5. Under the present policies and practices on the use of Fund re
sources, any meniber is given the overwhelming benefit of the doubt in 
relation to requests for transactions within the gold tranche, and .the 
Fundts attitude to requests for transactions within the first ·credtt 
tranche is a liberal one provided the member itself is making reasonable 
efforts to solve its problems. In the higher credit tranches too, where 



a member's policies are consistent with Fund policies and practices on 
tLc use of Fund resources in these tranches, the Fund gives assistance, 
en a substantial scale, toward meeting temporary payments deficits, in
cluding deficits arising out of export shortfalls~ The policies and 
:practices of the Fund on drawings and stand-by arrangements have been 
developed in order to help members to meet more effectively their temporary 
balance of payments difficulties and to give them the time to introduce, 
where necessary, policies aimed at restoring external and internal 
equilibrium. Fund assistance in accordance with these policies and 
practices has made an effective contribution to the solution of the 
diff~culties of these mem~ers and the achievement of equilibrium. It 
has often led, moreover, to the provision of further resources from public 
and p:rivate sources for meeting immediate and longer-term needs. In the 
application of its policies and practices governing the use of its resources, 
the Fund's attitude has been a flexible one, and account has been taken of 
special difficulties facing members. 

6. The Fund has reviewed its policies to determine how it could ~ore 
readily assist members, particularly primary exporters, encountering pay
ments difficulties produced by temporary export shortfalls, and has decided 
that such members can ex~2ct that their requests for drawings will be met 
where the Fund is satisfied that 

(a) the shortfall is of a short-term character and 
is largely attributable to circumstances beyond 
the control of the member; and 

(b) . the member will cooperate with the Fund in an 
effort to find, where required, appropriate 
solutions for its balance of payments difficulties. 

The areount of drawings outstanding under this decision will not normally 
exceed 25 per cent of the member's quota, and the drawings will be subject 
to the Fund's established policies and practices on repurchase. When draw
ings are made under this decision, the Fund will so indicate in an appropriate 
manner. 

7. In order to implement the Fund's policies in connection with com
:pensa.tory financing of export shortfalls, the Fund will be prepared to waive 
the limit on Fund holdings of 200 per cent of quota where appropriate. In 
particular, the Fund will be prepared to waive this limit (a) where a 
waiver is necessary to permit compensatory drawings to be made under 
paragraphs 5. and 60 above, or (b) to the extent that drawings in accordance 
wi.th paragraph 6. are still outstanding. 
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Whenever the Fund's holdings of a merr..ber's currency resulting from 
an outsta1:1ding compensatory drawing are reduced, by the member's repurchase 
or otherwise, this will restore pro tanto the member's facility to make a 
further compensatory drawing under this decision, should the need arise. 

80 In order to identify more clearly what are to be regarded as 
export shortfalls of a short-term character, the Fund, in conjunction with 
the member concerned, will seek to establish reasonable estimates regarding 
the mediure-term trend of the member's exports on the basis of appropriate 
statistical data in conjunction with qualitative information about its 
export prospects. 

9. The provision of credit to deal with the balance of payments 
effects of export fluctuations provides i:rnmediate relief for a country's 
short-term difficulties. In many cases, however, it will also be necessary 
to introduce measures of a policy character in order to attain a satisfactory 
and la,..ting solution to a country's balance of payments problems. Members 
eenerally have actively cooperated with the Fund to find and adopt the 
measures necessary to this endl) Beyond illiilediate balance of payments 
difficulties, the primary exporting countries are, in many instances, 
facing unfavor~ble long-term export trends, and all are trying to meet 
the challenge of achieving_ more rapid and sustained development through 
a strengthening and broadening of their economies. The last mentioned 
problem will require action in many fields and over many years by both 
t~e primary exporting countries and the industrial countries, separately 
and in concert, including readier access to the markets of the developed 
countries for the products of the developing countries and an appropriate 
~nd sustained flow of technical and financial assistance to the developing 
countries. The Fund considers that its activities can provide valuable 
assistance in helping to es \ablish a climate within which longer-term 
measures can be more effectively pursued. 
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Table 1. Adequacy of External. Liquidity to Finance Fluctuations in Exports of Some Fund Members 

(In millions of U.S. dollars) 

Maximum Financial Excesses or Deficiencies (-) in Avail.-
Requirements Assumed Limits of Finance Available able Financ~ 
Indicated by One third One bal.:f of ex- One ba1f Column 2 Column 3 Column 4 Col.umn 5 

1951.-61 of external cess external Fund of Fund minus minus minus minus 
Member Experience.!/ liquidityg/ liquidity.JI Q;oota'!!J Quota'!!/ column 1 column 1 colunm 1 column 4 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

Argentina 192.3 101.3 91.2 280.o 140.o -91..0 -101.1 87.7 . -52.3 
Bolivia 1.8.8 9.1. 10.4 22.5 ll.2 -9.7 -8.4 3.7 -1.6 
Brazil 1.30.8 206.6 249.2 280.0 140.o 75.8 llB.4 149.2 9.2 
Burma 20.5 56.5 75.7 30.0 15.0 36.0 55.2 9.5 -5-5 
Ceylon 25.8 42.6 49.0 45.0 22.5 l.6.8 23.2 19.2 -3.3 
Chile 54.8 35.0 28.o 100.0 50.0 -19.8 -26.8 45.2 -4.8 
Colombia 79.5 66.7 76.8 100.0 50.0 -12.8 -2.7 20.5 -29-5 
Costa Rica 5.8 10.0 10.6 1.5.0 7.5 4.2 4.8 9.2 1.7 
Cyprus 4.5 22.9 29.6 ll.2 5.6 1.8.4 25.1. 6.7 1.1 
Dominican Republic 8.3 n.9 14.5 15.0 7.5 3.6 6.2 6.7 -0.8 
Ecuador 5.8 13.8 15.9 15.0 7~5 . 8.o 10.1 9.2 1..7 
El Salvador 7.8 15.4 1.8.6 ll.~ 5.6 7.6 10.8 3.4 -2.2 
Ethiopia 4.7 . 29.6 40.6 13. 6.@ 24.9 35.9 8.5 1.9 
Ghana 21.8 75.4 96.8 35.0 · 17.5 53.6 75.0 13.2 -4.3 
Greece 12.3 l.l.6.7 145.3 w.o 30.0 104.4 133.0 47.7 17.7 
Guatemala 5.7 22.5 28.2 15.0 7.5 16.8 22.5 9.3 1.8 
Haiti 7.3 5.3 6.6 ll.2 5.6 -2.0 -0.7 3.9 -1.7 
Honduras 7.0 7.9 8~8 ll.2 5.6 0.9 l..8 . 4.2 -1.4 
Ind1.a. 148.o 305.6 368.2 6oo.o 300.0 157.6 220.2 452.0 152.0 
Indonesia 135.0 89.9 101.8 l.65~0 82.5 -45.1 -33.2 30.0 -52.5 
Iran 289.7 . 96.4 n9.6 70.0 35.0 -193.3 -rro.1 -219.7 -254.7 
Iraq 54.7 56.0 67.1 15.&' · 7-~ 1.3 12.4 -39.7 -47.2 
Jordan 2.7 20.8 26.4 8. 4. 5 1.8.1 23.7 5.3 1.3 
Korea 8.l. 72.5 96.2 1.8.8 9.4 64.4 88.1 10.7 1.3 
Lebanon 3.3 64.1 81..8 6.8 I 3-~ 

€,().8 78.5 3.5 0.1 
Libya 1.7 36.3 48.2 n.i 5. 5 34.6 46.5 9.3 3.8 
Ma.leya 246.o 290.1 404.8 32. 16.@ 44.l. 158.8 -213.5 -229.8 
Mexico €,().2 1.85.6 231.l 1.8o.o 90.0 125.4 .i70.9 n9.8 29.8 
Morocco 2.8 81.2 103.2 52.5 26.2 78.4 100.4 49.7 23.4 
Nicaragua. 3.4 12.9 16.2 ll.2 5.6 9.5 12.8 7.8 2.2 
Nigeria 15.8 80.o 94.1 50.0 25.0 64.2 78.3 34.2 9.2 
Pakistan l.43.0 142.1 1.86.4 150.0 75.0 -0.9 43.4 7.0 -68.o 
Panama 1.8 10.3 9.4 0.5 0.2 8.5 7.6 -1..3 -l..6 
Paraguay 4.o 5.0 5.9 ll.~ 5.6 1.0 1.9 7.2 1.6 
Peru n.o 42.2 43.8 32. 5 l.6.@ 31.2 32.8 21.5 5.2 
Philippines 15.2 46.7 40.l. 75.0 37.5 31.5 24.9 59.8 22.3 
Saudi Arabia 4.2 n4.3 158.9 55.0 27.5 110.1 154.7 50.8 23.3 
Sudan 32.8 63.9 86.1 15.0 7.5 31.1 53.3 -17.8 -25-3 
Syrian Arab Republic 28.2 9.2 6.7 15.0 7.5 -19.0 -21.5 -13.2 -20.7 
Thailand 24.8 .i75.7 243.4 45.0 22.~ 150.9 21.8.6 20.2 -2.3 
Tunisia 1.8.8 30.3 36.6 l.8.y./ 9. 5 n.5 17.8 -0.5 -9.6 
Turkey 51.3 85.9 107.6 86.o 43.0 34.6 56.3 34.7 -8.3 
United Arab Republic 77.8 77.9 89.3 90.0 45.0 0.1 n.5 12.2 -32.8 
Uruguay w.3 82.8 n5.6 30.0 15.0 22.5 55.3 -30.3 -45.3 
Venezuela 0 229.5 295.9 150.~ 75.0 / 229.5 295.9 150.0 75.0 
Viet-Nam 34.7 €,().4 ao.o 1.8. 5 9.~ 25.7 45.3 -l.6.2 -25.5 
Yugoslavia ----2.!2 ~ ~ ~ ~ ---2:W -----1.!2 ~ -2.!!2 

Total. 2,101.8 3,453.1 4,276.8 3,203.3 1,€,()1.4 1,351.3 2,175.0 1,101.5 -500.4 

}j As described on page 12 of the text. 
y A cowitry's external liquidity is defined as its gross gold and convertible foreign exchange reserves plus its total tranche position 

with the IMF. Figures given are for mid-l.962. A cotmtry's total tranche position with the IMF is the amount that it could still draw, as 
of a given date, if its justification were sufficient, without increasing the Fund's holdings of its currency above 200 per cent of its quota. 
~/ Excess externe.l. liquidity (as of mid-1962) is defined as external liquidity (described in footnote 2) less average monthly imports {for 

l. 1). 
4/ Quotas g1 ven are for mid-}962. 
]/ Quotas to be increased by annual. installments, as follows: Ethiopia to $15 million by September 1963; Jordan to $ll.25 million by 

July 1964; Libya to $15 million by September 1963; Mala.Ya to $37.5 million by October 1963; Peru to $37.5 million by September 1963; 
Tunisia to $22.5 million by ~ 1964; and Viet-Nam to $22.5 million by November 1963. 
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January 11, 1963 

Compensatory Financing 

Substitute for Paragraphs (5) and (6 ) 

(5) Under the present policies and practices on the use of Fund 

resources, 8X1Y member is given the overwhelming benefit of the doubt in 

relation to requests for transactions in the gold tranche, and the Fund's 

attitude to requests for transactions within the first credit tranche is 

a liberal one provided the member itself is making reasonable efforts to 

solve its problems. In the higher credit tranches too, where a member's 

policies are consistent with Fund policies and practices on the use of 

Fund resources in these tranches, the Fund gives assistance, on a substan

tial scale, towards meeting temporary payments deficits, including deficits 

arising out of export shortfallso 

The policies and practices of the Fund on drawings and stand-by 

arrangements have been developed in order to help members meet their tempo

rary balance of payments difficulties and give them the time to formulate 

and adopt policies aimed at maintaining or restoring external and internal 

equilibrium. Members have found that Fund assistance in accordance with 

these policies and practices has been an effective contribution to the 

solution or their difficulties and the achievement of equilibrium. It has 

often led, moreover, to the provision of further resources from public and 

private sources for meeting immediate and longer-tenn needs~ In the appli

cation of its policies and practices governing the use of its resources 
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l. COMPENSATORY FINANCING OF EXPORT FLUCTUATIONS - FUND REPORT TO CICT 

The Executive Board resumed informal discussion of a revised draft 
Fund report to the CICT on compensatory financing of export fluctuations 
(SM/62/94, Rev. 1, 11/27/62, and Cor. l; 11/28/62). 

Mr. Klein pointed out that in order to find the right solution to the 
problem before the Board and find the right wording for this solution, it 
was necessary to know what exactly was wanted. He would say that the 
thoughtful staff paper still showed the mark of the hesitancy with which 
everyone had started on this problem. The previous informal discussion 
had, it seemed to him, considerably contributed to a clarification of the 
Board's thoughts. Yet, on the basis of his own state of mind, he would 
say that some confusion still existed in that the Board was perhaps hoping 
to attain through this scheme several effects which might vrell be incompat
ible with one another. 

Mr. Klein wished first to state that he believed it to be an enormous 
improvement that the revised paper so clearly brought out that there were 
fundamental difficulties at present connected with trade between the two 
greatest industrial centers of the world, the European and the American, and 
the so-called primary exporting countries. He had admired the diplomatic 
elegance with which Mr. WaHzenegger and Mr. Hanemann had referred to the 
passages of the paper as being incomplete, maintaining that for that reason 
they should be dropped. He would ask them very warmly to let these passages 
stand and even to strengthen them by their support. That these difficulties 
existed was a fact . That they had a considerable bearing on the repercus
sions of short-terrn fluctuations of exports he hoped to show presently. He 
was far from blaming any country in particular for these difficulties. They 
were the result of fears, of prejudices or beliefs, of sectorial interests, 
of political expedi ency, and of historical trends. They were at present 
undoubtedly a source of maladjustment within the community of nations. The 
fact was that the world at large had been brought into contact with the West, 
through Western initiative. The outer world now wanted to live Western style 
and it could do this only by strengthening its ties with the great industrial 
markets, channelling toward its countries a steadily increasing stream of 
goods, especially capital goods from the industrial nations, which were 
quite happy to sell them such goods--among other reasons because it helped 
them maintain a high degree of employment--but could not make up their minds 
to let them pay for them with their products. 

A very similar situation, Mr. Klein observed, prevailed during the inter- .· 
war period with respect to the United States. It was then so ofte~ and 
insistently repeated that in the longer run the world could only buy in the 
United States to the extent the United States was prepared to buy from the 
rest of the world or to give its surplus away, that a deep change of mind 
came about in this country, which in a move of unparalleled generosity 
decided to give away huge amounts of its produc~s, and if some market inter
ference was still being practiced, there ·was good hope that this would 
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eventually become a thing ·f the past. It was an illusion to believe that 
a group of countries could pay for with money what t hJy were not allowed 
to pay for in kind, or that by actively trading among themselves they could 
produce the money needed to pay the Western markets. There was, therefore, 
a good deal of intrinsic logic in the DIF scheme, which the Board was not 
considering, with its periodic cancellation of unpaid balances. Mr. Klein 
said he readily agreed with other Directors that most enumerations of 
measures needed to overcome these maladjustments were likely to be incom
plete. He had no difficulty in admitting that the solution could only be 
reached by concerted action from both sides, that countries which did not 
lose faith in their export production, like Australia and New Zealand, but 
on the contrary expanded it (though perhaps reassured by their strong link 
with their main foreign market where no restrictions existed), had fared 
much better than others who let themselves be scared into neglecting this 
sector. Yet all knew what was meant. He believed that everyone was in 
agreement that the aim was a closely and spontaneously cooperating world, 
knit together by a tight network of equilibrating trade currents . He asked 
the other Directors to consider that, while the economic initiative belonged 
largely to those markets where techniques had advanced fastest, the burden of 
adjustment, calling for recurrent painful and frustrating self-restrictive 
measures, devolved upon the so-called primary exporting countries, a burden 
which was the heavier the less intimate were the links of a country with 
its foreign markets, the less assured a country could be of their mainte
nance, let alone expansion. An example was the case of Chile when its 
market for saltpeter shrank drastically because fertilizers could be 
produced more economically by chemical reactions. Chile could not do any
thing about this. She could not speedily put some other product on the 
market to make up the loss. The initiative had to come from the industrial 
world, and in the meantime the burden of adjustment could not be dodged by 
Chile. 

This situation, Mr. Klein said, again had its effects in the field of 
short-term export fluctuations. The less certain the market, the more 
would any additional, even though temporary, deficiency be felt. Whatever 
its cause, private finance would be less ready to help out if the long-term 
prospects were dim. Here, the Fund might play an important role. And if 
it was known that the Fund would contribute to bridge the gap, private 
finance might perhaps be more willing to venture forth in its turn. 

It seemed to Mr. Klein that the proposed scheme had certain objective 
or factual aims and certain psychological aims. The factual aim was, of 
course, to help countries to overcome difficulties arising from these 
short-term export fluctuations. The country would cover the deficiency 
partly with past surpluses in the shape of accumulated reserves and partly 
with future surpluses anticipated by the Fund, since the drawings were to 
be repaid. It was an important feature of the scheme of far-reaching 
psychological implications that countries could feel that they were facing 
their difficulties with their own means and were not depending on charity 
nor taking from the rich--as some saw it--a small fraction of what the rich 
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had taken formerly from them. Whet her these fluctuations had been brought 
about by mistaken policies pursued by the country, was in his opinion 
irrelevant. The important thing was whether the country was willing to 
follow in the future policies aimed at minimizing the effects of the 
fluctuations inasmuch as this was within the power of the country. This, 
in his view, was very important because it would be decisive for the 
attitude of private finance. What the Fund could do in the field of bal
ance of payments compensation was very limited and needed the complement 
of private capital flows. 

It would seem, Mr. Klein said, that the facile compensation of export 
shortfalls might not always be a blessing. On page 13 of the revised draft 
report he had found a reference which seemed to purport that in certain 
cases, like that of Bolivia and Pakistan, generous automatic compensation 
payments at a certain time during the last decade would have aggravated 
the difficulties of later years, when repayments falling due would have 
to be met with still diminishing export proceeds. This showed very clearly 
that the short-term fluctm. .. t ions to be financed had to be assessed with due 
regard to the over-all situatj_on, present and prospec ~ive. A case in point 
was that of Argentina in 1961. A very sharp fall in wheat exports, the 
crop having been practically lost owing to a severe drought, had coincided 
with an exceptionally high import bill in the wake of an internal. credit 
eA1;>ansion, consisti ng to a great extent of capital goods with short-term 
finance. There was a considerable amount of capital flight. Drawings 
against the Fund were in the third credit tranche. The export shortfall 
accentuated the payments difficulties and added greatly to the hardships 
in 1962 by hardening the attitude of foreign private creditors wi'th their 
Argentine debtors. The discharge of this debt led to a concentrated demand 
in the exchange market. The peso dropped more than the increased internal 
cost level would have warranted. This export shortfall was therefore most 
unfortunate. 

Yet, Mr. Klein continued, had an automatic compensation credit been 
available, this might have served to extend the period of money expansion 
for another few months. Considering the prevailing circumstances, this 
would have been most likely to happen. The compensatory credit would then 
have financed an additional volume of flight capital. In this way, the 
country might have found itself in a situation no better than the present 
one, yet with a higher foreign debt. Under what conditions might such 
compensatory financing have changed the state of confidence? In Argentina, 
confidence was shaken by a number of largely noneconomical factors. He 
believed experience showed that for financial assistance to change of its 
own accord a shaky state of confidence, it had to be very massive. A 
moderate measure of financial assistance seemed to be effective mainly 
inasmuch as it was backing decisive government action. If, in addition to 
the currently negotiated s~.and-by, a compensatory ere di t tranche had been 
available--assuming furthe r more political tranquility--a successful sta
bilization program might have been carried out. Capital flight might have 
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been stopped earlier, Argentine debtors might have found easier accom
modation abroad, and the peso might not have dropped to the present level. 
But all such outcomes were, of course, just guesses. He mentioned them 
because they very tellingly showed how important it was to assess each 
situation by its particular merits. 

Turning to the various psychological effects of the proposed scheme, 
Mr. Klein noted that among a group of primary exporting nations the ques
tion of export proceeds was heavily charged with political emotion. This 
was the combined effect of their relatively passive position in the export 
markets and the fact that their staple export frequently had been and still 
was handled by foreign concerns. It was very important to avoid that 
excessive hopes connected with the scheme should give way to deep dis
appointment. For this reason, it was important that the very limited scope 
of compensatory financing for short-term fluctuations, which the staff had 
mentioned in the paper, should be very clear to all concerned. 

Then, Mr. Klein observed, reference could be made to a general psycho
logical effect if the impression could be conveyed that short-term fluctua
tions in the prices of raw materials no longer needed to be a cause for 
worry. This might induce bankers and financiers all over the world to be 
more forthcoming in the case of such fluctuations, which again could have 
a general stabilizing effect on world trade. But such generalized confi
dence seemed to be dependent upon the financing being completely automatic, 
which in many instances, he believed, would not be in the interest of the 
countries financed. 

There was also the question of the position of the Fund, Mr. Klein 
continued. Owing to the conscientiousness with which the Fund had gone 
into the details of the difficulties of the countries asking for its 
assistance, the Fund was now enjoying great authority, which was sometimes 
burdensome to carry. A country's agreement with the Fund had turned out 
more than once to be the decisive consideration which would lead govern
ments and bankers to come ·to the assistance of that country. Yet the Fund 
itself was sometimes subject to considerable pressure, not always illegit
imate pressure, to help countries whose policies did not measure up to 
strict standards but who believed that they were justified in taking a 
less sound line, perhaps because the government believed that it had not 
the material power to do better or because the right policies were thought 
to entail grave social risks, or for other similar reasons. Mr. Dale, 
making a grouping of different cases which might come to the Fund in quest 
of compensatory finance, had perhaps referred to such situations in what 
he had termed "Case C." It was not always easy to remain firm in the face 
of such arguments, especially if the difficulties appeared to be attrib
utable or to have been aggravated by external events for which the country 
or its government could not be held responsible. And, if the Fund's real
istic standards were being respected and appreciated by some, they were 
resented by others who had created the image of a narrow-minded Fund which 
imposed checks on growth and development for the sake of a stability fetish. 
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There was a natural desire to build up, as Mr. Garland had put it, the 
image of a more positive and responsive Fund. 

It might seem, Mr. Klein added, that a scheme of automatic compensatory 
finance could be an expedient way out. It would allow the Fund to grant 
aid irrespective of the policies which the assisted country proposed to 
follow, yet without the Fund lowering its own standards, which in this case 
would simply not come into play. He had not found it easy to make up his 
mind in the face of this tricky question. He believed, however, that this 
way out was not good enough. He believed that the Fund could not suffer a 
country to assume an addit ~.onal debt for no purpose and with no benefit, 
as would frequently be the case if the borrow'ing was :-_ot followed by sound 
policies in the use of the loan. By now the Fund was so well apprised of 
the financial conditions in practically all the countries of the world, 
that it could not be altogether unaware when a transaction was not in the 
interest of the country. 

For the reasons given, Mr. Klein said he was in general agreement with 
the conclusions set forth in the staff paper. The most important of these 
was contained in paragraph (3)(b). Mr. Waftzenegger had suggested that 
additional compensatory finance could be granted, without making conditions 
tighter, in the case of a country which had already drawn against the Fund 
and was carrying out the policies agreed upon. Mr. Klein believed that 
this was an acceptable criterion and that the Fund would do this in most 
of the cases without need of a special general decision when the policies 
of the country were considered in general satisfactory. But this should 
not apply to cases where the policy pursued could not be called sound. 
Consequently, the first part of the paragraph had to remain at least as 
drafted by the staff. It was evidently essential that the country should 
concur with positive action to the solution of its problems. He had also 
felt in SY1npathy wi th Mr. Lieftinck's careful alternative drafting of this 
paragraph. But, while he believed that in general the Fund should see to 
it that a country which had been helped tried to "adjust its total expen
ditures to the longer-run changes in its available resources," Mr. Klein 
thought that while such a policy might be applied in practice, it might 
not be wise to fix it for the time being in so many express and consequently 
limiting words. He felt much the same way as Mr. Garland, and believed that 
this new field should be approached in a spirit of careful experimentation, 
allowing experience to shape the Fund's policies. He believed that Mr. Lief
tinck's concept was covered by the wider and looser wording of the staff's 
draft. · For the same reason, Mr. Klein said that, wh~le he was in complete 
agreement with the general considerations which Mr. Reina had made at the 
previous session, he did not think that it would be advisable to try to 
define in the abstract the different situations in which countries in quest 
of assistance might find themselves and to lay down distinctive rules in 
order to deal with each of them. In the same way he had found the group
ings of cases made by Mr. Dale most helpful, but he would not go along, 
for the moment at least, with an attempt to distinguish, within an export 
shortfall, that part which was due to what Continental law would call 
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force majeure and that other _part which was the doing or undoing of the 
country, the first being compensable and the second not. Indeed, in 
ordinary Fund transactions, the Fund had more often than not helped coun
tries to overcome the consequences of their own mistaken policies, without 
asking more of them than a pledge to follow in future a safer course. 

While he therefore believed that the present wording of conclusion 
(3)(b) served its purpose, Mr . Klein said he understood that because of 
the public relations aspects referred to by several Directors, especially 
Mr. Dale and Mr. Garland, something more positive should be said about the 
additional resources which the Fund would employ in financings under a com
pensatory scheme. And while he believed that it would serve no purpose to 
limit such financing to one credit tranche, he thought the Board might 
perhaps say that these transactions should not for the time being push the 
Fund's total holdings of auy one currency beyond the 225 per cent of quota 
mark. It might also be sai d, as Mr. Waftzenegger haJ mentioned, that when 
the Fund was satisfied that the country was making reasonable efforts to 
solve its problems, the loan might be granted "within the framework of the 
Fund's current arrangements with the country, 11 that is, without making the 
conditions more severe, provided that in the considered judgment of the 
Board the circumst ances of the case warranted such treatment. 

Mr. Klein also said he agreed with other speakers that the last sentence 
of conclusion (4) and the two last sentences of conclusion (5) should be 
deleted, and he found that inverting the order of the paragraphs thus 
shortened would make for clearer exposition of the Board's thoughts. He 
would retain conclusion (1) as it stood. 

Mr. Klein then proposed consideration of the following redraft of con
clusions (2), (3), (4) and (5): 

(2) The provision of foreign exchange to its members to enable 
them to finance export fluctuations constitutes a legitimate use of 
Fund's resources, and they have been drawn on frequently for this 
purpose. The quotas of many countries, taken in conjunction with the 
reasonable use of their own reserves, are at present adequate for 
dealing with such export fluctuations as have occurred during the 
past decade, and there is room for members to make an increased use 
of the Fund for financing balance of payments deficits arising from 
export shortfalls. Where necessary, therefore, increased use could 
be made of the Fund's resources within the framework of the present 
Fund's policies, for instance by a more extensive use of stand-by 
arrangements. 

(3) Members may be given further assurance that their needs 
in regard to compensatory financing will be more amply taken care 
of by the following developments. 
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(a) The Fund is now examining the quotas of the 
primary producing countries with relatively small quotas, 
in order to determine whether adjustment would be warranted 
considering the various functions which quotas serve and 
could make them more adequate to meet the country's needs in 
connection with export fluctuations as well as other balance 
of payments fluctuations. 

(b) The Fund's attitudes towards requests for drawings 
that are related to payments difficulties attributable to 
causes beyond the control of the member will be a liberal 
one, provided that the member itself is making reasonable 
efforts to solve its problems. For this purpose the Fund 
will be prepared, in individual cases, and especially in the 
case of temporary export shortfalls, to increase the resources 
made available to a country within the framework of its current 
arrangements with this country and to waive, if necessary, the 
20Cfl/o limit to its holding of any one currency (up to the limit 
of a further credit tranche), if in the judgment of the Board 
the circumstances of the case warrant such policies. 

(4) The Fund has given extensive consideration to proposals for 
automatic compensation of export fluctuations on the basis of a sta
tistical criterion of export shortfalls related to export values for 
recent years. It concludes that the compensation that can appropriately 
be achieved in this manner is distinctly limited and that it may well 
be against a country's 6enuine interest if automatic finance is pro
vided without an exploration of the causes of the Jecline in a country's 
exports and the measures to be taken to improve exports in the future. 

(5) Increased action by the Fund in the field of compensatory 
financing, whatever its form, will channel additional resources to the 
primary exporting countries on a temporary basis. Any other arrange
ment to provide additional resources on a loan basis would inevitably 
be similar in many respects to Fund drawings and repurchases. It 
would, therefore, in the opinion of the Fund, be preferable to provide 
such additional resources through the Fund, to ensure coordinated, 
expeditious and consistent action. 

Mr. Anjaria observed that a great deal of ground had already been covered 
by other speakers, and he was happy to note that there now appeared to be a 
certain consensus of approach and opinion. He welcomed the more positive 
and constructive line taken in the new draft as compared with the earlier 
one. He agreed with the presentation of the analysis and broadly with the 
conclusions. Obviously, the main conclusion was that Fund policy had been 
evolving over the last· few years and that a further adaptation of it was 
envisaged in the light of the problem as now seen. His first suggestion 
would be that the report should indicate more clearly the adaptation that 
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had already taken place and provide some statistical measure of the amount 
of assistance the Fund had provided in recent years by way of compensatory 
financing. While he realized the difficulty of isolating short-term and 
long-term fluctuations and the weight to be assigned to the various factors 
in the balance of payments in each given situation, he thought it wotLld 
represent an advance if the report could show that the Fund had been dealing 
with this kind of problem and that the increase in the drawings by a large 
number of primary producing countries in recent years reflected the adapta
tion of Fund policies that had already taken place. 

Mr. Anjaria said he was still not happy about Table 1 and its inclusion 
in the Fund's report. It contained such valuable information in brief com
pass, and it was important for the Board. But he doubted whether this 
information on individual countries should be given to an outside body, 
and particularly the material in the footnotes to pages 13 and 14. Despite 
the reservations or limitations stated in the text, there was, in his view, 
some danger of wrong inferences being drawn. It would be much better, in 
his view, to present the gist of the table in some other way and supplement 
it by illustrations of the role the Fund had played in recent years in the 
direction of compensatory financing. 

Mr. Anjaria said it was clear from the staff paper that the question of 
quota increases was an entirely separate matter and not part of the Fund's 
central argument in this context. The crux of the new approach was policy 
relating to drawings. The point being put across was that the Fund was 
working toward a further liberalization of these policies which would enable 
it to finance more than i t had done in the past balance of payments deficits 
caused by shortfalls in the export earnings of the primary producing coun
tries. As Mr. Dale had said at the previous session, the problem for the 
Fund hinged around Cases C and E. The answer was being given in conclusion 
(3)(b), but the present formulation still did not seem quite adequate. More 
clarification was needed, as Mr. Garland and Mr. Klein had suggested. It 
seemed to Mr. Anjaria that the Board was now moving toward the position 
that the Fund would be neither extra strict nor extra liberal where a 
country already in the second credit tranche found itself in need of further 
assistance to overcome difficulties caused by a short-term adverse movement 
in its exports. In other words, the Fund would treat this as a kind of 
special drawing and would not insist upon a stabilization program which it 
might otherwise have required for a drawing beyond this tranche. On the 
other hand, as far as he understood the position, the Fund would not relax 
its basic criteria as to relevant policies because drawings on its resources 
were not automatic. Mr. Anjaria thought the Board was working toward agree
ment on a special tranche in the higher ranges, the logical conclusion of 
which would be to raise the maximum level of drawings to 225 per cent of 
quota, but whether or not anything should be said in the report on this 
point or whether the Board would decide each case in terms of this broad 
understanding was a separate matter on which he had no particular prefer
ence. 
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Mr. Anjaria then directed attention to the state_ __ 2nt on page 7 of 
the revised report where reference was made to the Fund not insisting on 
certain nideal" policies in a situation where a country found itself con
fronted with the kind of difficulties now under discussion. As exaraples 
of "ideal" policies, mention was made of the elimination of all payments 
restrictions, the adoption of full currency convertibility at an effective 
par value, and the abolition of all multiple rates. In his view this was 
not the answer. He doubted that anyone believed that, if a country did 
not have full currency convertibility and had some restrictions, the Fund 
would insist at that moment on the elimination of such restrictions or on 
the adoption of full convertibility and on the adoption of the so-called 
ideal pattern . . What worried many countries was that, if a country which 
had drawn through, say, the first credit tranche and then ran into balance 
of payments difficulties caused by a shortfall in export earnings, the Fund 
might insist at this stage on the adoption of deflationary internal pol
icies. In practice, he was confident that in a situation of that kind the 
Fund would not insist on deflationary policies that might create further 
difficulties in the longer run, but this was the kind of assurance needed. 

Turning to the text of conclusion (3)(b) and Mr. Lieftinck 1 s redraft, 
Mr. Anjaria said he would agree that the original text was in such general 
terms that the countries concerned would not know what was expected of 
them. Mr. Lieftinck had drawn attention to an aspect that was important . 
On the other hand, his emendation contained criteria that seemed difficult 
to apply because it would not only be necessary to define the longer-run 
availability of resources but also to define the policies that would bring 
about the needed adjustment to the availability of those resources . There 
were difficulties in respect of both these steps . 

Continuing, Mr. Anjaria said he had doubts, for which he did not know 
the answer, about how in practice one could distinguish in fact between a 
short-term fall in the balance of payments due to a drop in export earnings 
and the longer-term trend. It was not quite clear whether there were or 
were not a number of clear cases where it could be said that the balance 
of payments difficulties were definitely a short-term phenomenon which could 
be met by recourse to the kind of compensatory financing arrangement now 
being proposed. If the answer was that the longer-run trend came at the 
end of a series of stages, then the operation of the whole scheme would 
be quite difficult. He believed some compromise between the staff 1 s text 
for conclusion (3)(b) and Mr. Lieftinck 1 s formulation would have to be 
found. Some assurance would be necessary that in a situation of the kind 
outlined on page 7 of the report the Fund would not immediately conclude 
that the member needed to initiate longer-run deflationary measures. He 
believed that what the Board was trying to say was that beyond the first 
credit tranche the Fund was considering some kind of liberalization up to 
a limit of 225 per cent of quota and that a drawing for compensatory 
financing purposes would not prejudice the normal drawing rights of the 
country concerned or alter the Fund 1 s criteria for such drawings. 
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With respect to conclusion (4) and the question of a separate institu
tion, Mr. Anjaria said he felt strongly that it would be best for the ]\md 
to be frank, and say quite clearly that if a new institution was to be set 
up it should be an affiliat:; of the Fund. As regards the last sentence of 
conclusion (4), after Mr. Garland's suggestion, Mr. lu1jaria said he believed 
the sentence should say that it would be preferable to provide additional 
resources through the Fund "or through a suitably organized affiliate." 
This should be stated straightforwardly because otherwise a new institution, 
with a purpose not too well defined but very similar to the Fund's, might 
be brought into existence, and this might not be in the interest of the 
Fund or the countries concerned . 

. Mr. Anjaria added a comment on the presentation of the two alternative 
changes in its policies to which the Fund did not feel attracted (SM/62/94, 
Rev. 1, p. 15, 11/27/62). He felt that this wording spoiled the impression 
of the whole section and that the point could be made earlier in the report. 
He would end the section with the positive statement that appeared before 
the two alternative changes were discussed. 

Mr. Hudon said he would like to center his remarks on the conclusions 
of the revised staff paper and in particular on conclusion (3)(b). At the 
outset, he must confess that he had had some difficulty in grasping the 
full implications of that conclusion and that he remained somewhat puzzled 
by it. If, as he thought it must, the conclusion was interpreted in the 
light of the second paragraph of page 15 and more particularly the first 
sentence of that paragraph, then it seemed to him that the adoption of the 
draft report would result in only very slight and perhaps imperceptible 
changes in the existing policies and practices on drawings. The second 
paragraph of page 15 seemed to say in effect that the existing policies 
and practices for drawings in the second and further credit tranches need 
not be changed, because they were sufficiently flexible and liberal to take 
care of the needs for compensatory financing. The rule governing drawings 
in the first credit tranche would not apparently be changed. The only 
promise of change contained in the second paragraph of page 15 was the more 
frequent use of the waiver on holdings beyond 200 per cent of quota. 

If, however, conclusion (3)(b) were read in isolation, Mr. Hudon con
tinued, then it seemed to him that it could be interpreted very broadly and 
could offer more than sufficient flexibility to deal with the question of 
compensatory financing. As far as he could see, the conclusion provided: 
(a) that once it had been established that drawings were related to payments 
difficulties attributable to causes beyond the control of the member, such 
drawings could be made under the rule laid down for drawings in the first 
credit tranche; (b) that such drawings could be repee.ted and were not limited 
to one credit tranche; and ( c) that such drawings could be made with equal 
ease at the higher tranche levels (say, beyond 200 per cent of quota) and 
at the lower tranche levels. This interpretation of conclusion (3)(b) 
seemed entirely justified, because (a) the words "provided that the member 
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is making reasonable efforts to solve its problem" were identical to the 
words used to define the f i rst tranche credit rule in the last Annual 
Report, and (b) the conclusion did not explicitly place any limitation 
with respect to the number of tranches or the level of holdings. 

Thus, in Mr. Hudon's opinion, conclusion (3)(b) gave the Fund ample 
scope for dealing with and for taking a liberal attitude toward the ques
tion of compensatory financing. However, as a practical matter, it might 
be assumed that the words "reasonable efforts" would inevitably tend to 
take on a less liberal, though by no means an illiberal, meaning when 
drawings for compensatory purposes were made in higher tranches. Certainly 
their meaning would tend to evolve along these lines in his own mind. It 
seemed to him, therefore, that the second paragraph of page 15 should be 
replaced by one whi ch would attempt to explain the meaning which, as a 
matter of fact, would be attached to the words "reasonable efforts." He 
would return to thi s point later. But subject to this condition regarding 
page 15, he would be prepared to accept conclusion (3)(b) as it now stood. 

One of the main objections to the adoption of conclusion (3)(b), 
Mr. Hudon said, was probably presentational because the promise of action 
which it held could not be defined in very concrete terms. One possible 
way of overcoming the presentational problem would be to make available, 
as had been proposed, drawings for compensatory purposes to the extent of 
25 per cent of quota subject to certain well-defined conditions. He had 
some reservations about this approach. If, on the one hand, 25 per cent 
of quota, plus reasonable use of a member's resources, would be sufficient 
to cover the needs of all members for compensatory financing, the 25 per 
cent limitation seemed unnecessary; if, on the other hand, 25 per cent of 
quota would not always be sufficient, a question of equity would arise. 
This approach would also lead to certain anomalous situations. One such 
situation would be the case of a member which, for one reason or another, 
would not normally be entit led to draw on the Fund, but which might never
theless under a compensatory tranche system be entitled to draw 25 per 
cent of its quota. The staff had already noted in its original memorandum 
that it might be confusing "to the relationship between the Fund and 
individual members if the latter were entitled in certain circumstances 
... to obtain assistance from the Fund without regard to the member's 
observance of its understanding with the Fund." This observation made in 
connection with a fully automatic approach was equally applicable to a 
system involving a compensatory tranche. He believed, although he had not 
had the opportunity to study it in detail, that Mr. Garland's proposal met 
most of these reservations, and he found his approach in many ways attrac
tive. 

For his own part, Mr. Hudon said he wondered whether it would not be 
possible to devise a new set of policies and practices (i.e., a new set 
of rules) to be applicable to requests for drawings related to payments 
difficulties beyond the control of the member. The new rules would be 
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tranche-for-tranche more Loeral than existing policies and practices, but 
would carry with them a decreasing degree of automatism as one moved up 
the tranche scale. The graduation of automatism might be set out in terms 
of the causes of the export shortfall and in terms of the level of the 
Fund's holdings. For example, the rules might provide that, if the causes 
of the fall in export earnings were a natural phenomenon, such as a flood 
or pests, the member would qualify for at least first credit tranche treat
ment irrespective of the level of the Fund's holdings of its currency. To 
give another example, if the fall in export earnings were caused by changes 
in world market conditions, the member might be given, in the absence of 
any clear evidence to the contrary, the full benefit of the doubt that the 
change did not form part of a medium-term downward trend. If, however, 
there was clear evidence of a downward trend, the degree of automatism 
would not be as great, particularly if the Fund's holdings of the currency 
of the member concerned was high. 

Mr. Hudon said he did not know whether such an approach was practical. 
In any event, he would be most appreciative if the staff would explore the 
possibilities because he believed that an approach along these lines offered 
a number of significant advantages. It would be completely in accord with 
the Fund's established policies and practices of graduated automatism; it 
would ensure a liberal approach to compensatory financing; it would be flex
ible; and it would provide room for the exercise of intelligence and judgment. 

Turning to the other conclusions, Mr. Hudon said that he had no objec
tions to conclusion (1); in fact, he welcomed it. However, he realized 
that the factors mentioned in the last sentence of the paragraph did not 
constitute a comprehensive list of the actions which had to be taken to 
deal with the basic problems of countries relying on proceeds of exports 
of primary products. The list was illustrative and perhaps this should 
be made clear in the conclusion. 

With regard to conclusion (3)(a), Mr. Hudon did not interpret it to 
mean that the Fund intended to bring about a general increase in quotas in 
order to deal with the question of compensatory financing. He interpreted 
it to mean only that on the basis of available statistical evidence it 
appeared that the quotas of some countries might have fallen out of line 
with the quotas of others and that some selective adjustments in quotas 
might therefore be justified. 

Finally, Mr. Hudon said that like other speakers he would find it diffi
cult to accept the last two sentences of conclusion (5). 

Mr. S~zuki ·explained that due to his prolonged trip abroad he had not 
personally followed the remarks and suggestfons made by the other Directors 
at t0e previous informal sessions · on this subject, and, therefore, he pre
ferred to refrain from going into details even though a general statement 
at this stage of the Board's consideration might be somewhat amiss. He 
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thought the revised draft report now before the Board was well written and 
a marked improvement over the first draft. 

Mr. Suzuki wished first to state that, broadly speaking, and in view of 
the short~ and long-term difficulties of the less developed countries with 
respect to their earnings from exports of their primary products, he recog
nized the growing necessity of exploring effective ways in which these 
difficulties might be eventually alleviated. Among these was the possibil
ity of compensatory financing of the fluctuations in the export earnings of 
the primary producing count ries. In this respect, he believed it very wise 
and proper that the Fund had given consideration to t½e question whether 
and in what way it ought to perform an increased role in dealing with the 
balance of payments effects of such export fluctuations. It was rightly 
stated in the draft report that the Fund purported to deal with the short
term difficulties of the countries relying on the proceeds of exports of 
primary products by the provision of repayable credits, but it did not pur
port to deal with the more basic problems of the longer run although there 
were difficulties, as Mr. Anjaria had mentioned, in differentiating the 
short-term difficulties from the long-run problems. 

Continuing, Mr. Suzuki observed that however liberal the Fund intended 
to be in providing credit to meet export fluctuations, there were certain 
limits beyond which it could not go if its action were to be consistent with 
its Articles of Agreement . Thus, he believed the revised staff paper very 
well outlined what the Fund could do and what it should not do . He was 
satisfied that the wording used could be interpreted with some flexibility. 
The re-examination of the quotas of the primary producing countries, in 
particular those of the countries with relatively small quotas, and a 
reasonable liberalization of the Fund's attitude toward requests for draw
ings could be considered as appropriate approaches . More specifically with 
respect to the latter, the liberalization should not go to the extent of 
so-called automatic compensatory financing. 

During his recent visit to Southeast Asia, Mr . Suzuki said, a Governor 
of the Fund for a less developed primary producing country had told him 
that automatic compensatory financing would not give long-term benefits to 
individual developing countries if it was provided without appropriate 
analysis of the basic causes of the export fluctuations and their effect 
on the balance of payments, and the Governor concurred with the conclusions 
in the revised draft report. 

Mr. Suzuki said he expected that realistic approaches to the questions 
of quotas and drawings would bring about a considerable advance toward the 
financial solution of the short-term difficulties created by fluctuations 
in the export earnings of primary producing countries. Generally speaking, 
he supported the conclusions in the revised draft report, although he 
believed that both the question of quota increases and the matter of adjust
ment of the Fund's policies toward drawings should be subjected to further 
careful examination and consideration. 
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Mr. Toussaint explained that Mr. van Campenhout had been unexpectedly 
preven~ed from attending the meeting at this time and had requested him 
to express the following views on his behalf. As requested at the end of 
the last discussions, his comments would be directed mainly to the essence 
of the problem. Like other speakers, he thought that paragraph (3)(b) of 
the conclusions in its present fonn did not meet it. His comments, there
fore, centered on two alternative types of proposals which had been advanced 
by some of the other speakers: (a) the creation of a special tranche as 
defined either by Mr. Dale or by Mr. Waitzenegger, on the one hand, and 
(b) Mr. Lieftinck's proposal, on the other. Mr. van Campenhout's preference 
went to the latter. 

Continuing, Mr. Toussaint observed that no one had challenged the fact 
that the Fund could finance only deficits of a temporary character. This 
was not, of course, a matter of free policy. It was the very concept of 
the Fund as a financing institution, and it was mandatory. The Fund's 
present policies had made clear that not only those deficits having this 
character by their nature could be considered as temporary, but those which 
might be so qualified thanks to the corrective policies of drawing members. 
This was indeed a very construc'tive aspect of Fund policies, the basis of 
which would certainly be weakened if the Board became too lax in its judg
ment of members' corrective measures. The judgment of the temporary char
acter of a deficit necessarily implied a judgment of members' policies~ 
There was, in his view, no dispute on this point. However, what had been 
said, but not perhaps emphasized enough in the earlier discussions, was that 
the judgment of the Fund on the nature of a deficit must be based on the 
balance of payments as a whole and not on particular items. 

Mr. Toussaint explained that Mr. van Campenhout's misgivings with regard 
to the creation of a special tranche was that it overlooked this particular 
point. In addition, he felt that a special tranche would constitute a 
privilege to a class of members and for the solution of specified problems, 
and he doubted that the Fund could hold to this discrimination. In short, 
the creation of a special tranche seemed to lead to a policy of financing 
individualized items of balance of payments whose temporary character would 
be judged out of the context of the whole situation. This would undermine 
the very basis of the Fund's policies. This criticism, however, did not 
apply to Mr. Lieftinck's suggestion, which had other advantages. 

Mr. Toussaint went on to say that the problem the Board was now exanu.ning 
did not really call for a change in Fund policies but rather for a clarifica
tion of how the Fund could and would be willing to apply them, as Mr. Hanemann 
had said. This was what Mr. Lieftinck's proposal did. It made clear that, 
when deficits of balance of payments could be essentially attributed to 
other causes than those under the control of a member and in particular not 
to fundamentally erroneous policies, the Fund's principles did not demand 
immediately complete corrective measures. This was a serious assurance that 
members whose policies were fundamentally sound could count on the Fund's 
financial assistance in any tranche. 
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With respect to the quantitative aspect of drawings, Mr. Toussaint 
recalled that Mr. van Campenhout had pointed out in a previous meeting that 
the problem could be taken care of by an increased use of the waiver clause. 
A reference to this could conceivably be inserted in Mr. Lieftinck's formula 
as one form of the liberal attitude which the Fund could adopt in appropriate 
cases. 

Mr. Toussaint then turned to the other points of the proposed conclu
sions on which Mr. van Campenhout had some remarks. With respect to con
clusion (1), he shared Mr. Waftzenegger's misgivings concerning the last 
sentence which enumerated the steps by which a fundamental solution could 
be found to the basic problems of countries relying on the proceeds of 
exports of primary products. This enumeration was not and could not be 
exhaustive, and it neglected important measures, in particular those which 
could be taken by the countries concerned themselves. Mr. Toussaint, there
fore, suggested that the sentence be either dropped or substantially revised. 

Mr. Toussaint then referred to paragraph (2) of the conclusions which 
indicated inter alia that the quotas of many countries were at present 
adequate from the point of view of financing export fluctuations. He felt 
that it should also be indicated somewhere, either in paragraph (2) or per
haps in paragraph (4), that the Fund's resources were also considered ade
quate at this time to enable the Fund to exert its proper action in this 
field. 

Turning to conclusion (3), Mr. Toussaint pointed out that the intro
ductory sentence could usefully be redrafted to indicate that already in the 
past the members' needs for compensatory financing had been given increasing 
attention by the Fund and that they could adequately be taken care of within 
the framework of the Fund's policies. The text would then add .that two 
points could be particularly mentioned in that respect and thus introduce 
paragraph (3)(a) and (3)(b) redrafted as appropriate. 

With respect to conclusion (3)(a), Mr. Toussaint pointed out that the 
text should be revi sed to emphasize the selective approach to the question 
of quota increases. Instead of saying that the Fund was .now examining the 
quotas of the primary producing countries, the text could be amended to 
indicate that the Fund was prepared to c~nsider requests for quota increases 
in appropriate cases. 

Concerning conclusion (3)(b), Mr. Toussaint referred to his previous 
comments. Finally, he underlined that Mr. van Campenhout shared the views 
of the Directors who felt that any reference to affiliation of a possible 
new specialized agency to the Fund should preferably be dropped from para
graph (5) of the draft conclusions. 

Mr. Skjaeveland said he had studied the revised report with great inter
est and he had also benefited very much from the elucidating discussions on 
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the subject in the previous sessions and the present one. His latest 
approach to the document had been, in the light of the report on the 
second session of the Technical Working Group, to try and read the revised 
draft with the eyes of the recipient, that is, the UN Corrnnission on Inter
national Commodity Trade. He felt confident that the Commission, like the 
Board, would find it a useful document, well written, and systematically 
well arranged. The main attention of the Commission would, naturally 
enough, be focused on those, conclusions in the document that went beyond 
the normal limitations as set forth in the 1960 paper on the policies and 
procedures of the Fund. 

In this respect, Mr. Skjaeveland continued, the Connnission would find 
two conclusions which indicated a more positive attitude or constructive 
spirit than in the previous paper on the problem of compensatory financing. 
The first promising element the Commission would find in paragraph (3)(a) 
of the conclusions to the effect that the Fund was re-examining the quotas 
of the primary producing countries, in particular the small ones, in order 
to determine whether adjustments would be desirable, and the Commission 
would rightly interpret adjustments as increases. Some members might com
ment on the somewhat cautious formulation ~f this paragraph and raise the 
more general question whether in this era of cooperation and internation
alization in the monetary field, increases in Fund quotas should not be 
regarded as a step, a minor one, toward the more ambitious, more sophis
ticated schemes which had been launched in recent years. Other members 
would explain that there were several other aspects to the problem of quota 
increases, and find comfort in the statement on page 17 that a moderate 
increase in the drawing facilities of the less developed countries in the 
Fund would probably not at present require quota increases from the devel
oped countries. 

The Commission, recalling the term 11liberal 11 in its more limited con
text in the Fund's 1960 paper, Mr. Skjaeveland said, would probably con
sider the new version in paragraph (3)(b) a useful step in the right 
direction, although skeptics might comment on the amount of flexibility 
the term "liberal" implied. From the conclusions (4) and (5), one might 
presume, the Commission would conclude that the Fund, subject to certain 
conditions, considered itself in the best position to handle the problem 
of compensatory financing, and even without involving the intricate issue 
of automaticity in financing. In the event of competitive bidding, the 
latter point might prove decisive when the Fund offer was compared with 
the two automatic schemes submitted by the Technical Working Group. 

Mr. Skjaeveland then added some personal comments on some of the con
clusions. He had the impression that there was agreement in the Board on 
the first half of conclusion (1). The point of departure should be the 
more basic problems of the longer run. The views seemed to differ, how
ever, with regard to the second half of the paragraph where indication was 
given of the solution of these problems. He agreed that a full presentation 
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of the problem and possible solutions would be too voluminous, and not 
even required, but he thought nevertheless that it should be mentioned, 
for example, that the fundamental solution of these problems would 11 inter 
alia" depend on various measures. 

It seemed to Mr. Skjaeveland that it would be advisable to use the 
same systematics in the preceding section V. In the present set-up the 
general basic problem was dealt with in the third paragraph on page 15. 
Would it not be advisable to transfer this part to the beginning of sec
tion V, or rather as a new second paragraph on page 14? 

Although he could see the point made earlier in the discussions that 
conclusion (3)(b) mj.ght lead to exaggerated expectations, Mr. Skjaevela.i.~d 
felt inclined to support Mr. Garland's suggestion to keep at this stage 
the rather loose formulation as it was with its general qualification. 
He would hesitate to include more specific qualifications, in particular 
qualifications that would reflect on degrees of creditworthiness of indi
vidual groups, also from a public relations point of view. The saying 
that "in order to get a loan in a bank you will have to prove that you do 
not need it," might easily be switched to apply to Fund transactions too. 
The increased liberal attitude would, at least initially, have to be inter
preted according to the merit of the case, and in this appraisal guidelines, 
such as indicated in Mr. Dale's analysis, could prove very helpful. A more 
liberal attitude of the Fund toward requests for drawings would also to 
some extent be conti ngent on whether or not the suggestions in conclusion 
( 4) about addi tionaJ_ resources would be adopted. In this paragraph, the 
Fund was virtually recommending that it should receive additional funds 
for its compensatory finance operations. The conditions were, however, 
according to conclusion (5), that such finance if arranged through the Fund 
should not be automatic. 

Mr. Skjaeveland noted that the Fund's attitude to automaticity in com
pensatory financing in general was set forth in the first half of conclu
sion (5). It was carefully embalmed, but in essence it was somewhat neg
ative. This general impression was somewhat modified by the second half 
of the paragraph where it was stated that it would not be desirable to 
arrange such compensatory financing with the Fund's resources, i.e., the 
issue was limited to the Fund proper. Furthermore, the last sentence in 
the paragraph seemed to admit that other international bodies might have 
views on automaticit y in compensatory financing that differed from that 
of the Fund. 

In the circumstances, and in view of the fact that a report was being 
submitted by the Technical Working Group to the CICT proposing two schemes 
which in principle were based on automaticity in compensatory financing, 
Mr. Skjaeveland said he personally, in spite of all the evidence provided 
at this end, would hesitate to endorse a conclusion which, like the first 
half of conclusion ( 5) seen isolated, could give the impression of an 
a priori ruling out of the potential applicability of some automaticity in 



- 19 -
Executive Board 

Journal - Informal Session No. 62/5 
12/17/62 

compensatory financing. Admittedly, such automatic financing of export 
fluctuations would be a new special feature in international payments 
and, personally, he felt tempted to raise the question whether such a 
system like other more automatic payinents procedures which had been applied 
previously, should not be given a "trial and error" period and also the 
benefit of the doubt during this period. 

In conclusion, Mr. Skjaeveland said that in principle and in substance, 
subject to rephrasing of minor points, he was prepared to endorse the con
clusions as presently formulated. 

Mr. Dale said he wished at this time to add some remarks on conclusions 
(1), (3)(a) and (5) on which he had not commented in his statement at the 
previous session other than to say that he had no great difficulty with 
them. A number of Directors had referred to these conclusions and he 
therefore wished to state his own reactions. As regards conclusion (1), 
and particularly the final sentence enumerating the more basic problems 
for which a solution needed to be found, Mr. Dale said he would associate 
himself with Mr. Hudon and Mr. Skjaeveland. He felt it was both useful 
and desirable to list some of the longer-term steps that might be needed, 
but as Mr. Hudon had pointed out, this should be considered as merely 
illustrative. Mr. Dale also associated himself with Mr. Hudon's remarks 
on conclusion (3)(a). He had not read the paragraph as indicating that a 
very large-scale or complete revision of quotas was being considered, and 
consequently he would urge that it be retained substantially as it now 
stood, subject to some redrafting as might be indicated. 

Mr. Dale then turned to conclusion (5) on which a large number of 
Directors had raised difficulties. They had felt that there should be no 
indication of Fund affiliation with any outside scheme or agency that might 
be established. It seemed to him that some of the difficulty might have 
arisen from the fact that the paragraph attempted to treat two problems as 
one. Most of the paragraph dealt with the desirability or undesirabi1ity of 
an automatic scheme for compensatory financing, and he felt that the paragraph 
should be limited to that issue. He would then put the last sentence, which 
referred to affiliation with another agency, in a separate paragraph appro
priately revised. The alternatives were not whether there should be estab
lished a fully automatic scheme separate from the Fund or affiliated with 
it, but whether there was to be a separate scheme or not. For the Fund to 
say that the only alternative was a wholly automatic scheme would prejudice 
the issue and prejudge the outcome of negotiations which at best were at a 
very early stage. By tran.sferring the last sentence of conclusion ( 5) to 
a new conclusion (6), the Fund would merely be saying that if governments 
chose to establish a separate scheme for compensatory financing then the 
question of affiliation would arise and should be examined in time. On the 
basis of the Fund's own consideration and what he understood to have been a 
shifting in vievJI>oint at the CICT Working Group's discussions in Geneva, 
conclusion (5) in the form he had just proposed should be retained. He saw 
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no reason why the Fund should not conclude that full automaticity in or 
outside the Fund was undesirable; in fact, he did not believe that full 
automaticity was a probability in any event. 

Mr. Hanemann also wished to add some comments in the light of the dis
cussion so far. He thought Mr. Garland had excellently summarized what 
the Fund's main objectives in these discussions should be when he said they 
should be "to take the initiative, at a time when other alternative schemes 
seem to be losing their impetus and to help build up the image of a more 
positive and responsive Fund" and, secondly, "to provide for minimum inter
ference with the present Fund framework of policy and to ensure that the 
problems of countries with fluctuating exports should be dealt with on a 
case-by-case basis and by a gradual accumulation of precedent" (Informal 
Session No. 62/4, 12/14/62). 

In view of the remarks by some Directors on conclusion (1), Mr. Hanemann 
thought he should clarify his own position on this matter. He would have no 
definite objection to retaining a list of the measures considered necessary 
for a fundamental solution of the problem, but he felt very strongly that 
such a list should not convey the impression that the long-term measures 
were solely the problem of one group of countries. The list should, there
fore, also cover those measures which the primary producing countries them
selves should ta.~e within their own possibilities. As he had mentioned at 
the previous informal session, these measures included inter alia diver
sification of agriculture and industry, the development and installation 
of new techniques, the improvement of marketing policies, the finding of 
new markets, etc. If a list of measures were given it should, of course, 
be clearly indicated that it was not exhaustive. 

As regards Table 1 and its inclusion in the report, which Mr. Dale and 
Mr. Anjaria had questioned, Mr. Hanemann said he thought it was helpful to 
have some statistical background for the discussion. He fully agreed that 
statistics could not solve the problem, but they did help to clarify what 
the situation . ~sand what the magnitude of the problem was. While he 
admitted that Table l did not cover everything that had to be taken into 
account, he would prefer to retain it as an indication of the size of the 
compensatory financing problem. 

Turning to the comments on conclusion (3)(b), Mr. Hanemann said he had 
the feeling that a solution of the Board's difficulties probably could be 
found in a combination of the different suggestions that had .been put for
ward. He thought a statement along the lines that the Fund's attitude 
toward requests for drawings beyond the gold and first credit tranches that 
are related to balance of payments difficulties attributable to temporary 
causes beyond the control of the member will be "a liberal one" had a vecy 
positive aspect and should be retained in the final draft. He would also 
be inclined to keep the phrase "provided that the member itself is making 
reasonable efforts to solve its problems," but he would add the further 
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proviso that the member should be prepared to work out in contact with the 
Fund basic policies consistent with the Fund's purposes which were aimed 
at a long-term solution of its problems. This would make it quite clear 
that the Fund's liberal attitude toward these countries with special diffi
culties had a counterpart in the willingness of the countries to cooperate 
with the Fund and follow the policies and purposes outlined in the Fund 
Agreement, and especially in Article I. 

Mr. Hanemann said he had been especially interested in Mr. Dale's state
ment of what he thought the Fund's main technical criteria should be in 
judging drawing requests for compensatory financing. These were: (1) that 
the country concerned would have to have had in fact a reduction in total 
export proceeds and balance of payments difficulties attributable at least 
in part to an export shortfall, (2) that the difficulty would have to be 
found to be temporary in nature and therefore capable of correction or 
reversible within the near future, and (3) that the 11 compensable export 
shortfall" would have to be beyond the reasonable control of the country 
and attributable to outside forces. This, Mr. Hanemann thought, had been 
a real contribution to the discussion, for it made quite clear that the 
problem of compensatory financing with which the Fund dealt at present 
was limited to that part of the balance of payments difficulties which 
was not due to structural defects in or the internal policies of the 
country concerned but to conditions beyond its control. It was these 
special forces working on the primary producing countries from the outside 
that constituted the hard core of the problem for which a solution was now 
being sought in order that the Fund could give assurance that it wanted to 
do what it could for these countries within the framework of its Articles 
of Agreement. 

Finally, with respect to conclusion (5), Mr. Hanemann said he still 
felt that it would be wiser if the Fund's report to the CICT omitted the 
last two sentences referring to an outside agency for automatic compen
satory financing. All the proposals for a separate agency so far had been 
automatic compensation schemes, and what the Fund had to say in respect to 
affiliation with an outside agency would certainly be interpreted as relat
ing to the proposals now under discussion. 11herefore, he preferred to 
have the Fund take no position on the matter at this time. 

Mr. Wa1tzenegger wished to add a brief comment on conclusion (1) in 
the light of the suggestion of Mr. Dale and Mr. Hudon that the listing 
of measures needed for a fundamental solution be presented in such a way 
that they would be understood to be only illustrative. Mr. Wa!tzenegger 
said he considered it useful to mention in the Fund's conclusions that the 
problem of compensatory financing contained wider issues than the short
term features with which the Fund could concern itself, and he would be 
prepared to look at an illustrative list along the lines suggested but he 
doubted that agreement could be reached even on that basis. Logically for 
him, the illustration of a problem or point should include the most impor
tant items. Therefore, unless the list were in ve-ry general terms, he was 
~.fr.~tid. 5t f'!o11J .a_ not be agreed by all the Directors. 
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On a specific point in the present draft, Mr. Wa!tzenegger added that 
he objected to the reference to an expanded flow of technical assistance 
from the developed to the less developed countries. He doubted that this 
problem was directly connected with the problem of compensatory financing 
and, therefore, he felt that it was out of place to mention it in the 
Fund's conclusion. 

Mr. van Campenhout, who had now joined the meeting, said he would sup
port Mr. Waltzenegger's general position in regard to conclusion (1). How
ever, if it was felt desirable for the Fund in an illustrative way to ex.press 
some of the measures necessary for a fundamental solution, then Mr. Hanernann's 
point about the measures to be taken by the countries themselves should not 
be overlooked. 

As regards conclusion (3)(b), Mr. van Campenhout said he was opposed 
to using the expression "reasonable efforts" in connection with drawings 
beyond the first credit tranche. These words described a particular tranche 
policy and, if they were used in relation -to drawings beyond the first 
credit tranche, the ambiguity would arise whether the Fund's first credit 
tranche policy was to be applied to the new tranche. In fact, it was the 
use of the phrase "reasonable efforts" which was the cause of most of the 
ambiguity in the body of the staff's memorandum where he would suggest the 
use of the expression "appropriate effort" which did not have the specific 
meaning of "reasonable efforts." 

Mr. van Campenhout said he still felt inclined to drop the last two 
sentences of conclusion (5) because he found it difficult to speak ·of 
affiliation with an agency about which nothing was known. This was a 
matter which the member governments would be discussing, and he was con
fident that they would have very much in mind that the Fund existed and 
whether a useful affiliation with a new agency should be recommended. 

Mr. Saad said he agreed with the Directors who had misgivings about the 
final sentence in conclusion (1) and the incomplete list it contained. How
ever, if it was felt desirable to include some examples of the kinds of 
measures needed for a fundamental solution, he would have no objection, pro
vided it was clearly indicated that the list was merely illustrative. 

Mr. Saad said he was mainly concerned about conclusion (3)(b) which was 
very ambiguous in its present form, and therefore ·should be redrafted. It 
was very clear that the Fund's policy on drawings had always been liberal 
in the past and, therefore, there should be no implication that the policy 
had not been. If it was felt necessary to comment on this aspect of the 
Fund's policy, then the report should say that the Fund would "continue 
to be liberal" in its attitude toward requests f'or drawings. Certainly, 
the Fund had followed a liberal attitude in considering requests from some 
of the countries that had elected him as, for example, in the emergency 
case of the United Arab Republic in early 1962 when the Board agreed to a 
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drawing on the member's assurance of its intention to undertake a stabiliza
tion effort. This was a sound decision, for the Fund could not refuse to 
help a member in serious difficulty until after the causes of the member's 
situation had been analyzed and a corr ective program had been devised. 

Mr. Saad said he also had difficulty with the phrase "payments dif
ficulties attributable to causes beyond the control of a member. 11 One 
could argue that either nothing could be attributed to such causes or that 
everything could be. In any event, this had not been the Fund's policy in 
the past; the Fund had always been concerned about payments difficulties 
which the members could not handle with their own resources. The Fund 
allowed such a member to draw from the Fund and helped the country to work 
out a stabilization plan for the future; it did not argue with the member 
about why it had not taken certain measures in the past. Otherwise, it 
would be difficult to find any country that would be eligible to use the 
Fund's resources. It was his view, therefore, that conclusion (3)(b) 
should be revised in line with the Fund's present policy and should refer 
to payments difficulties which the member concerned could not deal with 
with available resources. Mr. Saad also objected to the proposal that draw
ings for compensatory financing be limited to 25 per cent of quota. An 
amount of that kind might help the member or it might not. Having in mind 
the public relations aspect of the Fund's report to the CICT, which several 
Directors had mentioned, he stressed that the report should contain language 
that would assure the world that the Fund intended to extend sufficient help 
in this important area and that it was not setting arbitrary limitations on 
the amount of that help. If the country had a genuine problem and satis
factory safeguards were given, the Fund should help to the extent that it 
could, limited only by the purposes and objectives set forth in the Articles 
of Agreement. 

Mr. Saad added that he saw little purpose in conclusion (4) and would 
have no objection to dropping the whole paragraph. As regards conclusion 
(5), he agreed with the Directors who had objected to the last two sentences 
dealing with a matter which was not the concern of the Fund. Whether a new 
international agency was to be established or not, was for governments to 
decide. The Fund had to concern itself with matters within its own juris
diction. If the Fund's views were requested, which had not yet been the 
case, it could then take a position, but, in any event, this would have to 
be taken up by the Board of Governors to which such matters had been 
reserved. Finally, with respect to conclusion (5), Mr. Saad said he did 
not like the statement in the second sentence that "it may well be against 
a country's genuine interest" if automatic finance were provided without 
exploration of the causes of the export decline. He would prefer that the 
sentence refer to the "interest of the international comm.unity as a whole," 
because the country itself should be in a position to know its own genuine 
interest. 

Mr. Garland said he believed that conclusion (1) should be dealt with 
along the line taken by Mr. Saad. He added that he would like to see 
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conclusion (3)(b) developed along the general line proposed by Mr. Klein, 
adding the idea that the Fund would continue to study possible detailed 
arrangements. 

Mr. Lieftinck said he had little to add to what he had already said 
but he thought he should make some remarks in response to the observations 
in Mr. van Campenhout's statements, not because he disagreed with them but 
because he thought they had contributed in many respects to a clarifica
tion of his own position at the previous informal session. He wished to 
underline some of the elements that Mr. van Ca.mpenhout's statements had 
stressed. First, Mr. Lieftinck said he fully agreed that a shortfall of 
export earnings should always be considered in the framework of the over
all balance of payments position of the country involved. The Fund was 
not primarily interested in a member's loss of income per se; what mattered 
to the Fund, was whether the member's balance of payments position was 
affected, that is, whether the income shortfall was reflected in the balance 
of payments. In this connection, he would clarify that he used the term 
"export shortfall" in the broader sense of the word which included not only 
earnings from exports but also earnings from services. In other words, both 
visible and invisible earnings were covered, but he would not include longer
term capital movements, which might have a counterbalancing effect. 

Secondly, Mr. Lieftinck wished to underline what Mr. van Campenhout had 
said about the temporary character of the member's payments difficulties. 
Mr. Lieftinck fully agreed that the Fund's report should clearly indicate 
that they could not be isolated from the policies of the member. There 
could, of course, be temporary difficulties emanating completely from out
side forces, but whether the difficulties would remain of a temporary 
character would, to a certain extent, and perhaps to a large extent, always 
be influenced by the policies of the member. Thirdly, Mr. Lieftinck wished 
to restate the Netherlands view that there should be a clear distinction 
between the conditions and criteria for drawings in the first credit tranche 
and drawings in the higher tranches. For the latter, a member should be 
expected to clearly demonstrate that it was meeting the purposes of the 
Fund by producing substantial evidence that it was pursuing policies to 
that effect. 

Finally, Mr. Lieftinck said he was grateful to Mr. van Campenhout for 
his proposal with respect to the term "liberal" which he fully agreed should 
definitely include a more liberal use of the waiver clause in Article V, 
Section 4. 

Mr. van Campenhout said he wished to add a comment on the public rela
tions question mentioned by several of the Directors. An institution such 
as the Fund always had to be concerned with this problem, but it had to be 
kept in mind that there were both good and bad public relations. One thing 
that the Fund's policies and practices had achieved up to now was the inter
est other sources of finance had taken in the Fund's actions. It was his 
own personal experience, and he was confident that other Directors had had 
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the same experience, that an increasing number of inquiries was being 
received from private bankers concerning the Fund's relationship with 
certain countries. The Fund's agreement to a drawing or stand-by created 
confidence bec~use of the knowledg.e that the Fund's policies were being 
seriously pursued by the country in question. If the Fund should _some day 
adopt a confused policy of semi-automatism, the benefit gained from its 
past policies and practices would disappear. To avoid this was his main 
concern in the present exercise. 

In concluding the discussion the Chairman said the main area of dif
ference on the Board still appeared to be related to parts (a) and (b) of 
conclusion (3). The staff would try to red.raft the report in the light 
of the various comments and suggestions in the cou.Tse of these informal 
discussions. He hoped that a new text on which the Directors would be 
able to agree would be ready for formal consideration by the Board around 
mid-January. 
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1. COMPENSATORY FI NANCING OF EXPORT FLUCTUATIONS - FUND REPORT TO CICT 

The Executive Board had an informal and preliminary exchange of views 
on a revised draft Fund report to the CICT on compensatory financing of 
export fluctuations (SM/62/94, Rev. 1, 11/27/62, and Cor. 1, 11/28/62). 

In opening the discussion, the Chairman noted that the paper before 
the Board took into account the views expressed at the informal discus
sions on November 16, 1962 (Informal Sessions Nos. 62/1 and 62/2). He 
hoped there would be a further full and free exchange of views at the 
present session and that this would bring the Board closer to a decision. 
The Chairman also directed attention to the report of the Fund's observers 
to the second sess i on of the Technical Working Group of the CICT (SM/62/1O4, 
12/13/62) which indicated an expectation that the Fund would report on ways 
in which it might make an effective contribution in the field of compensa
tory financing. Wi th this in mind, he hoped the present discussion could 
be limited to the narrow range of points which still appeared to be in 
question. 

Mr. Dale observed that the paper on compensatory financing which was 
now before the Board was a helpful redraft of the paper considered in the 
last informal discussions of this subject. At a number of points, he 
regarded the present paper as a considerable improvement over the already 
fine paper before the Board at that time. He also believed that some of 
the crucial statements and conclusions now offered a basis on which a good 
deal of advance could be made in the present discussion. Certain of these 
conclusions needed to be discussed in detail and made more explicit, as 
he would indicate later. 

Mr. Dale said he would begin his comments at the point where he began 
in his initial remarks on November 16 by indicating to the Board the present 
position of U.S. policy on compensatory financing. In those comments he 
had indicated that two of the U.S. conclusions which ·might be subject to 
reconsideration, depending on circumstances as they evolved, were: (1) 
That the need for facilities to provide compensatory financing for export 
fluctuations of the primary producing countries should be met by the 
establishment of a new and separately financed scheme; and (2) that it 
might be feasible for the Fund, by a suitable development of its policies 
and procedures, to meet the need for compensatory financing satisfactorily. 
The view of the U.S. Government on these points had not been changed in 
the interim between the November 16 discussion and the present one. 

In assessing the context within which the Board should discuss the 
paper now before it, Mr. Dale said it might be well to take note of two 
events that had occurred in the period since the last discussion of com
pensatory financing. He believed these events were important in shaping 
the environment which should help determine the response which the Fund 
made to the request from the CICT for a report on what the Fund might 
undertake in the field of compensatory financing. First, the Working 
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Group of the Commission on International Commodity Trade which met in 
Geneva for some weeks had now completed its work and its report was con
cluded except for editorial changes. This meant, among other things, 
that the conclusions the Fund might reach in its own report woul d no 
longer be able to influence the work of the CICT Working Group, and this 
might indicate that the time pressure for conclusion of the Fund 1 s con
sideration was in some degree reduced. 

Much more important, however, Mr. Dale said, were several features 
of the conclusions reached by the CICT Working Group. In considering the 
question of full automaticity for a compensatory financing scheme, based 
solely on statistical factors, the Working Group's conclusions indicated 
that some doubt was expressed "as to whether export shortfalls should be 
compensated without any regard to the balance of payments as a whole or 
to the underlying causes." While this conclusion was apparently not 
unanimous, it was an important indication that complete automaticity in 
this matter was questionable. The CICT group also i ndicated, in discus
sing both the DIF proposal and the OAS scheme, that other lending insti
tutions, especially the IMF, would no doubt take into account in their 
operations the borrowings under such a scheme. Thus the resources made 
available to the primary producing countries would not all represent net 
gain. Finally, the CICT group raised the question "whether effects 
broadly similar to those of an OAS scheme (not a DIF scheme), though 
without the feature of automaticity, might be achieved in another way 
with less cost and less danger of undesirable consequences, particularly 
through the IMF with improved facilities." This surely was an important 
conclusion for the Board to consider in the present discussion. 

The second important event, Mr. Dale said, was the adoption by the UN 
General Assembly of the resolution for a conference by early 1964 on 
international trade and development. The resolution provided for discus
sion of international compensatory financing along with other aspects of 
the problems faced by primary producing countries. This was another indi
cation of deep interest that something substantial be accomplished in the 
field of compensatory financing. 

Turning to the paper before the Board, Mr. Dale said he wished to make 
several comments about the statistical indicators of the requirements for 
compensatory financing, particularly as they were provided by column 1 of 
Table 1 and with reference to the discussion on page 11 of the draft re
port. An adequate statistical representation must of course be based on 
historical facts, and those must necessarily be limited in their implica
tions for the future. Beyond that he agreed with the observations· on 
page 13 that arbitrary statistical criteria might produce data which did 
not take account of special circumstances so that the figures for partic
ular countries should not be taken too seriously. The more he studied 
the alternative statistical formulations and calculations provided by the 
staff, the more he had concluded that many of them were enlightening but 
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none of them was in any way conclusive. There was also one factor that 
was nearly, _ if not wholly, impossible to reflect statistically. It was 
certainly not desirable to compensate primary producing countries, or any 
others, for export shortfalls (even if they were short term) that were 
wholly the result of internal mismanagement. No judgment was reflected 
in the figures of Table 1 as to the extent to which the maximum financial 
requirements there indicated were in fact external in source or were 
attributable to actions or· the countries themselves. He had noted, how
ever, that in a number of the individual country cases where the maximum 
financial requirements shown were rather large, there was some reason to 
believe that more appropriate policies on the part of the countries con
cerned would have reduced the requirements substantially. This was indeed 
another way of saying that the wholly automatic approach to compensatory 
financing was not desirable. 

On the whole, Mr. Dale said, he was persuaded that statistical formu
lations and calculations were useful and enlightening, if used with great 
care, but that none of them could have more than very limited validity. 
He added that none of this was meant to reflect on the excellent and very 
helpful statistical and analytical work of the staff. The difficulty with 
statistical representations of the problem lay in the complexity of the 
problem itself, not in the ability of the staff. On the whole, he would 
be inclined to reduce, rather than add to, the statistical information in 
Table 1--or even to question whether it should be included in the 
report at all. He did, however, accept the general over-all figures in 
Table 1 as a reasonable approximation to the size of the compensatory 
financing problem. 

Turning to comments that bore more directly on what the Fund might be 
prepared to do in the field of compensatory financing, Mr. Dale said he 
had found it helpful to his o~m consideration to envisage five different 
cases of countries which might find themselves confronted with short-term 
export shortfalls beyond their own control. These, he would designate as 
Cases A through E. Case A was that of a primary producing country which 
had not drawn on the Fund. For such a country, the gold tranche drawing 
was available on a virtually automatic basis to compensate for export 
fluctuations or for other purposes in accordance with the Articles of 
Agreement. For such a case, within the financial limitations involved, 
there was clearly no need for a change in Fund policy on drawings. Case 
B involved a country whose position at the Fund was at the 100 per cent 
of quota mark. Such a country could draw through the first credit tranche 
on the basis of a showing of "reasonable efforts" to solve its payments 
problems which arose from short-term export fluctuations or from other 
sources. Again, the degree of automaticity was high enough not to pre
sent any reason why the Fund should alter its approach. 

Case C, Mr. Dale continued, was that of a country whose currency hold
ings in the Fund stood at 125 per cent or more of its quota. Such a coun
try when requesting a drawing because of balance of payments difficulties 
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owing to short-term expor+ shortfalls would, under present policies, have 
to present substantial justification. Normally, a substantial stabiliza
tion program would have to be undertaken. Present policies, even if 
liberally interpreted, did not provide any specific arrangements for a 
drawing for compensatory financing purposes. Case D was that of a col.LDtry 
having a stand-by arrangement with the Fund which involved stabilization 
undertakings satisfactory to the Fund. It might be supposed that t hese 
stabilization undertakings were being fully observed. Nonetheless, the 
provision for drawings from the Fund might not contemplate the resources 
needed in the event a short-term export shortfall of wholly external 
origin occurred. In such a case the country concerned could, of course, 
request an addition to the drawing arrangements under the stand-by and 
the situation could be handled under present policies, though they did 
not specifically provide for it. Case E was that of a country with a 
stand-by arrangement with the Fund where the undertakings underlying the 
stand-by were not fully being met but where an export shortfall occurred. 

Mr. Dale noted that Cases C through E all involved difficulty and 
some ambiguity under present policies and under the statement in conclu
sion (3)(b) of the paper before the Board (SM/62/94, Rev. 1, p. 19, 
11/27/62). Cases C and E were, in his judgment, the crucial ones . The 
question was, under the Fund's policies and practices as the Board was 
now considering them, would countries in the circumstances he had described 
as Cases C and E have greater or more liberal drawing- facilities at the 
Fund than they had previously had? Unless that question could be answered 
in the affirmative, he thought it would be difficult to hold that the Fund 
had moved decisively to provide fully the need -for compensatory financing. 

Continuing, Mr. Dale said he believed that conclusion (3)(b) offered 
some advance on the attiti.1de of the Fund toward compensatory financing. 
But that paragraph and the discussion on page 15 re1ating to it left con
siderable ambiguity. Did it meet the test of added facilities for com
pensatory financing that he had just outlined or did it not? To answer 
this question affirmatively, something along the following lines might 
be needed: (1) A country applying for a "compensatory financing" draw
ing would have to have had, in fact, a reduction in total export proceeds 
and balance of payments difficulties attributable at least in part to such 
export shortfall. Moreover, the difficulty would be found to be temporary 
in nature and could reasonably be expected to be corrected or reversed 
within the near future. (2) The country was making reasonable efforts to 
solve its problems. (3) The "compensable export shortfall" was beyond the 
reasonable control of the country concerned and was attributable, for 
example, to reductions of prices, and/or volumes taken, in international 
markets, on the one hand, or to uncontrollable natural phenomena, such as 
adverse weather, leading to crop failures, on the other. 

In the third point, Mr. Dale noted that he had used the term "compens
able export shortfall" and thought he should explain more fully what he 
intended to convey with this term. He meant to define "compensable export 
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shortfall" so as to convey the thought that when export proceeds were 
reduced by comparison with the levels of other years, that reduction 
might be attributable to the joint or separate action of two causal fac
tors: (1) conditions beyond the country 1 s control; and (2) the effects 
of the country's own policies. He wished to find a formulation for the 
concept of "compemmble export shortfall" which would make it clear that 
only that part of the total export shortfall which was beyond a country's 
control should be considered eligible for a "compensatory financing 11 draw
ing from the Fund. If it could be accepted that a formulation along these 
lines would be suitable for a Fund policy on compensatory financing, it 
would be necessary to limit the drawings that might be made under it. He 
was inclined to feel that a limit of 25 per cent of quota should be placed 
on such drawings. 

Mr. Dale also observec that a question arose whether a "compensatory 
financing 11 drawing should have any effect on the decision of the F'und in 
the event the question arose of a waiver for Fund holdings beyond the 200 
per cent of quota limit. It seemed to him that if the Fund was to make 
clear that drawings for compensatory financing purposes represented a net 
addition to its regular facilities, and was to give reasonable assurances 
to the affected countries, the amount of a compensatory financing drawing 
either already made or newly approved at any time should be considered 
prima facie justification for waiving the 200 per cent ceiling by an 
amount equal to the compensatory financing drawing which might be out
standing at any given time. 

As , to charges and repayment terms, Mr. Dale said he saw no compelling 
reason to believe that these should differ for compensatory financing 
drawings from the policies and approaches now in force for all drawings. 

In concluding Mr. Dale said he had limited his remarks mainly to Fund 
drawing policy because that was, in his judgment, the heart of the matter 
as to Fund action on compensatory financing. As to other elements of the 
conclusions i.n the paper before the Board, he had no great difficulty, 
though he might wish to make further remarks later in the discussion. 

Mr. Waftzenegger observed that the problem of compensatory financing, 
under active discussion by a number of international organizations at the 
present time, was of great significance for Fund members and the Fund as 
an institution. Much light had already been shed on this matter and it 
was certainly a privilege to hear the excellent comments of other Direc
tors during the informal sessions of November 16 last, as well as the 
illuminating statement of Mr. Dale at the present session. Mr. Waftzenegger 
was convinced that this new round of discussions, based on the revised draft 
report, would further the understanding of Fund action. He also wished to 
take this opportunity to pay tribute to the staff for its work in the field 
of compensatory financing. 
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Mr. Waftzenegger noted that at its tenth session last May the United 
Nations Commission on International Commodity Trade had invited the Fund 
"in the light of the discussion during the tenth session to present, as 
soon as possible, a report as to whether and in what way the Fund might 
play an increased part in the compensatory financing of export fluctua
tions of primary exporting countries." This was a clear invitation to 
weigh the opinions expressed by the various delegations during theses-
sion. The Fund observers had reported that "discussions revolved around 
whether and to what extent" it was desirable to offset fluctuations in 
export receipts of primary producing countries and that strong support 
had been given to the idea of compensatory financing (SM/62/94, 11/8/62). 
The report of the Commission stated 11that it was unanimously agreed that 
urgent action was needed to mitigate the impact on primary exporting coun
tries of instability in their export earnings" and that "nearly all dele
gates agreed that additional arrangements for compensatory financing were 
called for." On the other hand, there were wide differences of opinion 
with respect to the means by which additional compensatory financing should 
be achieved. The Commission report indicated that "a thorough examination 
of the possibility of expansion of existing systems would be required 
before any new system of compensatory financing should be set up." It 
seemed evident that what really was in question was not the pr.inciple of 
compensatory financing but the form such financing should take. Thus, 
the Fund was faced with a distinct challenge, as Mr. Lieftinck had rightly 
pointed out (Informal Session No. 62/2, 11/16/62). The very existence of 
two elaborate schemes showed the seriousness of the problem. It was sig
nificant that the TechnicLl Working Group, which met in Geneva in Novem
ber 1962, recognized in its conclusions that the sep3.rate schemes "w01.tl.d 
be worthwhile only to the extent that they were more efficient than the 
types of assistance at the expense of which they might be established." 
Creating an institution with functions overlapping those of the Fund would 
reduce the Fund's ability to influence the policies of member countries 
and could defeat its basic purposes. Unnecessary duplication of technical 
and financial facilities must be avoided, and the more so because com
pensatory financing, which had to be considered in relation to a country's 
payments position, certainly fell under Fund responsibilities. 

No doubt, Mr. Waftzenegger continued, the policies adopted by the 
Board had worked well on the whole, notwithstanding the fact that the 
procedures followed had not been exactly the ones contemplated at Bretton 
Woods. It was equally true that control by the Fund of the use of its 
resources was a powerful instrument, although not the only one at its 
disposal. Broadly speaking, the situations which the Fund had helped 
correct in the past were characterized mainly by two elements: a deficit 
in the balance ofpayments and an excessive internal demand which frequently 
caused the deficit. In those circumstances, the remedy was to make the 
assistance subject to the implementation of measures likely to reduce the 
demand. In the interest of its own development, a country under inflation 
must take decisive steps to restore financial stability. But there could 
be situations of a different nature where stringent policies were not of 
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the same degree of relevance . The Fund was already an important source 
of compensatory financing, and it had shown its flexibility in some cases, 
such as that of the United Arab Republic. A thorough revision of its 
policy could certai nly intervene without impairing the principles under
lying the Bretton Woods Agreement. Mr. Waitzenegger had no hesitation in 
saying that, in the framework of this Agreement and in the light of experi
ence to date, the Fund could adopt a positive and constructive approach in 
the field of compensatory financing. Such a revision of its policies would 
in no way lessen the action which the Fund had directed toward establish
ment of sound policies since its inception. 

Mr. Waftzenegger pointed out that the staff had made two specific pro
posals in the revised draft report now under discuss ~on (SM/62/94, Rev. 1, 
pp. 14 and 15, 11/27/62). First, quota adjustments could be envisaged for 
primary producing countries, particularly those with small quotas. Second, 
some liberalization of drawing policies could be considered. On the matter 
of quota increases, he would be very brief because he had covered the sub
ject at length during the informal discussions on November 16. He wished 
again to recall that, at the end of 1959, the Board had concurred with the 
view that "members' quotas were adequate to provide its primary producing 
members with a supplement to liquidity which, in the majority of cases, 
should be sufficient, in conjunction with their own resources to enable 
them to deal with payments problems as are created by short-term fluctua
tions in exports." He wished also to repeat that the French authorities 
did not consider it possible to adjust quotas according to balance of pay
ments requirements exclusively. The multipurpose functions of quotas were 
well known and so was the fact that no simple factor could be used to allo
cate quotas in a satisfactory manner. Two other points also had to be kept 
in mind. The first was the relationship between quotas in the Fund and 
subscriptions in the International Bank and its affiliates, to which other 
Directors had previously referred. He supported their views entirely. The 
second was the obligation of a member to subscribe one quarter of its quota 
increase in gold, referred to by the staff on page 14 of the revised report. 
This obligation was far from being negligible. The Fund had the discretion 
only to reduce the gold portion in the circumstances indicated in Article 
III, Section 4(a), namely, when the monetary reserves of the member coun
try were less than its new quota. Naturally, the Fund could lessen the 
immediate impact of such payment by some special provision, as was done in 
the case of small countries in 1959. It remained that, in the end, the 
gold payment charge would burden the member; any other method for reducing 
or transferring the payme~t charge would not seem feasible. For all those 
reasons, it seemed neither necessary nor advisable to aim at some general
ized action in the matter of quotas, even selectively limited to one or 
two categories as illustrated in the recent staff study (SM/62/95, 11/8/62). 
But individual adjustments could be envisaged in cases where there was 
true inadequacy. 

In relation to compensatory financing, Mr. Waitzenegger said he did 
not think that quota adjustments provided the proper solution if the Fund 
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intended to adopt a constructive attitude. He was convinced that what 
really counted was the qualitative access to Fund resources much more 
than the quantitative elements of the problem. Therefore, the interest
ing staff proposal on drawing policies had to be analyzed carefully. To 
be authorized to draw under the proposed new rule, a member would fulfill 
two main requirements: first, its payments difficulties would have to be 
of a temporary character and attributable to causes beyond its control; 
second, the member would make reasonable efforts to solve its problems. 
These two conditions implied the exercise of judgment which was not an 
easy task. He did not contest, however, the necessity for the Fund to 
retain a large degree of appreciation, and he was ready to accept the 
first condition entirely. Therefore, his concern about the present pro
posal lay in other considerations. 

First of all, Mr. Waftzenegger said, the proposal was ambiguous. The 
condition relating to the member's economic policy could raise various 
interpretations, as he had already noticed in conversations with other 
Directors. The expression "reasonable efforts 11 could mean no more than 
a general policy in conformity with the main objectives of the Fund. But 
it could be interpreted equally as not modifying the principle according 
to which an increased degree of justification was required for new draw
ings. The wording used in the second paragraph of page 15 did not give 
assurance of a liberal attitude to primary exporting members. In its 
present form, the proposal would not remove the uncertainties on the part 
of countries about their &bility to use the Fund's resources in adverse 
circumstances. Simpler and more readily understandable language would be 
far better. 

Secondly, Mr. Waitzenegger noted, there was no quantitative limit to 
drawings under the proposal. Assuming that the Fund's holdings of a mem
ber's currency stood at 125 per cent of the quota, would such a country 
be authorized to draw 2 or 3 tranches in accordance with the policy require
ments laid down for the first credit tranche? Such uncertainty was again 
undesirable. Compensatory financing should meet only part of any export 
shortfalls, _and it appeared that an amount corresponding to 25 per cent 
of the quota, coupled with a reasonable use of the member's reserves, 
would be sufficient in most cases. The question might well be raised 
as to whether the Fund would have sufficient resources to provide supple
mentary assistance to primary producing countries. In his opinion, by 
limiting the compensatory drawings to one tranche, the~e would be no 
reason to consider the present Fund resources inadequate, as had been 
clearly stated in the 1960 report on "Fund policies and procedures" 
(SM/60/14, Rev. 2). 

Finally, Mr. WaHzenegger said it was his view that the present pro
posal could shatter the existing policies which had successfully stood 
the test of practical application. Keeping in mind the special nature 
of the financing envisaged, it would be preferable to adopt a rule dif
ferent from the policy applied in 11ordinary drawings." In this respect, 
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he fully appreciated the suggestion of some Directors, during the first 
informal session, that drawings up to one quarter of quota should remain 
separate from ordinary drawings in the application of tranche policies. 
Such a proposal could retain the useful concept of causes beyond the mem
ber's control, as well as the temporary character of the payments diffi
culties resulting from an export receipt shortfall. Since the Fund would 
have to determine the nature of the deficit and the duration of the diffi
culties, the drawing would not be automatic. From the view:point of the 
memberts policie~ no additional corrective measures would be required as 
a condition to compensatory drawing. In other words, the policy justifica
tion would be, so to say, "frozen" to the conditions required for the last 
drawing in the regular tranches. He doubted that this proposed revision 
of Fund procedures would present any serious difficulties technically. The 
wording should be carefully studied but psychologically such a proposal 
would be of great importance. As a complement, it would be useful for the 
Fund to mention its readiness to use its authority under Article V, Sec
tion 4, to waive the 200 per cent of quota limit. 

Turning to part VII of the revised report containing the conclusions 
recommended by the staff, Mr. Waftzenegger remarked that paragraph (1) 
rightly stressed that the provision of short-term credits by the Fund 
could not deal with the more basic aspects of declining export prices. 
It was evident that the longer-term problems were too broad and complex 
to be solved by a simple revision of Fund policies. They should be 
approached mainly by an organization of international markets on a commod
ity-by-commodity basis. Admittedly, this would be a long process but com
pensatory financing could,meanwhile, bring about an improvement over the 
present situation .. The second sentence of paragraph (1) drew sufficient 
attention to the wider issues. On the other hand, the last sentence of 
the paragraph was incomplete and arbitrary in attempting to enumerate 
long-term measures systematically. This was quite natural as it was not 
possible to review them all in a few lines. Furthermore, the Fund had 
not been requested to take a position on those problems as they were the 
responsibility of other institutions, which had been studying them for a 
long time. In view of the debatable character of the paragraph's last 
sentence, on which he would not comment in detail now, he felt it would 
be more appropriate to delete it. He recalled that Mr. Plumptre had merely 
asked for the insertion of one or two paragraphs in the body of the report 
to place the problem of compensatory financing in a broader setting. This 
was continued in t he third paragraph of page 15. 

With respect t o paragraph (3)(a) of the recommendations, which was 
identical with conclusion 2 of the first draft report despite many Direc
tors' comments, Mr. Waitzenegger said he was opposed to language which 
(1) conveyed the impression that a somewhat generalized and uniform . 
approach was envisaged and (2) directly and exclusively linked the quotas 
to the needs of the countries in connection with balance of payments 
fluctuations. The inclusion of such a paragraph could imply a decision 
of broad scope which had not been fully discussed in the Board. 
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With respect to paragraph (5) of the conclusions, Mr. Waftzenegger 
considered that the last two sentences did not represent any substantial 
progress over the former text which had created difficulties for many 
Directors. He was not in a position to go along with the new text, as 
it included a clear reference to an automatic compensatory scheme outside 
the Fund. The paragraph would gain greatly if it were limited to only the 
first two sentences, which explained the Fund's views on any automatic 
system. 

In concluding, Mr. Waitzenegger observed that the Fund had given evi
dence of its deep interest in the problems of its members and that the time 
had now come for it to show foresight and take action which would prove to 
be a real contribution in the field of compensatory financing. In view of 
the obviously widespread attention being given to the question, the Fund 
must give careful consideration to the pub~ic relations aspects of its 
report to the CICT. He agreed with Mr. Pitblado who had drawn the Board's 
attention to this point. The Fund's view should be stated clearly and con
structively. Some progress had already been made, but further discussions 
would be necessary to attain that end. He sincerely hoped that the next 
few weeks would bring definite agreement by the Board. 

Mr. Siglienti observed that so much ground had already been covered 
in the two earlier informal s_essions on this matter, as well as in this 
meeting, that he would have little to add. But since he had not yet par
ticipated in the discussion he wished to take this opportunity to state his 
own personal position, thought it might in part repeat what other Directors 
had said. As far as the official Italian position was concerned, Mr. Sigli ~ 
enti referred to a number of official statements made on various occasions 
which had mentioned the problem of the primary producing countries and had 
stressed the interest that Italy had in finding a solution to this problem. 
The most recent of these statements was made by the Governor for Italy at 
the last Annual Meeting. It should be made clear, however, that Italy had 
not yet had an opportunity to reach any final conclusions on the merits of 
the various schemes currently under study, due in part to the fact that 
Italy was not represented in the CICT. 

Speaking in his personal capacity, Mr. Siglienti said he wished first 
to state his agreement with the general conclusions of t he two earlier . 
discussions as they had been summed up in the closing remar~s of the -Chair~ 
man. Mr. Siglienti was convinced that a solution should and could be found 
within the Fund, and this was not because it was a question of the Fund's 
prestige, but for at least two good reasons . First, there was in general 
no lack of international institutions but, on the contrary, scope for 
better coordination and better exploitation of the existing ones. In 
addition, among the existing world-wide agencies, the Fund was the most 
appropriate and most competent to deal with the short-term aspect of the 
problem. He realized, of course, that short-term and long-term_p~oblems 
could not always be easily separated, but this was a difficulty ~hat the 
Fund faced in other fields. It might well be that some countries believed 
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that an increase in the number of agencies would result in more credits , 
but he thought the primary producing countries would eventually be the 
first ones to suffer from such a confusing situation, as described by 
Mr. Garland in the earlier discussions. In fact, Mr. Siglienti was glad 
to note that none of the Directors had spoken in favor of creating a new 
institution, and this also seemed to be the view held by the Working Group 
of the CICT, as Mr. Waftzenegger had mentioned. 

Mr. Siglienti said he was even more opposed to a separate scheme which 
would function automatically, and he saw no need of repeating the staff 1 s 
arguments against automaticity which he had found convincing. In general, 
the case against automaticity was very clear to him. Automatic formulae 
did not provide the right solution for the primary producing countries 
any more than they did for the industrialized countries •. He added that 
he would hold the same view if the matter under discussion were a scheme 
on international l i quidity. 

In the light of these views, Mr. Siglienti said he still felt uneasy 
about that part of the staff 1 s conclusions dealing with the establishment 
of a separate agency and its possible affiliation with the Fund, especially 
the last sentence i n conclusion (5) (SM/62/94, Rev. 1, p. 19, 11/27/62). 
While the new vers i on now under discussion avoided the impression that the 
establishment of such an agency was desirable, it still left the impression 
that the Fund was willing to accept cooperation with such an agency 11obtort0 
collo, 11 which was hardly encouraging for the future activity of both the 
Fund and of the new agency. 

Ruling out any scheme outside the Fund, Mr. Siglienti said he would 
now briefly consider what action the Fund could take in connection with 
export fluctuations. The staff had examined two types of action, namely, 
in the field of quota increases and in the field of the Fund's drawing 
policies. He would be inclined to find a solution in adaptations of the 
drawing policies rather than in a general or selective or generalized 
selective increase in quotas. Mr. Wa!tzenegger had recalled the multi
purpose functions of quotas and the difficulty of either extending the 
quota increase to a large number of countries or limiting increases to a 
few countries. He shared Mr. Waitzenegger's opinion that increasing 
quotas did not offer a proper solution to the problems of the primary 
producing countries, and he was in general convinced that a case had not 
been made out in favor of an extended adjustment of quotas. Mr. Waitzen
egger had elaborated on these points and Mr. Siglienti shared his misgiv
ings. 

As far as Fund drawing policy was concerned, Mr. Siglienti said he 
did not see much harm in extending to the first credit tranche the present 
policy for drawings in the gold tranche in favor of the primary producing 
member countries. This was not inconsistent with what he had said earlier 
about automaticity. Even the drawing rights in the gold tranche were not 
fully automatic under the present policy. The conditions of Article V, 
Section 3 had to be fulfilled and the benefit of doubt could be challenged. 
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If this policy were extended to drawings in the first credit tranche, the 
danger of automaticity pointed out by the staff would be removed by the 
very fact that the transaction would be a Fund transaction within the 
framework of the Fund Agreement. This was particularly true for the kind 
of danger pointed out in the revised draft report when it said "The total 
amount of short-term credit made available to a country by one agency or 
under one arrangement cannot be totally divorced from the amount made 
available on similar terms by another agency or under another arrangement 
by the same agency" (ibid., p. 8, para. 2). By extending this kind of 
automaticity to the first credit tranche the Fund would not be offering 
much more in practice than it offered at present, but it would be giving 
much firmer and more concrete assurance to the primary producing countries 
that compensatory financing was innnediately available in a reasonable 
amount. 

Mr. Siglienti added that he would have welcomed some more discussion 
by the staff of the "stand-by" or "near stand-by" approach mentioned on 
page 3 of the draft report. He did not know whether any detailed proposals 
had been submitted, but he suspected that the UN experts had in mind some
thing other than a more extensive use of stand-by arrangements. He thought 
they might have had in mind that the Fund would reach the conclusion that 
a country or a group of countries was particularly affe·cted by a decline 
in eA-port receipts and the Fund would then issue a policy statement saying 
that these countries were eligible to draw on the Fund or apply for a 
stand-by arrangement with the Fund, that their requests would be handled 
liberally and that the Fund would be bound by its previous statement of 
policy. A fuller explanation of what the UN experts had in mind would 
have been most helpful. 

As regards the conclusions in section VII of the draft report, 
Mr. Siglienti said he agreed with the first and second conclusions. The 
general tone had been improved and a more constructive contribution had 
been made on these points in the revised draft. He also had no difficulty 
with the conclusion set forth in paragraph (3)(a) which could be read in 
connection with the statements in paragraph (2). On the other hand, the 
statements in paragraph (3)(b) seemed to offer very little, and here an 
effort should be made to find a better solution. Mr. Lieftinck 1 s proposed 
amendment, which had been circulated before the meeting, constituted only 
a minimum. If his point were omitted the report would convey the impres
sion that the policies now followed with respect to drawings in the first 
credit tranche were not liberal, which of course was not true. Mr. Sigli
enti said he would even welcome mention in this paragraph that the Fund 
was extending to the first credit tranche the policies now followed with 
respect to the gold tranche. 

Continuing with respect to the conclusions, Mr. Siglienti said he 
had no difficulty with paragraph ( 4), but he had great misgivings about 
paragraph (5), especially the last sentence. If it was felt desirable to 
retain the idea, he would at least change the order of the reasoning and 
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start by saying that the Fund could not reach a decision on the question 
of affiliation with another agency until more was known about the nature 
and functions of such an agency. The report could then go on to say that 
at this stage the Fund did not believe that the setting up of a new agency 
was desirable. In conclusion, Mr. Siglienti said his own preference was 
to delete the last two sentences of the paragraph. 

Mr. Lieftinck said he considered the new version of the draft report 
as a considerable improvement on the preceding one. He was also grateful 
for the additional statistical material supplied by the staff which he 
found greatly illuminating. At this time, he was not in a position to 
comment more than incidentally on the very important points contributed 
to the discussion by the previous speakers. He would wish to consider 
these more carefully. 

With respect to the revised draft report before the Board, Mr. Lieftinck 
said he felt that the new text did not provide a sufficiently clear answer 
to the questions put to the Fund by the CICT. However, two things stood 
out clearly and, in his opinion, very satisfactorily. First, the Fund 
was not prepared to allow automatic drawings beyond the gold tranche to 
compensate for export shortfalls, not even in the case where the short
falls were caused by conditions beyond the control of the member. This 
position was strongly and sufficiently motivated in the report. The second 
clear point was that the Fund would continue to be liberal with respect to 
drawings in the first credit tranche and would interpret its liberalism in 
terms of the well-known criterion which it had been applying to drawings 
in the first credit tranche, namely, that the country concerned should be 
making a reasonable effort to overcome its difficulties. But with respect 
to drawings in the higher tranches, the draft report was still somewhat 
ambiguous. On page 15, the report stated that "there is no need for the 
Fund to alter the policies and practices laid down for drawings of the sec
ond or further credit tranches. 11 While there was an indication of the 
willingness of the Fund to show some flexibility in the application of its 
policies, it was stated as a matter of principle that there was no need 
to change the existing policies with respect to drawings in the higher 
tranches. However , the following wording of conclusion (3)(b) appearing 
on page 19 could lead to a completely different interpretation: "The 
Fund's attitude towards requests for drawings (beyond the gold tranche) 
that are related to payments difficulties attributable to causes beyond 
the control of the member will be a liberal one, provided that the member 
itself is making reasonable efforts to solve its problems." This could 
be interpreted to mean that with respect to payments difficulties attrib
utable to causes beyond the control of the member the Fund would be ready 
to apply the condition now being applied to the first credit tranche. He 
could not agree that in the cases under consideration the condition now 
being applied to the first credit tranche would be applied to the higher 
tranches. 
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Another example of ambiguity between his interpretation of conclusion 
( 3) (b) ·and other statements in the report, Mr. Lieftinck said, appeared 
on page ·7 where it was said that "in t he higher tranches, the Fund will 
therefore want to be satisfied that a sound set of policies is being 
followed." He felt that this was something different than the mere re
quirement that the member should be making reasonable efforts to solve 
its problems. It was clearly indicated on page 7 that even in those 
cases where the adverse development of export proceeds had been brought 
about predominantly by causes beyond the control of the member, sound 
policies were to be followed. This might be, and usually would be, cor
rective policies. The statement was made later on page 7 that "a need 
for corrective policies might arise either because the decline in exports 
appeared to foreshadow a lasting weakening of the country's balance of 
payments or because, though the export decline itself might be purely 
temporary and self-correcting, the country's monetary and financial poli
cies were such as to provoke, sooner or later, balance of payments diffi
culties even under satisfactory export conditions." Mr. Lieftinck believed 
that these would not be rare cases but would more likely present themselves 
often. It was therefore his feeling that sound and, in many cases, correc
tive policies should be required and in more specific terms than expressed 
by the words "reasonable efforts." 

Mr. Lieftinck said he, therefore, had great difficulty in going along 
with conclusion (3)(b) because he had the clear impression that it meant 
that with respect to drawings related to payments difficulties created or 
intensified by conditions beyond the control of the member the criteria 
for the first credit tranche would also be applied to the higher tranches. 
Accordingly, he had tried to indicate in the redraft of paragraph (3)(b) 
circulated before the meeting the position of the Netherlands Government 
as to what the Fund could do in the way of compensatory financing. His 
draft proposed that the Fund should have a liberal attitude toward requests 
for drawings beyond the gold and first credit tranches that are related 
to balance of payments difficulties caused by essentially temporary situ
ations beyond the control of the member, "provided that the Fund is satis
fied that the member is pursuing basic policies aimed at adjusting its 
total expenditures to the longer-run changes in its available resources." 
This text was not to be considered a final proposal but merely as an 
illustration of the present Netherlands position. 

In explaining his proposal, Mr. Lieftinck said it was his view that 
any rewording of conclusion (3)(b) should make clear that there was no 
problem with respect to drawings covering only the first credit tranche, 
including those for compensatory financing • . Therefore, his formulation 
referred only to drawings beyond the first credit tranche. Secondly, 
he had used the phrase "balance of payments difficulties" in place of 
"payments difficulties·" because the Netherlands authorities felt that 
every request to the Fund for a drawing should. be decided in the light 
of the member's balance of payments as a whole and not in the light of 
only one factor. Thirdly, Mr. Lieftinck said, h~ had tried to make clear 
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that any specific policy of the Fund with respect to compensatory financing 
for export shortfalls should be- linked to causes of an essentially tempo
rary character. This specific point was not mentioned in the staff's draft, 
though he recognized thet it might have been intended. Mr. Lieftinck went 
on to explain that he had retained the words "liberal one" because his 
authorities felt that there was reason to be forthcoming in cases where 
balance of payments difficulties arose from causes beyond the member's 
control,or at least predominantly from such causes. If Mr. Siglienti 
felt that the word "liberal" in this context might imply that the Fund's 
policies on drawings in the first credit tranche were not liberal at 
present, Mr. Lieftinck said he would have no objection to using the word 
"forthcoming" instead of "liberal." 

The essential new element in his draft, Mr. Lieftinck said, was the 
proviso at the end. In the view of the Netherlands authorities, it was 
not sufficient that the member should be making reasonable efforts to 
solve its difficulties. They felt that in these cases the Fund should 
be satisfied that the member was pursuing basic policies aimed at adjust
ing its total expenditures to the longer-run changes in its available 
resources, which meant that the Fund should be satisfied that the country 
itself was prepared to adjust its policies to the longer-term trends in 
its balance of payments position. If the Fund were satisfied that that 
was the policy of the member, the Fund could be forthcoming and lenient 
in those cases where the member's balance of payments was affected sub
stantially by a shortfall in export proceeds for reasons beyond its con
trol. He felt that this explanation sufficiently clarified what the 
Netherlands authori ties felt the Fund could do to meet the needs of mem
bers for compensatory financing of export shortfalls. He wished to add, 
however, that it was understood that the Fund's contribution would always 
be matched by a reasonable use of the member's own resources, which, of 
course, constituted an essential part of the Fund's general policy on the 
use of its resources. 

Turning to the question of quota increases, Mr. Lieftinck said the 
Netherlands authorities felt that with respect to the primary producing 
countries, particularly the smaller ones, selective quota increases would 
certainl y contribut e to the assistance the Fund could make available under 
its drawlng policies, as he had indicated. But they felt that the wording 
of conclusion (3)(a) was less adequate than that used in the body of the 
report, particularly the statement reading: "The Fund is now examining 
on a selective basis the quotas of the primary producing countries, in 
particular those of the countries with fairly small quotas, in order to 
determine whether adjustments would be desirable to make individual quotas 
more uniformly adequate to meet each country's needs in connection with 
export fluctuations as well as other balance of payments fluctuations 11 

(SM/62/94, Rev. 1, p. 14, 11/27/62). He saw no good reason for not re
peating thj_s wording in conclusion (3) (a). With respect to the statements 
in the report on the quota proposals, Mr. Lieftinck thought there should 
be some clarification of the statement that "those receiving the increased 
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quotas would be obliged to subscribe one quarter of the increase in gold, 
unless special arrangements were to reduce or postpone this burden" (ibid.) . 
This could be interpreted in various ways. The interpretation he wou~ 
favor, and which shou..l d be made clear, was that the Fund would be forth
coming in this respect in the same manner as it had in previous cases, 
such as where the Fund had allowed the member to spread its gold payment 
over a period of five years. If the statement in the report meant more 
than this, he would like clarification and would have to reserve his 
position on it. 

As regards conclusion (4), Mr. Lieftinck said he had noted two refer
ences to the provision of "additional resources," and he wondered whether 
any suggestion was incorporated in the paragraph regarding a prospective 
need for an increase in the Fund's resources in order to more adequately 
meet the problem under discussion. In this connection he had noted that 
the report of the CICT Working Group would point out that "maximum 
indebtedness under Scheme 2 (including Australia and New Zealand) would 
have amounted to some $1.4 billion or roughly the same as under Scheme 1 
which does not cover these two countries. On a comparable basis, the 
figure for Scheme 2 would have been close to $1.3 billion" (SM/62/1O4, 
p. 5, 12/13/62). This seemed to be the result of calculations made on 
the basis of drawing facilities which would be created if the OAS scheme 
was adopted. Mr. Lieftinck wondered whether the staff had any indication 
of what the maximum additional indebtedness to the Fund could amount to 
under the policies which were now being proposed under the conclusions 
and recommendations contained in the draft Fund report. He also asked 
what the maximum additional drawing on the Fund would amount to if 
Mr. Dale's suggestion for what in fact would amount to a free tranche 
for compensatory financing were agreed. Certainly the quantitative 
aspects, as well as the -qualitative aspects of changes in policies, had 
to be considered, for the Fund should not adopt policies that would 
result in a considerable drain on its resources which might later result 
in further steps to increase its resources. 

In this connection, Mr. Lieftinck said he had also noted that the 
CICT Working Group report would mention that under the OAS scheme repay
ments would at times fall due in years of shortfalls and that this could 
raise difficult problems of refinancing. The report would suggest that 
"effects broadly similar to those of an OAS Scheme (not a DIF scheme), 
though without the feature of automaticity, might be achieved in another 
way with less cost and less danger of undesirable consequences, particularly 
through the IMF with improved facilities" (ibid., p. 7). Here again, 
Mr. Lieftinck said he felt that, before coming to a final conclusion about 
any change in Fund policies, the Board should consider whether such action 
could create a situation for member countries where they could not repay 
the Fund within 3 to 5 years and where refinancing facilities would be 
necessary unless the Fund waived its present requirements. These were 
some of the wider· implications of the proposed liberalization of the 
Fund's drawing policies, which the Board should keep in mind. 
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Finally, Mr. Lieftinck wished to associa·ce himself with the position 
taken by Mr. Siglienti and Mr. Wa~tzenegger with respect to conclusion 
(5), particularly the last two sentences. While he was not yet prepared 
to take a final position on the matter, Mr. Lieftinck said he felt it 
would be wise at this time not to create the impression that the Fund 
was anxious to have a separate international agency established and would 
be pleased to be associated with it. 

Mr. Garland welcomed the opportunity to express some further observa
tions on the report which the Fund was to submit to the CICT. In general , 
he felt that the revised draft now before the Board represented a very 
useful improvement, both in its general content and in its manner of 
presentation, on the first draft which was discussed several weeks ago. 
Everyone recognized that the staff had been faced with a very difficult 
task in seeking to prepare a report which did reasonable justice to the 
various viewpoints which had been expressed around the table. It was 
understandable, therefore, that, at various points, the draft report 
bore some of the marks of compromise, and it must be expected that the 
full implications of the report could only be worked out in later discus
si.ons of the Board on particular cases. 

Mr. Garland recalled that in his statement on November 16, he had 
expressed the hope that the next draft of the report would display a 
more positive attitude on the role of the Fund in compensatory finance, 
and he suggested that reference might be made in the next draft to the 
possibility of the Fund exploring ideas of the "special tranche" kind. 
He therefore welcomed the inclusion in the present draft of conclusion 
(3)(b), which indicated that the Fund's attitude toward requests for 
drawings relating to payments difficulties attributable to causes 
beyond the control of a member would be a liberal one, and he would 
not wish to suggest that an attempt should be made to include anything 
more definitive than this in the concluding section. He would also say 
at once that he would prefer the present text of conclusion (3)(b) to 
that which had been suggested by Mr. Lieftinck, although this did not 
mean he would be insensitive about applying Mr. Lieftinck's proviso to 
particular cases. 

While he was in general agreement with the conclusions, Mr. Garland 
said he thought it would be useful to indicate in the report that the 
Fund was continuing to give consideration to its drawing policies in 
relation to balance of payments difficulties caused by export fluctua
tions. On pages 15 and 16 of the report there was some discussion of 
two alternative changes in Fund policies to which the Fund said it did 
not feel attracted. These alternatives, however, did not cover all the 
possibilities, and he believed there were some other alternatives which 
might be explored. His view was a purely personal one and he wished 
first to reiterate that he believed the main objectives of the Fund on 
this matter should be first, to take the initiative, at a time when 
other alternative schemes seemed to be losing their impetus and to help 
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build up the image of a more positi e and responsive Fund and, second, 
to provide for minimum interference with the present Fund framework of 
policy and to ensure that the problems of countries with fluctuating 
exports should be dealt with on a case-by-case basis and by a gradual 
accumulation of precedent. 

Continuing, Mr. Garland said he might mention that he seemed to have 
been thinking along some lines very similar to those of Mr. Wattzenegger 
in his approach to these general objectives. He had been considering 
whether Fund members might be given the right to apply for a special 
credit _tranche drawing if movements in their export proceeds satisfied 
certain approved statistical criteria. These statistical criteria would 
merely determine the right to make application for such a drawing . The 
application would then be considered by the Fund Board in exactly the 
same way as any other drawing application. To assist countries in deter
mining whether they were entitled to make application for this special 
tranche drawing, the Fund might prepare periodically figures of export 
movements in terms of these statistical criteria . The only advantage of 
the special tranche drawing would be that it could be obtained without 
any tightening of any general drawing conditions, that is to say, that a 
member which already had drawn in the second tranche could obtain the 
special tranche drawing on second tranche conditions. There would be no 
marginal tightening of conditions as a result of a special tranche draw
ing. Countries, which might be entitled by reason of their current 
policies or the magnitude of their problems to draw more than one tranche , 
would not be limited to the special tranche. The repurchase provisions 
could be the same as for an ordinary drawing, although there could perhaps 
be an informal understanding that repurchase should be accelerated if the 
drawing member enjoyed a marked upswing in exports. A proposal along 
these lines would avoid some of the objections which had been levelled 
against the two alternative suggestions canvassed in the staff paper . 
The final judgment would be retained for the Fund. Drawings would not 
be automatic . There would be a minimum of interference with established 
policies . But the Fund would demonstrate · its flexibility and give greater 
confidence to members that any prima facie case for compensatory financing 
would be carefully considered. 

Mr . Garland believed that one of the most important considerations 
in this matter, at the present juncture, was that some additional initia
tive on the part of the Fund taken now might enable it to scotch the whole 
issue of a separate institution for compensatory finance. It must be 
remembered that some primary producing countries were quite satisfied 
with the present facilities which were available to them from the Fund 
for adding to their second line of reserves; · in this group Australia 
might be particularly mentioned: Other primary producers, particularly 
those which were doubtful about the adequacy of the Fund's facilities, 
could be attracted to a rather more positive Fund proposal, at a time 
when alternative schemes seemed, at least for the moment", to be losing 
their impetus. From this point of view, the decisions being taken now, 
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and in the next few months, were of considerable strategic importance. 
Therefore, he did not think that the Fund shou~d exclude at this stage 
the possibility that some proposal of this general character might prove 
to be both feasible and desirable. In pl ace of the cautionary comment 
that the Fund did not feel presently attracted to such proposals, the 
report should include some indication that possibilities of this kind 
would continue to be expl ored--or preferably the report might be 
redrafted in a more positive direction. 

As to the conclusions, Mr. Garland said he found them generally 
acceptable. Conclusion (4) might be terminated at the end of the sen
tence reading "it would, therefore, in the opinion of the Fund, be 
preferable to provide such additional resources through the Fund." 
The remaining portion of that sentence did not seem to be necessary 
and indeed could be regarded as somewhat provocative. 

Mr. Pitblado said that he, and his authorities, had found the revised 
draft report generally acceptable and he therefore had little to say on 
it. He noted that in the discussion so far a number of important sugges
tions primarily related to conclusion (3)(b) had been put forward, and 
would like to have an opportu..~ity to reflect on these before commenting 
on them. While a nu..~ber of diverse positions had been expressed, he had 
the feeling that an examination of the qualifications which the speakers 
had made to their basic positions would reveal a tendency to converge. 

As regards the conclusions in the draft report, 1.1r. Pitblado said 
he would agree wit h Mr. Waftzenegger on the last sentence of conclusion 
(1) which had been inserted to meet a point that he and other Directors 
had made in the earlier informal sessions. The present draft suffered 
the disadvantage of arbitrary selection and, in particular, left out one 
or two thoughts which would have to be included in any full coverage of 
the subject. Mr. Pitblado said he would favor exclusion of the sentence 
and the substitution of some reference to the policies and work which 
needed to go on in other international institutions. With respect to 
conclusion (3)(b), he had a good deal of sympathy with the point of view 
_and suggestions put forward by Mr. Dale on the way the Fund should pro-
ceed in cases where there were clear declines in export income attrib
utable to external causes. The difficulty facing the Board, however, 
seemed to stem from the fact that the relatively extreme case was easy 
to express and in fact even easy to deal with under the Fund's present 
procedures. The ideal case would be one in which a country suffered a 
short-term shortfall in export earnings which could easily be made up in 
the future; the difficulty lay in the shaded cases where a shortfall in 
exports constituted one of many causes of the country's difficulties. 
He therefore agreed entirely with the view already expressed that the 
Fund should approach such a country in the round and not establish any 
automatic right for drawings which did not take account of the member's 
policies and actions. The thoughts and policies that should guide the 
Fund in dealing with individual cases could be expressed more or less 
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restrictively, as mentioned in the different speeches so far in this 
session. His own thought was that they should be expressed less restric
tively, both because that seemed to be most pragmatic as well as the 
direction which most Directors seemed to favor, and also for the reasons 
Mr. Garland had expressed that the Fund found itself in the position of 
wishing to find legitimate ways within the Fund mechanism to meet the 
problem and did not wish to give support to the idea that the problem 
should be handled on a new basis through another mechanism which would 
require the agreement of governments. What the Fund said in the draft 
report should be as liberal as possible without raising any false hopes. 
Whether it would be desirable or not to treat drawings on the Fund for 
compensatory financing on a special tranche basis with a special label, 
was a matter on which he would wish to reflect further. On the one hand, 
this would be good psychologically but, on the other hand, it might be 
taken as going beyond the median position which most Directors seemed to 
have in mind. 

Finally with respect to conclusion (5), Mr. Pitblado said he agreed 
with those speakers who had expressed dislike for the last two sentences. 
If it was felt that the matter of a separate international agency should 
be dealt with, even though it was not clear that the Fund had been asked 
for its views, he believed it would be better to insert an appropriate 
paragraph in the body of the report in place of the present sentences in 
the final conclusion. 

Mr. Hanemann said that, like other Director~ he had found the new 
draft report a valuable improvement on previous attempts to tackle the 
problem of compensatory financing of export fluctuations. He thought 
it was well to keep in mind that the Fund's report and studies on com
pensatory financing could not be directed to a full-fledged answer to 
all problems of the primary producing countries. It was only part of 
their balance of payments problems to which the Fund could direct its 
attention in this respect and certainly the Fund could not provide a 
solution of the manifold long-term problems. This came out more clearly 
in the present draft than in the previous papers. Quite rightly the new 
text drew attention to the fact that the objective of a satisfactory 
rising trend in export proceeds of the developing countries was of far 
broader dimensions than the provision of repayable credits to mitigate 
short-term export fluctuations. As far as the latter was concerned-
and they were in essence the problem with which the Fund had to deal 
in its report--Mr. Hanemann observed that he felt it had been generally 
agreed in the previous informal discussions that automatic financing 
schemes did not provide the right solution of the difficulties which 
the primary producing countries faced in this respect. 

Mr. Hanemann said he would concentrate his comments at this session 
on the conclusions of the draft report, though in doing so he might mention 
some points in the body of the report. With respect to conclusion (1), he 
associated himself with Mr. Waftzenegger and others who had pointed out 
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that the formulat i on of the long-term problems and what would be involved 
in a funda.~ental solution of them was very incomplete. For example, 
nothing had been said about those measures which the primary producing 
countries themselves could take, though in other parts of the report and 
in the earlier discussions mention had been made of such p~oblems as 
diversification in agriculture and industry, the development and intro
duction of new techniques, the improvement of marketing policies, etc. 
Having in mind the complexities of the problerr£ and the difficulties 
involved in drafting an adequate statement of the various ways in which 
a long-term solution could be found, he wondered whether it was possible 
to sum them up adequately in a few lines. Perhaps it was therefore better 
to delete the final sentence of conclusion (1) . 

The main point of the conclusions, Mr. Hanemann noted, was set forth 
in paragraph ( 3), which opened with the statement that "members may be 
given further assurance that their needs in regard to compensatory financ 
ing will be more adequately taken care of by the following developments . " 
It was his feeling that the Fund had already given a great deal of thought 
to the problem and had taken care of various needs for compensatory financ 
ing. For this reason, he had misgivings about language which could be 
interpreted as an indication by the Fund that it believed that what it 
had done was too little or too late. He would rather see language in 
which the Fund stressed what it had already done and what its policies 
really meant . This seemed especially desirable when the paper contained 
a statement that there was no need to alter the present policies. He 
agreed that there was no such need because the Fund's present policies 
were flexible and could be handled so flexibly that in using them and 
transferring them into individual decisions the needs of the countries 
concerned could be met adequately insofar as these needs arose from 
special balance of payments difficulties due to outside forces beyond 
their control. Since this was the limited character of the problem with 
which the Fund was now faced, it might be useful to have the introduction 
to paragraph (3) contain more definite statements on the Fund's role, as 
well as an expression of confidence that its resources and policies were 
adequate to deal with the problem which the CICT Working Group was con
sidering. 

Mr. Hanemann said the wording of conclusion (3)(a) had puzzled him 
because it differed from the language used on page 14 of the report and 
omitted four important words previously agreed , namely, "on a selective 
basis." In his opinion, it was essenti al to insert these words in the 
opening sentence of this conclusion. The rest of the paragraph ran along 
the same lines as conclusion (2) of the earlier draft, on which he had 
expressed serious misgivings. He felt, however, that language which would 
be acceptable to all Directors could be found because everyone seemed 
agreed that the quota question should be approached on a selective basis 
and with a view to determining whether or what adjustments could be made 
individually in those cases where present quotas by reference to appro
priate tests appeared clearly inadequate to deal with the ex.port fluctua
tions with which the countries with relatively small quotas might be faced. 
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Turning to conclusion (3)(b), Mr. Hanemann recalled that he had already 
expressed the opinion that the Fund's resources were adequate to meet the 
needs of member countries arising from export fluctuations due to outside 
forces and that the present drawing policies were wide enough to give 
assurance to these countries that the Fund was prepared to let them use 
its resources for this purpose, when necessary and appropriate, in a 
rather liberal way. In this respect, he thought there was a general con
sensus that the Fund should help these countr1.es. It was, of course, 
easy to build up a theoretical example of a country which should receive 
the maximum assistance possible because its problems were due to outside 
forces and were temporary in character, and the country was following 
sound policies under conditions of stability. But these extreme cases 
were probably easier to conceive in theory than to find in practice. The 
Fund always had to face cases where judgments had to be made with respect 
to the extent to which a member's problems were due to its own policies 
and measures and the extent to which they were due to outside forces, and 
the Fund had to decide on the extent to which it could allow the country 
to use the Fund's resources so as not to go beyond the general purposes 
of the Fund as set out in Article I or without jeopardizing the revolving 
character of its resources. What was necessary now was to find language 
for conclusion (3)(b) which would express both these points so that the 
member countries could be assured that they would get help from the Fund, 
though at the same time being made aware that the Fund's help was not 
automatic and that the Fund could not use its resources without exploring 
the possible causes of the member's difficulties and the corrective poli
cies the member country itself could take. 

For these reasons, Mr. Hanemann continued, he had some sympathy for 
the new language proposed by Mr. Lieftinck because it clearly indicated 
that the Fund was prepared to be liberal with respect to drawings in the 
higher tranches, though at the same time indicating that there were lim
its to this liberality. As regards the other proposals and suggestions 
made in the course of the present discussion, Mr. Hanemann said his first 
and provisional reaction was that it might appear somewhat contradictory 
to take the position in the body of the report that an automatic solution 
was not desirable, and at the same time introduce in the conclusions 
elements of an automatic or quasi-automatic character to the way in 
which the Fund would deal with the problem of compensatory financing. 
This should be left to individual judgment based on the Fund's willing
ness and preparedness to give increased attention .to these problems. In 
addition, he believed it would be useful to add to conclusion (3) a sen
tence containing the idea set forth on page 15 of the report where it was 
said that ''it is the Fund I s opinion that action along these two lines will 
go far towards meeting the needs of its member cou,n~ries for ·a second line 
of reserves, on a repayable basis, to deal with payments difficulties due 
to export fluctuations." He would even go so far as to say that action 
along these lines would meet the needs of the member co_untries as far as 
these needs could be met by international institutions qn a repayable 
basis. In his view, the Fund could express more confidence about what it 
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could do in this field, and state flatly that it felt it could handle the 
member's needs with respect to short-term export fluctuations as far as 
these were essentially due to factors outside their control. 

As regards conclusion (5), Mr. Hanemann associated himself with those 
who had proposed deletion of the last two sentences. What appeared in the 
first sentence of the paragraph was convincing and in line with the con
clusions of all studies the Fund had made. The second sentence mentioned 
a consideration which had been referred to on page 8 of the report when it 
said "it is not particularly desirable and may be against the genuine 
interest of the country concerned if this finance is provided automatically." 
In addition, the body of the report referred to a second important con
sideration, namely, that th·e total amount of short-term credit made avail
able to one agency c;ould not be totally divorced from the amount made 
available on similar terms by another agency or under another arrangement 
by the same agency. He believed that a short resume of this second con
sideration should be added to conclusion (5). The third sentence also 
contained only part of what the body of the report had to say about auto
matic compensatory financing. If the Board was not inclined to say more 
than had been suggested by the staff, he would prefer to leave out of the 
report the conclusion contained in the third sentence. With respect to 
the final sentence of conclusion (5), Mr. Hanemann associated himself with 
the other speakers who thought it would not be useful to mention the possi
bility of Fund affiliation with another new international agency. Such a 
sentence weakened all the argumentation in the body of the report on the 
limitations and deficiencies of an automatic mechanism. After all, it was 
now up to the member governments to decide what position to take with 
respect to special schemes outside the Fund. It might well be that the 
governments would decide that what was to be done with respect to short
term export fluctuations should be done within the Fund and along the line 
of the proposals being made by the Fund. Then the question of affiliation 
would not come up. 

Mr. Hanemann then added some comments on specific points in the body 
of the draft report. He drew attention to the reference to a new column 
which had been added to Table 1 containing what the draft report called 
"a rather extreme assumption" (SM/62/94, Rev. 1, p. 13, 11/27/62). He 
considered Table 1 useful in coming to a judgment of the magnitude of the 
problem, but he had some misgivings about the inclusion of a colun.~ based 
on what was admitted to be a rather extreme assumption. However, he was 
open-minded on the matter. 

With respect to page 14 of the report, Mr. Hanemann said he had the 
same question as Mr. Lieftinck on the sentence which mentioned the obli
gation to pay one quarter of the increase in quota in gold, unless special 
arrangements were to reduce or postpone this burden. He thought it would 
contribute to clarification if in this respect mention were made of the 
provisions of Article III, Section 4(a), and of the line taken with respect 
to the gold subscription at the time of the general quota increases in 1959. 
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Arrangements along this ~ine could perhaps provide a solution, but it might 
raise expectations which would not come true if countries interpreted the 
sentence in question as meaning that there was a way of transferring the 
burden of a 25 per cent gold payment for a country that wished to request 
a quota increase. 

Referring to the discussion of the Fund's possible actions along the 
line of selective quota increases and drawing policies as mentioned on 
pages 15 and 16, Mr. Hanemann observed that he had already spoken at length 
on these questions. He had one minor point, however, in connection with 
the paragraph mentioning "the pursuit of expansionary policies in the 
developed countries." He thought some clarification of what was meant by 
this expression was useful. He ·would prefer to use language like "the 
pursuit of policies conducive to stable growth." 

In concluding, Mr. Hanemann directed attention to the sentence on page 
17 which read 11A moderate increase in the drawing facilities of the less 
developed countries in the Fund would probably not at present require 
quota increases from the developed countries. 11 If, as he understood was 
the case, a moderate increase in the drawing facilities of the primary 
producing countries was in mind, increases in the quotas of the developed 
countries would not be required, and this should be clearly stated. In 
any event, as Mr. Lieftinck had suggested, it would be useful to have a 
clearer indication of the quantitative aspects of the Fund's preparedness 
with respect to individual quota adjustments and to the liberal use of its 
resources in order to mitigate the difficulties arising from export fluctu
ations. 

Mr. Reina said he had read the revised version of the draft report 
on compensatory financing with a great deal of interest, and he thought 
that in many respects it represented a considerable improvement over the 
original paper. He would limit his remarks primarily to the proposed 
drawing policies of the Fund in connection with compensatory financing. 

First, Mr. Reina said, he was pleased to note that in paragraph (1) 
of the conclusions the problem had been set forth in its proper context. 
The emphasis given to the longer-term aspects of the problem was quite 
appropriate. It seemed quite fitting for the Fund to recognize that the 
fundamental solution of the problem required not only the continuing 
application of sound developmental and financial policies on the part of 
the less developed countries, but also decisive measures by the developed 
countries in maintaining an expanding demand for the products of the less 
developed countries, in assuring these countries the fullest access to the 
markets for their products, in promoting agreement among producers and 
consumers of raw materials and foodstuffs, and in providing an expanded 
flow of financial and technical assistance to the less developed countries. 

Mr. Reina believed that paragraph (3) of the conclusions should be 
strengthened by more concrete proposals with regard to the drawing policies 
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of the Fund, in order to provide members with further positive assurances 
that their needs in regard to compensatory financing would be adequately 
met. In particular, it would be desirable to spell out paragraph (3)(b) 
in more concrete terms . One possibility, which he would enthusiastically 
support, would be to indicate that the Fund was prepared to make available 
to countries for this purpose an additional credit tranche over and beyond 
their existing drawing rights under present Fund policy. As a complement 
to this 11 liberalization 11 of policy, the Fund would be prepared, under 
appropriate condHions, to consider relaxation of the use of its waivers 
beyond 200 per cent of quota. Before granting part or all of this credit 
tranche, there would have to be a prior decision by the Fund on the indi
vidual situation, so as to determine whether and to what extent the export 
shortfall could be considered of a temporary character, predominantly 
beyond the control of the member. The decision would also involve con
ditioning the availability of this additional specific amount to the 
adequacy of the policies the member country was pursuing to solve its 
problems. 

A situation in which adequacy of policies existed, Mr. Reina continued, 
might be characterized as one in which a member country was pursuing totally 
sound policies or policies that would meet the present Fund standard of 
substantial justification for drawings beyond the first credit tranche. 
Countries in such a situation would, of course, have access to Fund 
resources, not only for compensatory financing but also for general balance 
of payments purposes, even if transactions with the Fund were of a magni
tude that would raise the Fund's holdings of the member's currency beyond 
200 per cent of quota. In other words, in this instance the Fund would 
be prepared to use its powers under Article V, Section 4, to waive this 
limitation on the holdings of the member's currency. 

Another situation that would have to be considered, Mr. Reina said, 
was that of a member country which was following reasonable policies but 
such policies did not quite meet the present strict standards for draw
ings beyond the first credit tranche. In this situation, the member coun
try would have access to this special credit tranche on top of the gold 
and the first credit tranches, for which it supposedly qualified at pres
ent. This, of course, would be the case if the Fund's holdings of the 
member's currency were, at a given moment, 125 per cent of quota or less. 
He believed that this special credit tranche for a country in such a situ
ation should be given even if the Fund's holdings of the member's currency 
were, at a given time, in the higher credit tranches, but in no case should 
the granting of this special credit tranche take it beyond 200 per cent of 
quota. This distinction was important so that countries that had drawn 
heavily on the Fund in the past and were still not pursuing totally sound 
policies would be given less liberal treatment than countries that all 
along had been pursuing quite adequate policies. This limitation would 
also serve as a further incentive for the countries concerned to change 
their policies from merely reasonable policies to totally sound policies. 
Consideration would also have to be given to a third type of situation 
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where a country's policies could not even be termed reasonable. Such 
countries could not hope to get accommodation from the Fund beyond the 
gold tranche. 

Mr. Reina stressed that in his opinion the decision of the Fund before 
granting this special assistance should be based not only on the adequacy 
of policy criterion, but also on whether and to what extent the member's 
export shortfall could be considered to be of a temporary character. For, 
if the export shortfall of a member country in a given year reflected a 
more permanent downward trend in its export proceeds arising from a con
tinuing decline in prices, the provision of such assistance without the 
member taking corrective action at the time would only postpone the day 
of reckoning that would require even a more drastic readjustment at a 
later stage. In attempting to estimate a norm of exports, judgment 
should be based on an analysis of the causal factors at work, rather 
than by any mathematical formula based on the mere statistical magnitude of 
current and previous exports. 

In concluding, Mr. Reina said that, if his proposal were to be agreed 
by the Board, it would have to be set forth in great detail in section 
V(2) of the paper dealing with drawing policies. In addition, the pro
posal ought to be summarized in concrete terms under paragraph (3)(b) of 
the conclusions. The spelling out of such a "liberalization" of Fund 
policies to meet the problem -of compensatory financing would also be 
important to assure members that the problem could be effectively met by 
the Fund and that there was no need to resort to grandiose schemes that 
might in the end not provide a realistic answer to the problem and might, 
in the final analysis, weaken the Fund's sphere of influence in exchange 
and balance of payments matters. 

In concluding the session, the Chairman observed that a number of 
suggestions had been made with respect to conclusion (3)(b) which would 
call for further consideration. The other suggestions were largely 
drafting points on which there seemed to be no great difference of opinion, 
if any. He was inclined to agree with Mr. Pitblado that, in the light of 
the qualifications the Directors had made in presenting their various 
points of view, the differences amon3 them were probably less pronounced 
than they first appeared. 

The Chairman noted that there were two categories of countries involved 
in the problem before the Board: those whose policies were on the whole 
satisfactory and those whose policies were not satisfactory. It was not 
difficult to deal with the first category; several Directors had pointed 
this out, and Mr. Lieftinck's redraft of conclusion (3)(d) represented a 
possible expression of that view. But the difficult category was made 
up of those countries which did not have satisfactory policies, such as 
the case of the United Arab Republic which had been before the Board 
early in 1962. In that case the Fund went beyond its normal policies. 
What was required of the member was the assurance of a serious intention 
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to engage in a stabilization effort, and one sign of this was taken t o 
be the member's willingness to receive a Fund mission to discuss ser:L
ously a stabilizati.on program. Some wording of that kind could perhaps 
be incorporated in a red.raft of conclusion (3)(b) because what a number 
of primary producing countries wanted was for the Fund to agree to 
specific conditions for drawings beyond the first credit tranche by 
members whose policies were such that they would not normally qualify 
for such drawings. 

The Chairman then summarized the various suggestions that had been 
put forward concerning the qualifications for Fund assistance in com
pensatory financing. The first was that the Fund should judge the 
declines in export earnings as predominantly beyond the member's control. 
Secondly, the Fund would have to be satisfied that the declines were of 
a temporary character, and, thirdly, the Fund would have to be satisfied 
that the member was making reasonable efforts to solve its problems, as 
could be said to be the case with the United Arab Republic to which he 
had just referred. The fourth suggestion was that drawings for compensa
tory financing of export shortfalls should not exceed 25 per cent of quota. 

The main question still to be considered, the Chairman said, related 
to the countries whose policies were not satisfactory at the time they 
requested Fund assistance. The report to the CICT should show not only 
that the Fund would like to help these countries but also that it was in 
a position to do so. In this connection, the public relations aspect of 
the report should not be overlooked. As he saw it the present exercise 
should produce something new so that others could see that a determined 
effort was being made by the Fund to be of assistance in this field. Per
haps this would be the best way to "scotch" other proposals, as one Direc
tor had suggested. It was clear that the major subject for further con
sideration was conclusion (3)(b), and he proposed that informal discussion 
of this be resumed on December 17. 
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The Compensatory Financing of Export Fluctuations 
of Primary Producing Countries 

Draft Report by the International Monetary Fund 

November 26, 1962 

Introduction 

At its tenth session held in Rome, in May 1962, the United Nations 
Commission on International Commodity Trade "invited the International 
Monetary Fund, in the light of the discussion during the tenth session, 
to present, as soon as possible, a report as to whether and in what way 
the Fund might play an increased part in the compensatory financing of 
export fluctuations of primary exporting countries, and to keep the 
Technical Working Group currently informed of the progress of its delibera
tions on the subject." 

The present Report by the International Monetary Fund is presented 
in fulfillment of the invitation extended by the Commission on International 
Commodity Trade. 

I. Previous Consideration of the Problem by the Fund 

In 196o, in response to an earlier request by the Commission on 
International Commodity Trade, the Fund prepared a study eXJ.)laining its 
policies and procedures bearing on the compensatory financing of fluctua
tions in foreign exchange receipts from the export of primary commodities.1/ 
The main points in this study may be briefly summarized as follows: -

(1) The provision of foreign exchange to Fund members to assist 
in the compensation of short--term fluctuations in the balance of payments 
constitutes a legitimate use of Fund resources. Among such fluctuations 
are some that arise primarily from variations in export prices and proceeds. 
In order that balance of payments deficits from this cause should be suit
able for financing by the Fund, however, the member 1s policies must be such 
as to enable it, with the financial assistance it obtains from the Fund, to 
overcome its difficulties within a reasonably short period of time. 

1/ "Fund Policies and Procedures in Relation to the Compensatory Financing 
of Commodity Fluctuations," IMF Staff Papere, November 1960. 
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(2) It would be neither practicable nor desirable to make the amount 
of such assistance dependent on any automatic formula, or to provide any 
separate form of Fund assistance to deal with export fluctuations alone. 
This is bece,use judgment is required to determine the extent to which 
export fluctuations are properly compensable in the light of the balance 
of payments as a whole, and the extent to which any compensation required 
should be provided by international means, and because if the Fund gave 
too much of its assistance automatically its ability to influence countries 
toward the adoption of appropriate policies would be seriously impaired. 
Requests for drawings for all purposes in accordance with the Articles of 
Agreement are, however, treated liberally in the gold tranche and the first 
credit tranche. 

( 3) Fund quotas, ( as of end 1959) were considered adeq11ate to provide 
for its primary producing members a supplement to liquidity which, in the 
cajority of cases, should be sufficient, in conjunction with their own re
sources, to enable them to deal with payments problems created by short
term fluctuations in exports or in external receipts of the order experi
enced since Horld War II, provided they did their best to keep their 
incomes and costs adjusted to the longer run changes in their external 
purchasing power. 

(4) There appeared, (as of the same date) to be no reason why short
age of resources should be a factor limiting the amount of assistance that 
the Fund would otherwise consider it desirable to give to its members. 

(5) Consequently, it was concluded, "members of the Fund that are 
taking appropriate steps tn preserve international financial stability 
and to maintain their balance of payments in equilibrium, taking good 
years with bad, and that are otherwise making satisfactory progress to
ward the fulfillment of the Fund.'s purposes, can anticipate with confi
dence that financ1ng will be available from the Fund which, in conjunction 
with a reasonable use of their own reserves, should be sufficient to enable 
them to overcome temporary payments difficulties arising from export 
fluctuations. "];/ 

II. Suggestions for Increased Compensatory Use of Fund Resources 

Since the study summarized above was submitted to the United Nations 
in April 1960, the subject of compensatory _financing has been actively 
considered within the framework of the United Nations and of the Organiza
tion of American States, in particular by th~ UN Expert Group which, in 
January 1961 reported on "Inte~national Compensation for Fluctuations in 

"J:./ Op. cit., P• 4. 
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Commodity Trade," by the UN_ Commission on International Commodity Trade, 
and by the OAS Group of Experts on the Stabilization of Export Receipts 
which reported in April 1962. 

In general, the international bodies in which the matter has been 
discussed have displayed understanding towards the Fund's policies on 

.. compensatory financing, as outlined above (including the restricted scope 
given to automatism in Fund transactions), and appreciation for the ·· 
assistance which the Fund has been able to give under its present rules 
to primary exporting countries with export difficulties. However, certain 
suggestions have been made for changes in policy that would permit an 
enhancement of the Fund's compensatory role. Moreover, it has been argued 
that even if the Fund made a reasonable degree of progress in the direction 
indicated enough uncertainty would remain in the minds of governments 
as to their ability to draw on the Fund to justify the consideration of 
other possible international measures of compensatory financing. It 
has, therefore, been suggested that there is a need for some new financial 
institut.ion, · separate from though possibly affiliated to the I lllF, to pro
vide compensatory financing for export fluctuations in amounts or of a 
kind, -or with a degree of automatism that is either not practicable, or 
not de·sirable, for the IMF. In pursuance of this line of thought, the 
above mentioned UN Expert Group worked out schemes, which have subsequently 
been elaborated by the UN Secretariat, for a Development Insurance Fund, 
while the OAS Expert Group has prepared a scheme on a loan basis for an 
International Fund for Stabilization of Export Receipts. 

The following are the principal suggestions that have been made by 
UN or OAS Experts regarding the policies and practices of the IMF in the 
use of its own resources. 

(a) Qualitative criteria for the use of Fund resources. The 
Commission .. for .International Commodity Trade, at its session of May 1961, 
"considered- that it would be desirable if the Fund would study the question 
whether . the present c~iteria for the use of its resources are fully adapted 
to ci_rcumstances . in which payments difficulties arise mainly from fluctua
tions in primary product markets." 

(b) Stand-by or near stand-bys for compensatory financing. According 
to the Report of the UN Expert Group (p. 29) "Through the increased use of 
stand-by arrangements or consultative procedures the Fund should aim to 
clarify with interested members the conditions which would assure that 
the full use of the quota without waiver (Fund holdings of 200 per cent 
of a member"s currency) or even more will be readily granted if it appears 
justifiable according to forecasts of commodity markets and other relevant 
considerations." 



(c) Extension r,f gold-tranche criterion to later tranches. The 
following suggestion is contained in the Report of the UN Experts 'P• 28). 
"In so far as drawings on the Fund are automatic, ·a country whose export 
proceeds fall has reliable access to a source of compensatory financing. 
At present only 25 per cent of a member country's quota comes close to 
being automatically available. P.ny significant increase in thi.s percent
age which the Fund could institute would be a va]uable step towards pro
viding compensatory financing to meet the needs of primary producing 
countrj_es when threatened with the adverse impact of a decline in export 
proceeds." 

(d) Automatic compensatory drawing rights in first credit tranche. 
In Appendix II of the Report of the UN Experts one of the Experts (M. L. 
Qureshi) suggested that 11to offset fluctuations in the export proceeds 
of primary producing countries, compensatory drawings and repayments 
should be determined automatically by a formula. The fluctuations should 
be measured as a deviation from a trend which can be estimated on the 
basis of a moving average of three preceding years. A shortfall in ex
port proceeds in any year should entitle the country concerned to draw 
from the Fund automatically up to, say, an amount which causes the Fund's 
holdings of the country's currency to equal 125 per cent of its quota---
Subsequently, when export :proceeds are above the trend, the excess earn
ings should be used automatically to repay the earlier drawings." From 
the context it appears Mr. Qureshi had in mind full compensation of short
falls as defined, up to the 125 per cent point, and subsequent repayment 
of the whole of any excess of export proceeds over trend. 

(e) Automatic compensatory drawing rights additional to normal 
facilities. At the Special Meeting of the Organization of American 
States at Punta del Este, Chile advanced the proposal that Fund members 
affected by price declines in important export commod~ties should be 
enabled to draw from the IMF in amounts determined by the magnitude of 
the price decline in question relative to the average price ~f the preceding 
three years and by the volume of exports affected. Drawings under these 
special g,rrangements would be repaid when prices rose above the level of 
the three preceding years. The ability of members to make ordinary draw
ings would not be affected by the amounts outstanding under these special 
arrangements. 
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III. Automatism in the Use of Fund Resources 

The proposals that have been advanced, whether for new compensatory 
financing lnstitutions or for changes in the policies and practices of 
the IMF, are evidence that the assistance provided by the IMF under present 
policies is considered either insufficiently a.utorr:atic in character or 
inadequate in amount to deal with the payments problems that arise from 
export fluctuations in primary exporting r.ountries. The question of auto
matism of Fund operations is discusoed in this section; that of the 
quantitative adequacy of members' access to the Fund in the next one . 

The type of automatism envisaged in the various proposals that have . 
been put forward--automatism of the "export compensatory0 rather than the 
"all purpose 11 type--has two principal features: 

(1) A mathematical formula is used to determine the question whether 
and to what extent exports in a particular year are to be considered so 
abnormally low as to require ~ompensation, or so abnormally high as to 
permit the repayment of comperisaticn received previously. No judgment 
would be made by the lending agency, in the light of any other information 
that might be available, as to whether, in a particular situation, the 
formula yields a reasonable estimate of normal exports . 

(2) The lending agency, whether the Fund or a new agency, would 
inake credit available to a country without question whenever the formula 
:pointed to a statistical justification on export grounds alone. No regard 
would be :paid to the over-all balance of payments need for such credit, 
to the likelihood that the country would be able, in the light of the 
policies it was pursuing, to repay the credits that were being granted 
or, in some proposals, to the amount the country has already borrowed. 
The country itself could, of course, refuse to take up credits to which 
it was entitled or could repay credits before maturity. 

With regard to the first point, the assumption has been made virtually 
without question in the proposals now under consideration that when exports 
are below the average for, say, the three preceding years they can safely 
be assurr.ed to be abnormally low so that compensation would be appropriate._!/ 

~/ In the various discussions resulting in the proposals for compensatory 
financing now before the CICT, a number of statistical indicators were 
considered prior to final agreement on the value of total exports. Suggestions 
to base compensation on exports of individual commodities, on export prices, 
on the terms of trade, or on ··export_s of goods and services were examined; 
they were discarded, however, . in favor of the statistically less compli-
cated concept of total merchandise exports. 
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Statistical experiments recently made for a large number of primary pro
ducing countries over the post-war period suggest that this is by no 
means generally the case. The fact that exports in any given year have 
been lower than they were in preceding years is very often an indication 
of a dm.mward trend which may well persist for some years to come. Export 
proceeds that look low in relation to those of preceding years may well 
appear in retrospect as rather favorable. It follows from this that 
automatic formulae based on past and current eA'J.)ort data only can yield 
at best rather unsatisfactory estimates of the true trend of exports. 
In the absence of foreknowledge of future exports, the least inaccurate 
estimate of the normal level in any given year is likely to be one that 
attributes a great weight to the exports of the year itself. Even when 
this is done, however, the extent to which it is possible by means of 
compensation to bring export proceeds closer to their true norm or to 
reduce their instability is distinctly limited.1:/ 

While great uncertainty must always attach to any attempt to estimate 
the medium-term trend or norm of exports, it is reasonable to assume that 
a better estimate could be made by the exercise of judgment based on an 
analysis of th8 causal factors at work than by any mathematical formula, 
however skillfully contrived, that. is based on the mere statistical magni
tude of current and previous exports. 

As regards the second aspect of automatism, the fact that credit is 
to be granted irrespective of the general balance of payments situation or 
of the policies of the country receiving assistance, it is necessary to 
con8ider whether and to what extent such automatism (i) already exists and 
(ii) is desirable, within the Fund. 

Under present Fund policies "members are given the overwhelming 
benefit of the doubt in relation to requests for transactions within 
the "gold tranche," that is, for drawings which do not increase the 
Fund's holdings of the currency beyond an amount equal to the member's 
quota. The Fund's attitude to requests for transactions within the 
"first credit tranche"--that is, transactions which bring the Fund's 
holdings of a member's currency above 100 per cent but not above 125 
per cent of its quota--is a liberal one, provided that the member itself 
is making reasonable efforts to solve its problems. Requests for trans
actions beyond these limits require substantial justification. They are 
likely to be favorably received when the drawings or stand-by arrange
ments are intended to support a sound program aimed at establishing or 
maintaining the enduring stability of the member's currency at a realistic 
rate of exchange. 1~/ 

},/ Paper on "Export Norms and their Application to Compensatory Financing" 
in a forthcoming issue of IMF Staff Papers. 

3./ 1962 Annual Report, page 31. 
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In the higher tranches, the Fund will therefore want to be satisfied 
that a sound set of policies is being followed. The Fund may have reached 
this conclusion before the question of a drawing arose, e.g. if it has a 
stand-by arrangement with the country in question. Assuming such policies 
are being followed, no change in them would be needed to meet payments 
difficulties that are due solely to temporary situations in foreign 
markets, or to such factors as a temporary crop fluctuation. The mere 
fact of a falling off in exports would not be taken as an indication 
that a corrective program was necessary or that the corrective program 
already envisaged required to be intensified. On the other hand, a need 
for corrective policies might arise either because the decline in exports 
appeared to foreshadow a lasting weakening of the country's balance of 
payments nr because, though the export decline itself might be purely 
temporary and self-correctir.G, the country's monetary and financial 
policies were such as to provoke, sooner or later, balance of payments 
difficulties even under satisfactory export conditions. Recognition by 
the Fund of the need for corrective policies in either of the two circum
stances mentioned above does not mean that the Fund will seize the occasion 
of a member country's financial plight to press for immediate adoption of 
the full range of what might be construed as "ideal" policies, for example, 
the elimination of all payments restrictions, the adoption of full currency 
convertibility at an effective par value, the abolition of all multiple 
rates, etc. Reference to the policies followed in regard to these matters 
by the many countries -that are using the Fund in the second or higher credit 
tranches or that have stand-by arrangements permitting such use will dispel 
at once the notion. of such an approach by the Fund. In accordance, however, 
with the purposes set out in Article I, which guide the Fund in all its 
actions, Fund assistance, at least beyond the gold tranche, should not be 
made available to any country that makes no effort to move towards the 
elirnipation of those aspects of its exchange and monetary policies, which 
are detrimental to its own interests in the long run, and very often in 
the short run as well. 

The general case against providing compensatory credit without 
inquiry into general balance of payments need or into the policies of 
the country concerned has been argued at length in "Fund Policies and 
Procedures in Relation to the Compensatory Financing of° Commodity Fluctua
tions" and these arguments have not in general been challenged~ As 
suggested by the UN Experts, a country exposed to . export fluctuations 
might feel more secure ~fit had access to resources on which it could 
draw without having to satisfy any international organization or lending 
government as to the type of domestic or international economic policy 
it was pursuing. Moreover, it is possible that the availability of inter
national credit on an automatic basis at times when ex-Forts are low and 
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the necessity of repaying such credit at times when exports are high would 
f have soree effect in inducing countries to attempt to keep their domestic 

expenditures and imports on an even keel nn the basis of reasonable e.xpecta
tj_ons as to the medium term trend of their exports and other receipts. 
These potential advantages, however, have to be weighed against the dis
advantages of automatic credit geared to a single element in the balance 
of payments. In this connection it may be appropriate to mention two 
considerations in particular: 

(1) Even a statistically accurate determination that exports in a 
particular year ere below normal implies nothing at an. as to the cause 
of the shortfall. The cause may be a decline in world demand or a crop 
failure brought about by a natural calamity. But the reason may also 
lie in inappropriate exchange rates, domestic inflation, government pur
chases for stockpile at prices above those prevailing in world markets, 
inadequate arrangements for the collection and transportation of crops 
or other shortcomings of national policy. When declines in exports occur 
a most careful consideration of their possible causes is indicated in 
order to determine whether some of them may not be open to remedial action 
by the country itself, so as to prevent export declines in the future if 
similar circumstances recur. 

Thus, while it is desirable that countries have access to financial 
means to compensate for export fluctuations, it is not particularly 
desirable and may be against the genuine interest of the country con
cerned if this finance is provided automatically and without an explora
tion of the causes of the decline in exports and the measures that should 
be taken to improve exports in the future. 

It should be pointed out in this connection that the benefits that 
a country may derive from reaching an understanding with the Fund as to 
the policies appropriate to its situation extend beyond the financial 
assistance obtained from the Fund itself. In such circumstances agree
ment with the Fund is likely to strengthen opinion abroad and at home 
regarding the country's creditworthiness, and thus to facilitate the 
attraction of capital from other sources, official as well as private. 

(2) The total amount of short-term credit made available to a country 
by one agency or under one, arrangement cannot be totally divorced from the 
amount made available on similar terms by another agency or under another 
arrangement by the same agency. ,It would be shortsighted. to think that 
a country would be fully justified in borrowing a relatively large amount 

• 
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on short-term for the compensation of an export shortfall with total dis
regard of the amount it had al.ready borrowed ~n short- term on some other 
grounds. Prudent countries would themselves see to it that their total 
indebtedness did not exceed what they could reasonably expect to repay, 
and this would take into account all indebtedness of a similar character. 
It would seem to be dubious wisdom to set up the terms of lending of an 
international agency in such a manner as to put governments under internal 
pressure to borrow sums that they themsel ves might consider going beyond 
the boundo of prudence. If there are sensible limitations on total short
term borrowing, these limitations should be taken into account not only 
by the borrowing country itself but also in the policies of the inter
national agency extending the credit. 

IV. QuRntitative Adequacy of IMF Drawi.ng Facilities 

The UN Expert Group responsible for producing 0 International Compensa
tion for Fluctuations in Commodity Trade" calculated that 16 out of 46 
primary producing countries experienced, over the years l953 to 1959, 
cumulative shortfalls of exports, as compared with average annual exports 
over the three preceding years, of such magnitude that to compensate 
them fully would have compelled them, after using up 125 per cent of 
their IMF quotas, to dip into their own reserves to an extent exceeding 
one-third of end-1959 reserves. 

The Experts did not offer an opinion as to whether these facilities, 
had they been available on an automatic basis, would have been adequate 
to meet to a reasonable extent the need for compensatory financing of 
export fluctuations. However, they pointed out that if only the 25 per 
cent of quota constituting the gold tranche (or the 50 per cAnt constituting 
the gold and first credit tranches) had been made available to meet the 
cumulative export shortfaLls, over 20 (or 16, respectively) of the countries 
concerned would have had to draw down their reserves by more than 30 per 
cent to achieve full compensation. This, they implied, was insufficient, 
and even if a reasonable degree of progress were made by the Fund in 
.extending the automatism of drawings in many cases the uncertainty of 
drawings would, they considered, off,~r a serious handicap to the object 
of continuity in development expenditure. 

In a UN Secretariat Study (E/CN 13/43) of January 1962 it was cal
culated: 
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(a) that for the average primary exporting member of the IMF the 
average shortfall in export earnings (as compared with the mean of the 
previous three years' exports) over the period 1953 to 1960 slightly 
exceeded 50 per c~~nt of its (1961) quota; but that in only half of the 
countries would drawings of up to 50 per cent of quota have sufficed 
to offset the average annual shortfall for years in which shortfalls 
occurred; and 

(b) that if each primary eA'})orting member had compensated 100 per 
cent of its export shortfalls by drawing on the IMF and had used 60 per 
cent of export excesses for repayment, up to a limit of cumulative net 
drawings of 50 per cent of quota, primary exporting members could have 
compensated in this way about one-third of their total shortfallse 

The authors of the study made it clear that their calculations were 
not intended to reflect on, or measure, the adequacy of the IMF as a means 
of assisting member countries, since usually reserves and other sources 
of credit could also be drawn upon and since IMF dra·wings are not l1mi ted 
to 50 per cent of quota. 

The question of the quantitative adequacy of drawing facilities in 
the I.MF to meet the needs for compensatory financing of export fluctuations 
is one of great difficulty, and no answer can be made to it without the 
help of many arcitrary suppositions. In arriving at these suppositions 
the following considerations are relevant: 

(a) _ In the first place, as is generally recognized, IMF facilities 
are intended to be used in conjunction with national reserves, and other 
sources of finance. 

(b) Again, account has to be taken of the fact that all these various 
forms of international liquidity · are required to meet payments deficits 
arising, not only from export shortfalls but also from fluctuations in 
other items in the balance of payments, notably import fluctuations. These 
factors are, in fact, rather more important than export shortfalls in the 
causation of payments deficits •. Moreover, reserves cannot safely be run 
down to zero even to meet the severest drains. On the other hand the 
various possible causes of deficit are unlikely to exercise their maximum 
effect simultaneously. 

• 



- ll -

(c) In seeking to measure the probable need for compensatory 
financing of export shortfalls it is somewhat misleading to measure 
such shortfalls either from a 5-year moving average centered nn the 
m:i.ddle year, as was done in "Fund Policies and Procedures in Relation 
to the Compensatory Financing of Commodity Fluctuations" or from a 
n:.oving average of the preceding three years as was done by the UN Experts 
and Secretariat, and by the OAS Experts. As has been pointed out in a 
staff paper 2:,/ the 5-year moving average centered on the current year, 
while it may be considered an 11 ideal" norm i'rom which to measure export 
deviations,is not usable in practice since foreknowledge of the exports 
of future years is necessarily lacking. It would seem desirable, how
ever, that the "practical" norm from which export deviations are measured 
should be close to this "ideal" norm insofar as the latter can be predicted 
in the light of existing knowledge. Such a prediction is perhaps best 
made by the exercise of judgment in the light of all relevant information. 
If, however, it is decided to define the practical norm by an automatic 
f rmula involving the exports of current and previous years, the formula, 
if it is not to diverge unnecessarily from the ideal norm, must give 
considerable weight to the current year's exports. Moreover, as was 
argued in "Fund. Policies and Procedures in Relation to the Compensatory 
Financing of Commodity Fluctuations" the compensation of fluctuations 
should, in principle, be partial only. Accordingly a target level of 
availabilities should be chosen that is somewhat closer to actual exports 
than is the ideal norm. The result will be to increase still further the 
weight that should be given to the current year's exports in the calcula
tion of the practical norm, or alternatively--what amounts to the same 
thing--deviations of actual exports from the practical norm should them
selves be compensated only in part. 

In Table 1 it has been assumed that drawings on the IMF or drafts 
on national reserves will be made to cover two thirds of shortfalls of 
actual exports with respect to a practical export norm defined as an 
average of exports in present and two previous years, with weights of 50 
per cent on the present year and 25 per cent on each of the two previous 
years. It is assumed -that two thirds of export surpluses with respect 
to this norm are used to repay drawings or reconstitute reserves. In 
order to ensure that countries with a downward long-term trend in exports 
do not indefinitely increase their claims on compensatory financing it is 
assumed that drawings are in any case repaid, or drafts on reserves made 

~/ "Export Norms and their Application to Compensatory Financing" to 
appear in a forthcoming issue of IMF Staff Papers. 



- 12 -

good, in the fourth and fifth years of the dr awing. The maximum net 
cumulative requirements f~r compensatory financing over the period 1951-61 
on these assumptions l/are shown for each primary exporting member of the 
Fund in column ( l) • -

Columns (2), (3) and (4) present three alternative measurements of 
the means presently available to meet the requirements set forth in column 
(1). Column (2) shows one third of each country's potential external 
liquidity, defined as its unused potential drawing facilities with the 
Fund (through the fourth credit tranche) plus its gross reserves of gold 
and convertible currency, as of mid-1962.~e assumption underlying this 
column is that one third of external liquidity is approximately what can 
be used to meet export fluctuations, the remainder being required for 
basic reserves and for other types of payments deficits insofar as these 
coincide with export shortfalls. Column (2) shows one half of the excess 
of each country's potential external liquidity, as of mid-1962, over a 
presumed minimum reserve equal to the value of one month's imports at 
the 1961 rate. Column (3) gives each member country's Fund quota as of 
mid-1962. The as sumption underlying column (3) is that each member would 
be in a position to use up to one half of its quota for the purpose of 
financing export fluctuations and would match this amount by an equal 
use of its O"Wil reserves, so that the combined use of reserves and IMF 
resources would amount to 100 per cent of quota. 

The problem of the adequacy of Fund resources (in conjunction with 
national reserves) in meeting needs for the compensatory financing of 
export fluctuations is approached differently in columns (2) and (3) on 
the one hand, and column (4) on the other. A comparison of column (1) 
with columns (2) or (3) affords a measure of the extent to which member 
countries might have been able to meet export fluctuations of a defined 
magnitude on the basis of their external liquidity as of a given moment 
of time (viz. mid-1962). A comparison of column (1) with column (4) 
affords a measure of the extent to which member countries could meet such 
fluctuations on the basis of their norn:.al drawing power in the Fund, 
starting from a :position in which drawings for the purpose of export 
compensation are zero and assuming that the member will have adequate 
independent reserves to use pari passu with drawings in the Fund. In 
all cases the need for financing is measured in relation to the experience 
of a particular decade (1951-61), and on the basis of specific assumptions 
r~garding the degree of compensation. The comparisons with columns (2) 
and (3) would seem the more relevant in considering the need for adding 
to the resources available to countries for compensatory financing. The 
comparison with column (4) is the more relevant to a consideration of the 
adequacy of the quotas of individual countries. 

1/ The assumptions are the same as those underlying Scheme 24 of Table l 
of DM/62/40, a scheme which yields export availabilities considerably closer 
to target and considerably smoother over time than those of Scheme l (the 
OAS Scheme) • 
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It might be argued that in some countries parts of the reserves are 
virtually unusable, in that they are pledged against certain liabilities, 
or for other reasons. To some eJ<..-tent this factor is taken into account 
in the concept of minimum reserves underlying the calculations in columns 
(2) and (3). However, since no allowance has been made for this factor 
in column (4), column (5) has been added to show to what extent the compen
satory financing of export fluctuations would be limited if countries' use 

. of external liquidity for this purpose were to be limited to 50 per cent 
of Fund quotas--a rather eJ<..rtreme assumption in most cases. 

The differences between the alternative measures of the means avail
able for compensat~ry financing of export fluctuations shown in columns 
(2), (3), (4) and (5), and the computed requirements for such financing 
shown in column (l), are set forth j_n columns (6), (7), (8) and (9), 
respectively. It is remarkable that the incidence of "minus" signs in 
columns (6) and (7) is almost identical. One third of external liquidity 
as of mid-1962 would have been inadequate to cover maximum compensatory 
requirements in the case of only 9 countries out of 47."J:_/ One half of 
the excess of such liquidity over one month's imports would have been 
similarly inadequate in the case of 8 out of the same 9 countries, with 
the exception of Pakistan. A limitation of financing to 100 per cent of 
quota as shown in column (8) would again have restricted export compensa
tion in only 9 cases.3./ Since these groups partially overlap, 16 member 
countries would have been limited by one or the other criterion, viz. 
Argentina, Bolivia, Chile, Colombia, Haiti, Indonesia, Iran, Iraq, Malaya, 
Pana.ma, Pakistan, Sudan, Syria, Tunisia, Uruguay and Viet-Nam. The more 
stringent limitation of financing to 50 per cent of quota illustrated in 
columns (5) and (9) would result in "minus" signs in 10 countries other 
than those mentioned above.J/ In view of the necessarily somewhat 
arbitrary nature of the criteria employed in these calculations, and their 
uniform application ·to all countries regardless of special circumstances, 
the results for individua~ countries should not be ta~en too sexiously. 
The calculations do, however, yield a general impression ·of the magnitude 
of the problem. 

It should be added that, in a few countries with declining medium 
term trends over the 1951-61 period, sue~ as Bolivia and Pakistan, limitation 
of the finance available for automatic compe_nsation over that period would 
probably have exercised a beneficial effect · through limiting the need for 
repayment at times when exports were low in relation to trend. 

'J:./ Argentina, Bolivia, Chile, Colombia, Haiti, Indonesia, Iran, Pakistan 
and Syria. 

2/ Iran, Iraq, Malaya, Panama, Sudan, Syria, Tunisia, Uruguay and Viet-Nam. 
]_/ Burma, Ceylon, Dominican Republic, El Salvador, Ghana, Honduras, 

Pakistan, Thailand, Turkey and UAR-Egypt. 
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v. Fund Action in Connection with Export Fluctuations 

The Fund is exploring ways in which Fund drawings might be made to 
serve better the needs of primary producing countries in relation to export 
fluctuations, and intends to proceed along the following lines to provide 
further assurance that members' needs in this regard will be adequately 
taken care of, assuming that members themselves are making reasonable 
efforts to solve their payments problemso 

(l) Quotas. The Fund is now ex~ining on a selective basis the 
quotas of the primary producing countries, in particular those of the 
countries with fairly small quotas, in order to determine whether adjust
ments would be desirable to mal(e individual quotas more uniformly adequate 
to meet each country's needs in connection with export fluctuations as well 
as other balance of payments fluctuations. 

While any judgment as to the adequacy of quotas is in part dependent 
on the level of reserves that countries can be expected to maintain, 
Table l would seem to indicate that the quotas of many countries, taken 
in conjunction with a reasonable use of their mm reserves, are at present 
adequate from this point of view. The quotas of some other countries, 
however, are rather clearly insufficient to meet the possible need for 
Fund assistance to deal with export fluctuations. 

If the quotas of certain countries were increased, initially only 
those cct:.I1tries of whose currencies the Fund--both before and after the 
quota increase--held amounts equal to 75 per cent of quota would secure 
a pro rata increase in drawing facilities in all tranches. Countries 
with substantial. dra·wings outstanding would initially receive addi tionaJ. 
drawing facilities in the higher tranches. However, on completion of 
repurchases they also would benefit from a proportionate increase in gold 
and early credit tranches. On the other hand, those receiving the increased 
quotas would be obliged to subscribe one quarter of the increase in gold, 
unless special arrangements were to reduce or postpone this burden. 

Quota increases would help the countries concerned to reeet ffiore 
effectively payments difficulties of whatever nature, and not only those 
arising from export fluctuations. The need for quota increases would, 
therefore, have to take into account evidence other than that provided 
by Table las well. ~ 
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(2) Drawing :policies. With regard to requests for drmrings (beyond 
the gold tranche) that are related to :payments difficulties attributable 
to causes beyond the control of the member the attitude of the Fund will 
be a liberal one, provided that the member itself is making reasonable 
efforts to solve its problems. 

This is the rule laid down for drawings in the first credit tranche; 
while there is no need for the Fund to alter the policies and practices 
laid down for drawings of the second or further credit tranches, the Fund 
can be sufficiently flexible in the application of its policies to allow 
for difficulties of a predominantly external character in a member's pay
ments problem. The Fund would, of course, have to decide in individual 
situations .whether anQ to what extent the member's payments difficulties 
could be considered to be of a temporary character, predominantly beyond 
the control of the· member. If in such cases the application of the Fund's 
policies would involve transactions of a magnitude that ,-muld raise the 
Fund's holdings of a member's currency beyond 200 per cent of its quota, 
the Fund would be prepared to use its power under Article V, Section 4 to 
waive this limitation on its holdings. 

It is the Fund's opinion that action along these two lines will go 
far towards meeting the needs of its member countries for a second line 
of reserves, on a repayable basis, to deal with payments difficulties due 
to export fluctuations. The Fund is, of course, fully aware of the fact 
that the objective of a satisfactorily rising trend in the export proceeds 
of the developing countries is of far broader dimensions than the provision 
of repayable credit to mitigate short-term export fluctuations, and that 
measures in other fields--such as the pursuit of expansionary policies in 
the developed countries, liberal trade policies, the provision of aid, 
the diversification of agriculture and industry in the developing countries-
are needed to make satisfactory progress towards this objective. 

In deciding on this course of action the Fund has considered two alter
native changes in its policies, to which it does not, however, feel attractedo 
They are briefly discussed in the two sections that follow. 

(1) Drawings to be made available automatically on the basis of a 
statistical criterion of export shortfalls. Any attempt to graft a system 
of export automatism onto the Fund's nonnal system of drawings would ,give 
rise to difficulty arid, · probably, confusion. It would run counter to the 
Fund's policy of relating the granting of its assistance to t~e adoption 
of corrective programs wherever such programs are needed. rt· would also 
be confusing to the relationship between the Fund and individual members 
if the latter were entitled in certain circumstances, depending on the out
come of calculations of the type indicated earlier in this paper, to obtain 
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asststance from the Fund without regard . to the member's observance of 
its understandings with the Fund. ~he .problem would also arise of working 
out a body of rules to decide the manner in which repayments should be 
allocated as between 11 compensatory11 and "ordir..ary" drawings. 

(2) Incr~ased all-purpose automatism. This type of automatism might 
be achieved, for example, by extending "gold tranche treatment" to drawings 
in the first credit tranche; the criteria now applicable to drawings in 
the first credit tranche might then be transferred to those in the second. 

The e~dsting gradations of automatism in the Fund's ~olicies on the 
use of its reoources, as set out on page 6 above, reflect certain broad 
considerations as to the Fund's relation with its members and its role 
in the ·world payments system. To be most effective with its members, 
the Fund's policies on drawings must neither be so exacting as to turn 
the Fund into a righteous bystander of history, nor so accoILIDodating as 
to turn it into an accomplice of inflation. Steering between these 
extremes, the Fund's present policies allow virtual automatism in the 
gold tranche, apply relatively mild criteria for use of the first credit 
tranche, and apply increasingly severe criteria for use of higher tranches. 
As a result of these policies a country's gold tranche drawing rights on 
the Fund can for all practical purposes be included in the country's own 
reserves, whereas access to the Fund beyond the gold tranche represents 
i11c-reasinsly "cunditional" liquidity. 

While the Fund's policies as to the degree of automatism of access to 
successive tranches are not frozen for all time, any alteration in them 
would call for justification. Experience indicates that many of the less 
developed primary- producing countries have found it difficult to avoid 
inflation and hold on to their independent reserves (including their 
automatic drawing rights). From this point of view it would not seem 
desirable to increase the proportion of quota available on an automatic 
basis without regard to the cause of the payments deficit or the policies 
being pursued by the country. 

VI. Comparison of New Proposals for Compensatory Financing with Possible 
Action by the Fund 

Of the two schemes for setting up new compensatory institutions that 
have been suggested by expert groups, the Development Insurance Fund 
suggested by the UN Expert Group involves not only loans, but also grants, 
viz •.J insofar as i .nsurance receipts of countries with rel.a ti vely large 
shortfalls exceed. the :premiums paid by them, or insofar as contingent loans 
are CB:ncelled when, because of a do"\<mward medium-term trend in export 
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receipts, they have remained outstanding for a number of years. These 
features of the DIF scheme have no counterpart in anything the IMF could 
do with its own resonrces, and there is therefore no basis to compare a 
grant scheme with an expansion of the facilities provided by the Fundo 

Such an expansion in Fund facilities can, however, be compared with 
proposals designed to provide facilities for compensatory financing on a 
repayable basis. 1-Jhile it is possible to construct, among the many variants 
of the DIF scheme, a scheme that would contain no grant element, it is 
probably more illuminating to reake a comparison between the Fund on the 
one hand and the OAS scheme on the other hand. It may be sufficient to 
compare a number of the salient aspects, without attempting to cover in 
full all aspects of Fund transactions or all details of the present OAS 
proposal. 

(a) Access to resources. Fund resources are available for balance 
of :payments deficits arising from a broad variety of circumstances pro
vided the Fund is satisfied that the memberrs policies are such as to 
give the Fund the assurance, in accordance with the Fund's tranche policy 
as set out above, that the member's use of the Fund will be temporary. 
In the OAS plan, access is limited to cases of export shortfalls below 
the statistical norm; in these circumstances access is automatic except 
that the proposal contains a procedure for suspending the right of access. 

(b) Repayment. In the Fund, repayment is related to increases in 
a country's reserves, with an outside limit of three to five years. In 
the OAS proposal, repayment is related to the performance of exports 
compared to their norm, with repayment in any event in the fourth and 
fifth years. 

(c) Contribution by underdeveloped countries. Quota increases in 
the Fund normally require a gold contribution of 25 per cent of the quota 
increase. In the OAS prcposal the underdeveloped countries are expected 
to contribute one-third of the total resources put up. 

(d) Contribution by developed countries. The OAS plan envisages a 
contribution from the developed countries in the order of magnitude of $1 
billion. While initially much of this money would be made available on a 
stand-by basis only and would therefore not accrue to the less developed 
countries, it would no doubt prove necessary to seek legislative approval 
in the contributing developed countries for the full amount . A moderate 
increase in the drawing facilities of the less developed countries in the 
Fund would probably not at present require quota increases from the 
developed countries. The fact that action through the existing machinery 
of the Fund would not have legislative im~lications for the developed 
countries at this time might make it easier for them to obtain parliareen
tary ~pproval for other measures aimed at giving aid to the less developed 
countries. 
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VII. Conclusions 

(1) The Fund has given consideration to the question whether and in 
what way it ought to play an increased part in the compensatory financing 
of export fluctuations of primary exporting countries. In devoting 
attention to this matter, the Fund has been fully conscious of the fact 
that the :provision of credit to deal with the balance of :payments effects 
of export fluctuations represents in its essence only a useful alleviation 
of the short-term difficulties of the ccu.ntries relying on the proceeds of 
exports of primary -products, and does not :purport to deal with the more 
basic problems of the longer rtm. The fundamental solution of thse :problems 
will depend on the maintenance of an expanding demand by the developed 
countries for the products of the less developed countries; on trade 
policies in the developed countries that will assure the less developed 
countries the fullest access to the natural markets for their products; 
in appropriate cases on agreements among :producers and consumers of raw 
materials and ~oodstuffs; and, finally, on an expanded flow of financial 
and technical assistance from the developed to the less developed countries. 

(2) The provision of foreign exchange to its members to enable them 
to finance export fluctuations constitutes a legitimate use of Fund re
sources, and they have been drawn on frequently for this purpose . The 
quotas of many countries, taken in conjunction with a reasonable use of 
their mm reserves, are at present adequate from this point of view, and 
there is room for members to make an increased use of the Fund for financing 
balance of payments deficits arising from export shortfalls . Hithin the 
framework of the present Fund's policies, with their desirable balance 
between automatic and conditional access to the Fund's resources, increased 
use could be made of the Fund's resources where necessary, for instance 
by a more extensive use of stand-by arrangements . 

(3) Members may be given further assurance that their needs in regard 
to compensatory financing will be more adequately taken care of by the 
following developments. 

(a) The Fund is now examining the quotas of the :primary pro
ducing countries, in particular those of the countries with relatively 
small quotas, in order to determine whether adjustments would be desirable 
to make them more uniformly adequate to meet each country's needs in 
connection with export fluctuations as well as other balance of :payments 
fluctuations. 
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(b) The Fund's attitude towards 
the gold tranch · i 

Q cm 1e'el5i: beyond tbe eont:rnl of the member will be a liberal 
tbe :a1embex itself ls making reasonable cffo?"ts to solve 1 ts p1uble1ns-. 

(4) Increased action by the Fund in the field of compensatory financing, 
whatever its form, will channel additional resources to the prin:ary export
ing countries on a temporary basis. Any other arrangement to provide 
additional resources on a loan basis would inevitably be similar in many 
respect.3 to liund drawings and repurchases. It would, therefore, in the 
opinion of the Fund, be preferable to provide such additional resources 
through the Fund, so that whatever were the Fund's policies from time to 
time on the use of its resources would apply to the whole of a country's 
access to the Fund as thus enlarged. 

(5) The Fund has given extensive consideration to proposals for auto
matic compensation of export fluctuations on the basis of a statistical 
criterion of export shortfalls related to export values for recent years . 
It concludes that the compensation that can appropriately be achieved in 
this manner is distinctly limited and that it may well be against a 
country's genuine interest if automatic finance is provided without an 
exploration of the causes of the decline in a country's exports and the 
:n:easures to be taken to improve exports in the future. For these and 
other reasons, j_t would not be desirable to arrange in the Fund, with the 
use of the Fund's resources, automatic compensatory financing of export 
fluctuations, with the loans and repayments determined on the basis of a 
formula. If, nonetheless, it were desired to provide such automatic 
compensatory financing, either on a loan basis or on an initial or contingent 
grant basis, by means of a separate international agency with its own 
resources, consideration should be given to the possible desirability, 
from the points of view of such an agency and the Fund, of affiliation 
of the agency to the Fund. 
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Table 1. Adequacy of External Liquidity to Finance Export Fluctuations 

(Millions of' U.S. Dollars) 

Max. Financial Excesses or Deficiencies(-) in 
Requirements Assumed Limits of Finance Available Available Financi~ 
Indicated by 1/3 of 1/2 of Excess 

1951-61 External External 1/2 o~d 
E erience!/ Li uidit g/ Li uidi :1f Quo 

1 2 3 5 
Argentina 192.3 101.3 91.2 200.0 140.0 -91.0 -101.1 87.7 -52.3 
Bolivia 18.8 9.1 10.4 22.5 11.2 -9.7 -8.4 3.7 -7.6 
Brazil 130.8 206.6 249.2 200.0 140.0 75.8 118.4 149.2 9.2 
Burma 20.5 56.5 75.7 , 30.0 15.0 36.0 55.2 9.5 -5.5 
Ceylon 25.8 42.6 49.0 45.0 22.5 16.8 23.2 19.2 -3.3 
Chile 54.8 35.0 28.0 100.0 50.0 -19.8 -26.8 45.2 -4.8 
Colombia 79.5 66.7 76.8 100.0 50.0 -12.8 -2.7 20.5 -29.5 
Costa Rica 5.8 10.0 10.6 15.0 7.5 4.2 4.8 9.2 1.7 
Cyprus 4.5 22. 9 29.6 11.2 5.6 18.4 25.1 6.7 1.1 
Domin. Repub. 8.3 11.9 14.5 15.0 7.5 3.6 6.2 6.7 -0.8 

.dor 5.8 13.8 15.9 15.0 7.5 8.0 10.1 9.2 1.7 
:S.lvador 7.8 15.4 18.6 u.~ 5-~ 7.6 10.8 3.4 -2.2 

Ethiopia 4.7 29.6 4o.6 13. 6. 24.9 35.9 8.5 1.9 
Ghana 21.8 75.4 96.8 35.0 17.5 53.6 75.0 13.2 -4.3 
Greece 12.3 116.7 145.3 60.0 30.0 104.4 133.0 47.7 17.7 
Guatemala 5.7 22.5 28.2 15.0 7.5 16.8 22.5 9.3 1.8 
Haiti 7.3 5.3 6.6 11.2 5.6 -2.0 -0.7 3.9 -1.7 
Honduras 7.0 7.9 8.8 11.2 5.6 0.9 1.8 4.2 -1.4 
India 148.0 305.6 368.2 600.0 300.0 157.6 220.2 452.0 152.0 
Indonesia 135.0 89.9 101.8 165.0 82.5 -45.1 -33.2 30.0 -52.5 
Iran 289.7 96.4 119.6 70.0 35.0 -193.3 -170.1 -219.7 -254.7 
Iraq 54.7 56.0 67.1 15.~ 1·6:J 1.3 12.4 -39-7 -47.2 
Jordan 2.7 20.8 26.4 8 . 4. 18.1 23.7 5.3 1.3 
Korea 8.1 72.5 96.2 18.8 9.4 64.4 88.l. 10.7 1.3 
Lebanon 3.3 64.1 81.8 6.~ 3-~ 60.8 78.5 3.5 0.1 
Libya 1.7 36.3 48.2 u.;1/ 5. 'ii/ 34.6 46.5 9.3 3.8 
Malaya 246.o 290.1 4o4.8 32. 16. 44.l. 158.8 -213.5 -229.8 
Mexico 60.2 185.6 231.1 l.00. 0 90.0 125.4 170.9 119.8 29.8 
Morocco 2.8 81.2 103.2 52.5 26.2 78.4 100.4 49.7 23.4 
Nicaragua 3.4 12.9 16.2 11.2 5.6 9.5 12.8 7.8 2.2 
Nigeria 15.8 00.0 94.1 50.0 25.0 . 64.2 78.3 34.2 9.2 

.stan 143.0 142.1 le6.4 150.0 75.0 -0.9 43.4 7.0 -68.0 
1.1]]3. 1.8 10.3 9.4 0.5 0.2 8.5 7.6 -1.3 -1.6 

Paraguay 4.o 5.0 5.9 u.~ 5-~ LO 1.9 7.2 1.6 
Peru 11.0 42.2 43.8 32. 16. 31.2 32. 8 21.5 5.2 
Philippines 15.2 46.7 40.1 75.0 37.5 31.5 24.9 59.8 22.3 
Saudi Arabie. 4.2 114.3 158. 9 55.0 27.5 110.1 154.7 50.8 23.3 
Sudan 32. 8 63.9 e6.l 15.0 7.5 31.1 53.3 -17.8 -25.3 
Syria 28.2 9.2 6.7 15.0 7.5 -19.0 -21.5 -13.2 -20.7 
Thailand 24.8 175.7 243.4 45.~ 22,~ 150.9 218.6 20.2 -2.3 
Tunisia 18.8 30.3 36.6 18. 9. 11.5 17.8 -0.5 -9.6 
'furkey 51.3 85. 9 107.6 e6.0 43.0 34.6 56.3 34.7 -8.3 
UAR - Egypt 77.8 77.9 89.3 90.0 45.0 0.1 11.5 12.2 -32. 8 
Uruguay 60.3 82.8 115.6 30.0 15.0 22.5 55.3 -30,3 -45.3 
Venezuela 0 229.5 295.9 150.021 75-~ 229.5 295.9 150.0 75.0 
Viet-Nam 34.7 6o.4 00 .0 18.5 9. 25.7 45.3 -16.2 -25.5 
Yugoslavia 9.0 36.3 16.6 120.0 6C., 0 27•3 7.6 111.0 --2!.:.Q - ·---,-

Total 2,101.8 3,453.1 4,276.8 3,203.3 1,601.4 1,351.3 2,175.0 1,101.5 -500.4 

y As described on pages 11 and 12 of the text. 
[I A country's external liquidity is defined as its gold and convertible foreign exchange reserves plus its gross 

IMF position. Figures given are for mid-1962. A country's gross IMF position is the amount that it could still 
draw, as of a given date, if its justification were sufficient, without increasing the Fund's holdings of its 
currency above 200 per cent of its quota. 

'JI Excess external liquidity (as of mid-1962) is defined as external liquidity (described in footnote 2) less 
average monthly imports (for 1961). 

1±/. Quotas given are for mid-1962. 
"i/ Quotas to be increased by annual installments, as follows: Ethiopia to $15 million; Jordan to $11.25 million; 

Libya to $15 million; Mila.ya to $37.5 million; Peru to $37.5 million; Tunisia to $22.5 million; and Viet-Nam to 
$22.5 million. 
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1. Compensatory Financing of Export Fluctuations 

The Executive Board continued its informal and preliminary exchange of 
views on a staff memorandum concerning compensatory financing of export 
fluctuations (SM/62/94, 11/8/62, and Informal Session No. 62/1, 11/16/62) . 

Mr. Lieftinck vrished first to join the other Directors in paying tribute 
to th~ staff for its very helpful paper. He observed that prev~o~s spea~~rs 
had pointed out that it had been less than three years ago when the Board 
had discussed the problem of compensatory financing and the question had 
been raised whether there was any need to revise the conclusions · that had 
been reached at that time (EBM/60/10, Item 3, 3/18/60). Speaking personally 
in his individual capacity, Mr. Lieftinck said he felt that three years ago 
the Board could restrict itself.to a statement of policy or clarification 
of existing policies in response to the question that had been put to the 
Fund. At the prese~t time, however, the Fund was faced with an invitation 
to do more than that, and this meant that it was now faced with a distinct 
challenge. Certainly Mr. Dale's statement at the previous session left 
very little doubt about this. 

Despite the shortness of the . period that had elapsed since the last 
discussion, Mr. Lieftinck said he felt that the Board had to recognize the 
dynamics of the problem and face the fact that in many countries there was 
an increasing awareness of the seriousness of the problem and that in other 
agencies experts and responsible officials were intensively studying the 
matter. In addition, there were certain other factual developments that 
explained the inescapability of facing up to the problem. In many of the 
raw material producing countries--in fact, all over the world in the 
developing countries--aspirations were growing to improve living conditions 
and the adjustment of domestic income to downward movements in export income 
was becoming more and more difficult socially and politically. At the - same 
time during the last three years the development efforts in a great number 
of countries had been markedly increased, and the authorities of these 
countries had felt that these efforts, genuinely undertaken to build for 
the future, were seriously affected by strong declines in export proceeds, 
especially where populations were rapidly increasing. 

Another development, Mr. Lieftinck continued, was the building up of a 
certain fear in a number of primary producing countries that regional group
ings of a preferential nature might increase their problems, give . them less 
free access to free world markets, and lead to further declines in the 
prices of their products. Hence, there were a number of new factors which 
explained the urgency of the matter before the Board, and for that reason 
he welcomed the present discussion. 

Mr. Lieftinck said he fully agreed with those Directors who had pointed 
out that the problem of fluctuations in export earnings was much too broad 
and complex to be solved entirely by some revision of Fund policies. But 
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he believed it would be useful if the Fund, in replying to the invitation 
which it had received, pointed out that according to its Articles of Agree
ment the Fund had a task and should perform a function in this whole frame
work. This could be carried out first, by the promotion of domestic and 
balance of payments policies in the primary producing countries which might 
be helpful in overcoming the shocks to their economic structures resulting 
from declines in their export proceeds. At the same time, the Fund should 
never give up advocating liberal commercial and payments policies on the 
part of the more industrialized member countries. These two fundamental 
approaches should never be out of sight. 

The question then arose, Mr. Lieftinck said, as to how the Fund in a 
more technical manner could be helpful through the use of its resources, 
and on this point he thought it would be worthwhile to underline again that 
the Fund could only be of assistance with respect to short-term flnr.tuat.,.tv.1. .. 0 

in the balance of payments of members where actual export income declines 
had occurred. This was a very severe restriction on what the Fund could 
do. He fully associated himself with the previous s~eakero who had pointed 
out that a large number of long-term problems were involved in the whole 
question and that it would be illusory to expect that the Fund could do 
more than alleviate on a short-term basis some of the painful consequences 
of the fluctuations in export earnings. 

The staff paper, Mr. Lieftinck noted, had examined whether the drawing 
facilities of the Fund were adequate to meet at least the short-term problem, 
and he considered the discussion of this point one of the most important 
parts of the paper. He had been impressed by the approach of the staff and 
the effort it had made to indicate in what measure the Fund's drawing facil
ities should be sufficient to perform a legitimate function in this frame
work, but he would have liked to have seen a further elaboration of these 
considerations, especially those set out in paragraph (b) on page 11 and 
the, statement that "on balance, therefore, it may not be unfair to assume 
that, say, one third of the total of potential IMF facilities and national 
reserves are available for the purpose of financing export fluctuations to 
the extent that these ought to be financed" (SM/62/94, p. 11, 11/8/62). 
This was a very important statement, and although he was quite prepared 
to accept the correctness of it on the authority of the staff, he would 
welcome som~ further explanation of how it had arrived at that ·conclusion. 
On the assurnption _that the statement was correct in a very -general sense, 
it seemed clear that it might not apply to each individual case, and for 
that reason he had some he.si tation in accept:i.ng Table 1 as fully supported 
by the facts. Mr. Plurnptre anq. ~. Anjaria thought the · table had been 
based on a rather conservative approach. Mr. Lieftinck said it was his 
opinion that several cases where the minus signs appeared could be explained 
by very temporary noneconomic factors, and he would question whether the 
over-all approach of the availability of one third of potential IMF facil
ities and national reserves could be applied to all cases. Certainly, it 
would have to be applied with great caution. Nevertheless, he felt that 
one probaoly could conclude from the table that there were not too many 
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cases in which the external liquidity available to member countries exporting 
primary products had been inadequate. But the fact that such a conclusion 
could be reached with respect to the past did not mean that it would have 
validity for the future. In this connection, it ·was noteworthy that in 
recent years in a number of raw material producing countries national re
serves, accumulated in periods of favorable market conditions, had seriously 
declined. Therefore, the Fund should be cautious about basing its conclu
sions on Table 1. 

Mr. Lieftinck said he was quite prepared to consider the present exer
cise along with other exercises designed to ascertain whether the range of 
use of the Fund's resources by its raw material producing members should 
be enlarged. This, in fact, was the only one of the four suggestions for 
Fund action which appealed to him. The staff's discussion and appraisal 
of these alternative suggestions formed another important part of the 
report (ibid., pp. 13-19). He had nothing to add to the discussion of the 
first alternative under which drawings would be made available automatically 
on the basis of a statistical criterion of export shortfalls. He also was 
not attracted by the second alternative concerning automatic drawings for 
balance of payments difficulties attributable to a temporary cause beyond 
the country's control. It would be very difficult to find in practice a 
pure case of this nature, for in a majority of the cases balance of payinents 
difficulties probably resulted from a mixture of causes, one of which might 
well be a cause beyond the country's control. In this connection, Mr. Lief
tinck remarked that he did not fully agree with Mr. van Campenhout that 
causes beyond the control of the member did not call for action by the mem
ber itself. Short of adequate foreign assistance to meet the balance of 
payments problem, such a country might be forced to adjust its income 
level and its imports to the decline in export prices even if the cause of 
the balance of payments difficulties was beyond its control. He would agree 
that if there were a pure case of the kind envisaged in the second alter
native the Fund should do its utmost to be helpful within the maximum of its 
possibilities and its policies. But this did not mean that action by the 
member was not called for. He felt that the staff was correct in concluding 
that "any attempt to graft a system of export automatism onto the Fund's 
normal system of drawings would give rise to difficulty and, probably, 
confusion" (ibid., p. 14). The same comment could be made with respect 
to the third alternative under which "the existing automatic access would 
be extended over a larger area of the quota than that to which it now 
applies." Moving the criteria for the lower tranches into the higher 

-tranches would mean greater automaticity, which he felt was not in line 
with the purposes of the Fund and the interests of its members. 

Mr. Lieftinck then turned to the fourth alternative under which "mem
bers would be permitted larger access to the Fund resources without extending 
the range of automatism in any of the ways mentioned above. 11 Two possibil
ities arose under this method, the first being an increase in the ceiling 
on drawings so that members could draw beyond 100 per cent of quota, and 
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the second being selective quota increases. He felt that it was not neces
sary at this time to make a definite and final choice between these possi
bilities. Personally, he was open to either course. Both had advantages 
and disadvantages and perhaps some desirable combination of the two could 
be conceived. But he would stress that, if and insofar as quota increases 
on a selective basis should be considered, there should be no relaxation 
of the rule requiring 25 per cent of the increased quota to be paid in gold. 

As regards the possibility of undertaking selective quota adjustments, 
Mr. Lieftinck thought the criteria for such action should be very carefully 
chosen. Like other Directors, he felt that the use of a formula based on 
one element in the balance of payments would be arbitrary and inadequate. 
For the time being he was inclined to join those Directors who had sug
gested that some adjustment of the Bretton Woods criteria might be prefer
able to all those suggested up to now. But, in this connection, he thought 
it important to bear in mind that Fund quotas were not unrelated to Bank 
subscriptions and that what might be desirable in the Fund might not be 
desirable in the Bank. 

It seemed clear, Mr. Lieftinck continued, from the figures presented 
in SM/62/95 that member countries with quotas under $30 million and those 
with quotas in the range of $31-60 million had fallen behind in terms of 
the percentage of their actual quotas to their computed Bretton Woods 
formula quotas as compared with countries with quotas of over $60 million 
and with the ten industrialized members. As a first approach to the problem 
of the revision of quotas, Mr. Lieftinck said he could go along with some 
kind of solution on a selective basis and after careful study of each case 
on its merits. But he was also prepared to make an attempt to improve the 
position of the member countries with quotas under $60 million more gener
ally by raising their existing quotas to a percentage of their computed 
Bretton Woods formula quotas which exceeded the percentage of the over $60 
million quota group and the industrialized members. At present that per
centage for the major industrial countries was 39.4 per cent and for the 
second highest group it was 55.3 per cent. He would be prepa!'.ed to con
sider bringing the $31-60 million quota group up to 60 per cent and the 
group with quotas up to $30 million to 65 or 70 per cent. In that manner, 
the Fund could move on a selective basis but with some generalization in 
mind. It would· give some redress and even some advantage to countries with 
quotas under $60 million. In concluding, Mr. Lieftinck said he was not 
making a specific proposal along these lines but had merely advanced the 
suggestion as a possible general approach to the problem of the smaller 
quotas. 

Mr. Pitblado wished to add some observations on a purely personal basis. 
He welcomed the opportunity of hearing the . y~ews of other Directors and 
commended the staff for its exce_llent study. Mr. Pi tblado said he would 
direct his remarks to the two issues .now before the Fund: first, the views 
or report which the Fund could present to the CICT in response to its 
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invitation, and, second, the actions which the Fund might consider taking 
within its own direct field which were related to the problem of compensatory 
financing. The very good staff paper now before the Board had been directed 
to the specific issues on ·which the Fund's views had been requested. Other 
speakers had drawn attention to the wider issues which lay behind the ques
tion of compensatory financing. The Board would have to consider whether 
in a report to another body in response to a specific request the Fund 
should state its views in a much broader setting. All of the Directors and 
the member governments were aware of the wider issues and were giving a 
great deal of atte tion to the broad problems in the relationship of the 
primary producing and exporting countr.ies to the industrialized countries 
and to the wider issues of trade policy in all its aspects. These were 
matters which were very much within the purview of the Fund and within the 
ambit of its purposes and interests. 

Turning to the paper itself, Mr. Pitblado said that one of its main 
virtues was that it had produced some very useful statistics--in fact, as 
Mr. Hanemann had said, the best statistics on the problem that had been 
produced so far. 11hey gave a measure of the general scale of the problem 
of export fluctuations insofar as this could be separated from other aspects, 
and it matched them according to various criteria against the resources which 
had been available. Any criteria obviously were open to criticism. 

Mr. Pitblado also felt that the staff arguments against automaticity 
were extremely cogent and that this led on logically to making out a strong 
case on merits against a separate automatic scheme for compensatory financing, 
since all the schemes advanced so far contained a complete or a great degree 
of automatism as an essential element. In his view these argu..~ents were 
linked with the points which Mr. Klein and others had made, that the partic
ular problem of compensatory financing was not the major problem with which 
the primary producing countries were confronted. Mr. Pitblado pointed out 
that he was speaking of a rather limited scheme with short-term purposes 
and one which was genuinely revolving. Any scheme designed to overcome 
the long-term problem, or which involved an element of long term, would 
have to be looked at in other contexts and in the. light of the resources 
which could be made available for aid purposes through other institutions, 
such as IDA. But, examining a scheme for limited purposes, the staff paper 
made out a good case against automatism. He· had been very impressed by the 
remarks of Mr. Mansour and Mr. Reina that a scheme financed mainly by coun
tries trying to assist the developing countries might tie up finance which 
was needed for development. He hoped these arguments would be expressed 
cogently to the UN experts. 

If the merits of an automatic compensatory scheme were dubious, Mr. Pit
blado said, it was all the more important that the Fund should do all it 
could within its policies and purposes to meet the problem and seek to 
strengthen its capacity to . help. The staff paper discussed two broad means 
of doing this: by a more liberal use of the Fund's existing resources and 
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by an adjustment of some quotas. With respect to the quota problem, the 
figures submitted by the staff were, of course, open to question, . but they 
did imply two general conclusions. The first was that there was a wide 
diversion in the adequacy of quotas between country and country in relation 
to their export fluctuations. This brought out the case for a selective 
approach to the question of quota adjustments. A case by case examination 
might, of course, lead to higher quotas for a number of members, though, 
as Mr. Lieftinck had pointed out, Fund quotas had to be considered in the 
light of Bank, IFC, and IDA subscriptions as well. The question of how 
to approach the matter was difficult, but he would be inclined to agree 
with Mr. Plumptre that a somewhat generalized selective approach would be 
desirable. Mr. Pitblado went on to say that he would not recommend that 
the criterion of export fluctuations be adopted as the main one· for such 
an exercise, but, as others had suggested, he thought progress might be 
made_ by giving a somewhat different weighting to the elements in the Bretton 
Woods formula. 

With respect to a liberalization of the Fund's policies on the use of 
its resources, Mr. Pitblado said it should be made clear that the Fund's 
present policies in fact met many of the considerations now under discus
sion and that these policies were being applied sympathetica:lly. It might 
well be that some easement of the present policies on drawings in the various 
tranches could be worked out, but he would not favor establishing any new 
and special labels. From the point of view of the Fund and the country 
concerned there was a distinct advantage to looking at the problems in the 
round. Nevertheless, Mr. Pitblado felt that on both points, quotas and 
drawings policy, the Fund should be prepared to make serious studies to see 
·what advances were possible. 

Mr. Pitblado also drew attention to the need for careful consideration 
of the public relations aspect of any report the Fund might make to the 
CICT in view of the widespread interest in and importance attached to the 
matter of compensatory financing. The Fund's views should be stated clear
ly but in a manner which created an atmosphere of warmth toward its con
clusions. 

As regards the conclusions recommended by the staff, Mr. Pitblado said 
he did not entirely agree with the Directors who felt that paragraph (2) 
went too far at the present time. He thought the Board should be able to 
determine whether some fairly generalized selective adjustment of quotas 
could be undertaken at this time. He was prepared, howeyer, to consider a 
redraft of paragraph (1) to take care of the points made by Mr. Hanemann 
and Mr. WaHzenegger. Mr. Pi tblado also agreed -with other speakers that 
paragraph (4) regarding a new agency and Fund affiliation with it went too 
far. Only in the event that, despite the Fund's views on automatic compen
satory schemes, a separate organization along these lines were to be estab
lished would it be appropriate for the Fund to discuss the question of 
affiliation with such an agency. 
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Mr. Caranicas said he also would speak purely personally. He thought 
Mr. Lieftinck had quite correctly pointed out that the conclusions which 
the Fund had reached on this matter three years ago had been in response 
to certain questioning, whereas at the present time the Fund had been 
invited to submit a statement of its views on compensatory financing to 
the CICT. There was no escape from the problem for there was a strong 
feeling that the Development Decade, which the 1960 1 s had been designated 
by the United Nations, would not be successful unless a solution to the 
commodity problem were found, and the Fund had to consider the matter from 
this standpoint. There was a growing recognition in the world that inter
national commodity trade problems were more of a secular than a short-term 
nature. Before an adequate solution could be found, there would have to 
be a correct diagnosis. 

Mr. Caranicas observed that since the end of World War II the year-to
year fluctuations in external receipts had averaged between 9 and 12 per 
cent, and in some cases as high as 18 per cent. Though the degree of 
instability was not wide--it seemed moderate in comparison with the inter
war period--its effects were much more serious because of the prevailing 
political and social climate in many countries and were sufficient to 
endanger the development plans and programs of the primary producing coun
tries. The time was now approaching when definite progress would have to 
be made in finding a solution to the commodity problem through projects, 
such as compensatory financing, to stabilize external receipts. Certainly 
the progress had been insufficient up to now. The various compensatory 
financing schemes that had been suggested might be useful in offsetting 
short-term fluctuations, pending adoption of longer-term solutions, but 
they did not get to the root of the evil and were even dangerous in that 
they increased the external indebtedness of the countries concerned. In 
this connection, it was of interest to note that the report of a Group of 
Experts set up by the Economic and Social Council ten years ago to study 
the subject of commodity trade and economic development had stated that, if 
undesirable repercussions of excessive fluctuations in primary commodity 
markets are to be minimized, "there is one broad alternative to the direct 
stabilization of prices by means of' commodity agreements. This is to 
arrange for compensatory international flows of money in the event of sharp 
fluctuations in primary commodity markets. Such 'secondary' action, of 
course, by its very nature does not attack the root of the disturbances it 
compensates." This conclusion still held today. 

Among the many studies that had been devoted to the problem since the 
drafting of the Havana Charter, Mr. Caranicas said, special importance had 
been attached to this report of the . UN Group of Experts, which had also 
stated that the economic progress of the underdeveloped countries was 
affected by the prices they received for primary products and by the rela
tion between these prices and the prices of the manufactured goods and 
services they bought abroad. He believed that if any lasting solution 
were to be found it would have to be in the field of prices. Efforts should 
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be made to determine a fair price, which disregarded neither the interests 
of the consumer nor those of the producer, and which was closer to prices 
prevailing on protected markets than those quoted on the marginal inter
national market. Such an approach should lead to an overhaul of policies 
in the direction of systems of protection and assistance for exports. A 
deliberate effort should also be made to raise prices to a level sufficient 
tc meet production costs, to enable a certain amount to accrue to the 
exporting countries' ordinary budget revenue, and leave a margin for invest
ment. An endeavor should be made to solve the problem commodity by commodity, 
in stages, and in accordance with flexible rules. In some cases, it might 
be possible to maintain the existing system, while establishing one or more 
compensation funds at the world or regional level, from which the producing 
countries would be indemnified when prices fell below a specified level. 

Mr. Caranicas said he was not unaware of the objections and difficulties 
to which this argument might give rise. Certainly, there was no ideal solu
tion for the commodity problem, But, short-term measures were no more than 
a palliative. Action should proceed along such lines as would eliminate the 
inequalities existing among primary producers by raising the prices of their 
products and restoring the terms of trade. Moreover, the raising of prices 
was bound up with the development of assistance to the peoples with inad
equate purchasing power. Such a program was nothing more than the implementa
tion of one of the ideas by which the 1953 UN Group of Experts had been 
guided. 

A common commodity policy, Mr. Caranicas stressed, had to be developed 
along with a compensatory financing scheme, and such a common policy should . 
cover three main points. It should be developed on a commodity-by-commodity 
basis, as exemplified by the Coffee Agreement, in order to correct long-term 
structural defects. It should also recognize the close relation between 
trying to reach a balance in demand and supply of individual commodities, 
on the one hand, and development planning and economic assistance, on the 
other. The policy should be world-wide in scope but should leave room for 
nondiscriminatory regional arrangements. Account also had to be taken of 
the complications created by the differing economies of the raw material 
producing countries and the varying degree of their dependence on one or 
two exports. 

Turning to the draft report before the Board, Mr. Caranicas said he 
thought the staff had produced a very useful document. He preferred to 
have the conclusion set forth in paragraph (1) of the recommendations remain 
unchanged as it seemed from the discussion that some Directors thought that 
present quotas were adequate while others considered them inadequate. In 
this connection, he directed attention to the statement in the 1961 report 
of the UN Group of Experts on international compensation for fluctuations 
in commodity trade which said: "These are important conclusions, for they 
reveal our considered doubt whether the Fund's activities, present or likely, 
offer a complete answer to the need for measures to effect instability in 
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the export trade of primary producing countries. This applies particularly 
to the underdeveloped countries in view of the special importance of main
taining continuity in their developmental expenditure. It is right, never
theless, to stress our view that the Fund can and should play an increasing 
role in this form of compensatory financing." Mr. Caranicas stressed that, 
in his opinion, there was much room for improvement in the role the Fund 
was now playing, and that the statements in paragraph (4) of the recom
mendations should rather be broadened than diluted or eliminated. The 
world at large looked to the Fund for bold action in this field. As 
Mr. Lieftinck had said, a great deal had happened since the Fund had sub
mitted its statement to the UN about three years ago. Attitudes and re- · 
actions could change in line with world developments. One only had to look 
at the developments in the Bank's lending policies and in its views toward 
operations in local currencies to see examples of great changes in policy. 
Similar startling shifts had occurred in the attitude of many countries 
toward the commodj_ty problems. The United Kingdom and the United States, 
for example, had switched from their earlier policies of not joining the 
CICT, of which they were now members and were also active participants in 
several commodity agreements. Mr. Caranicas concluded by urging that the 
Fund move forward in the compensatory financing field and take the leader
ship in showing the ,.ray to some kind of effective scheme under its aegis. 

Mr. Tennekoon said he had not planned to intervene in the present dis
cussion because he had not yet received the views of the Governments that 
had elected Mr. Suzuki. But in view of some of the remarks made earlier he 
thought he would be failing his duty if he did not make a brief personal 
statement. Like the other speakers, he wished to pay tribute to the staff 
for its excellent paper. He had been prepared to go along with the con
clusions recommended by the staff and would have remained silent had it 
not been for the suggestion to delete paragraph (2) vn1ich he. regarded as 
very important. 

Mr. Tennekoon recalled that at the previous session Mr. Dale had indi
cated that the United States' view was that any arrangement for compensatory 
financing should be world-wide in scope and not regional, should be addressed 
exclusively to short~term fluctuations, and closely tied to the Fund. If 
such an arrangement were to be closely tied to the Fund, Mr. Tennekoon 
continued, it would not make much sense to delete paragraph (2) because 
little could be achieved in the way of Fund assistance to the underdeveloped 
countries unless their quotas were increased. The quotas of these developing 
countries were far too small, in his opinion. The Bretton Woods formula 
gave great weight to the ability of a country to pay on the basis of its 
national income., but today the important criterion would seem to be its 
international trade. Small countries, like his own, depended on exports 
to a great extent for their .income, and if these exports fetched low prices, 
or for some other reason the volume of exports dropped, the countries should 
be able to fall back on some institution to come to their rescue. These 
countries naturally looked to the Fund as a source for such help. The 
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small developing countries, dependent on one or two export products were 
at the mercy of world markets; these countries did not determine the prices 
for their raw materials nor were they able to control the output which 
often depended on climatic conditions. They were thus often victims of 
circumstances beyond their own control and, realizing this, they were now 
doing their utmost to diversify their economies and become less dependent 
on the rest of the world. 

But, Mr. Tennekoon said, this was a long-range process, and when sudden 
falls in the prices of their cormnodities occurred, then the country con
cerned either had to reduce or abandon its development work or go ahead 
with the programs and resort to deficit financing. In such a situation, 
the Fund would tell the country that it had taken the wrong course and, 
therefore, the Fund could not help the country. This was the reason why 
the small countries felt they should be assisted either by an increase in 
their quotas or through a more flexible and liberal policy with respect to 
the use of the Fund's resources. He found it difficult to understand why 
some Directors feared the use of the word "liberal" in this matter, and if 
the Fund was going to be more liberal it should say so. If members were 
assured that the Fund would follow a liberal line they would at least have 
the comfort that they could come to the Ftmd with their problems rather 
than abandon their whole development effort. It should be clearly under
stood that the developing countries were trying hard to get out of the 
difficulties they now found themselves in. Their viewpoint should be 
understood by the Fund, the Bank, and IDA to which the countries looked 
for help and guidance. In fact, without help from these institutions, 
there would be little hope for the successful outcome of the struggle now 
going on to build up these weak economies. 

Mr. Tennekoon aiso referred to Mr. Lieft inclt 's remark about the concern 
of' the primary producing countries about regional groupings. Mr. Ten..viekoon 
said he agreed that there was a certain amount of _concern, but he thought 
it should be made clear that these countries were .not opposed to regional 
groupings as such but they feared that as a result of such groupings the 
primary producing countries would be discriminated against, with the result 
that . they would bec·ome poorer. It was to be hoped that in the negotiation 
of regi_onal agreement9 the larger, developed countries would realize that 
the small countries were struggling to overcome inflation and stabilize 
their economies and that every assistance should be extended to them to 
improve their standards of living. 

Finally, Mr. Tennekoon said he had been very interested in Mr. Anjaria's 
suggestion for a special tranche for Fund drawings by primary producing 
countries in certain circumstances. "It seemed clear that it would be a 
great service to these countries if they could come to the Fund for help 
when they found themselves in payments difficulties through no fault of 
their ovm. He would be very interested in seeing how such a system could 
be worked out. 



- 12 -
Executive Board 

Journal - Informal Session No. 62/2 
11/16/62 

Mr. Sun wished first to commend the staff on its paper which presented 
a clear and comprehensive review of the problem. At this stage of discus
sion he wished only to add some general comments. He had no definite sug
gestions to offer to the technical questions raised in the paper. However, 
it seemed to him that the position taJ~en by the Fund regarding the matter 
did not give an adequate answer to the problem of the primary producing 
countries which suffered from export fluctuations under circumstances 
beyond their control. The recommendations only went so far as to offer to 
accept the affiliation of a new agency to deal with the situation. Since 
compensatory financing of export fluctuations of primary commodities fell 
legitimately within the scope of the Fund's work, he thought that the 
creation of a new international body would neither simplify the functions 
of the Fund nor lighten the burden of the industrial members, but would 
probably come in ·conflict with the Fund's work. Complete automatism was 
indeed undesirable and impracticable .. Each case should be handled on its 
own merits. However, it seemed to him that the Fund, with the industrial 
members now in a much stronger position, should exercise more liberal and 
lenient policies toward those members which were in real need due to export 
shortfalls. It might perhaps be possible to extend the Fund's present 
liberal policy in the first credit tranches to the second credit tranche 
in drawings or stand-bys for compensatory financing. The Fund had often 
made use of the waiver clause in Article V, Section 4. 

In concluding, Mr. Sun said he doubted that this complicated problem 
would soon be solved satisfactorily and, therefore, further studies and 
deliberation would be helpful and desirable. 

Mr. Dale recalled that to begin the discussion at the previous session 
he had spoken briefly about the position of American policy as it presently 
stood on the matter of compensatory financing. He wished now to express 
several initial conclusions that he had personally reached on the basis of 
the Board's discussion which he had found of outstanding quality and most 
enlightening. He would address himself principally to the conclusions 
recommended in the paper before the Board and within the framework in which 
they had been advanced by the staff. Several Directors had mentioned the 
importance of the tone, both in the paper as a whole and in the conclusions 
in particular. Mr. Garland had made an excellent statement on the importance 
of helping to create in the terms expressed to the CICT, and to the world 
at large, the impression that the Fund was doing its very best to be con
structive within the limits of its Articles and established operating 
policies. Mr. Pitblado had referred to the importance of the public rela
tions aspect of the Fund's report. Mr. Dale said he fully agreed with 
these comments. The Fund's report should describe the Fund's views and 
attitudes in a constructive and positive manner and at the same time be 
responsive to the problem and challenge that was now before it. 

With respect to the conclusions set forth in paragraph (1) of the r~com
mendations and the large number of suggestions for amending the staff's 
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text, Mr. Dale said it seemed clear that the Board was still a long way 
from reaching agreement on any proposals that the Fund might be prepared 
to make to the CICT. It seemed important, however, that the Fund do its 
best to provide proposals that were specific, and indicate with some pre
cision what it was prepared to do so that some meat could be put on the 
bones, as it were, of its indication of liberality and concern for the 
problem. For his own part, his initial, tentative conclusion was that the 
suggestion of a special tranche for countries experiencing difficulties 
due to fluctuating exports provided interesting material for study, and he 
would be willing to ask his Government to investigate it. 

Referring to the comments on paragraph (2) of the conclusions, Mr. Dale 
said he found himself in agreement with Mr. Plumptre who had coined a most 
felicitous expression when he referred to a kind of "generalized selective" 
approach to the problem of the smaller quotas. Mr. Dale said it was his 
view that the concept expresse~ in paragraph (2) should be retained and 
that careful consideration should be given to the criteria used in con
sidering any revisioh of quotas, either of the small quotas or others as 
well. In addition, he fou..rid· himself in agreement with Mr. Plumptre 's 
remark that Table 1 might have some limitations as to the extent to which 
it revealed fully the adequacy of the external liquidity available to mem
ber countries. In this connection, Mr. Reina had mentioned some reasons 
why the use of gross reserves figures might provide some limitations. 

Mr. Dale said that paragraph (3) as it now stood provided no difficulty 
for him. On the other hand, it would add little unless it was supported by 
a strong and explicit statement of what the Fund was prepared to do. 

With respect to paragraph ( 4 )' ~elating to Fund affiliation with whatever 
compensatory financing agency might enierge, Mr. Dale said .he would join 
those who had expressed some concern about the text proposed by the staff 
in the sense that it might be interpreted as an indication of willingness 
on the part of the Fund to affiliate with any kind of agency that might 
emerge. On the other hand, he would be most reluctant to have a series 
of conclusions provided by the Fund which did not mention in an affirmative 
way the prospect of association with whatever agency 1night emerge. He would 
add parenthetically his personal judgment that, as to the issue of autom
aticity, intelligent, well-informed men of goodwill who studied the problem 
would almost certainly come to the conclusion that complete automaticity 
on the basis of a mere statistical formula was not possible in this field, 
and therefore he found himself somewhat less concerned than Mr. Pitblado 
about the nature of the kind of agency that might emerge. 

Finally, Mr. Dale said he was in agreement with Mr. Plumptre on the 
usefulness of expressing clearly in the text and in the conclusions the 
limited relationship that compensatory financing schemes might have to the 
larger problem presented to the world by the difficulties of those countries 
which were so heavily dependent on a few connnodities. He also agreed that 
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the following four areas mentioned by Mr. Plumptre were very pertinent in 
this respect: the extent of economic growth and the level of economic 
activity in industrial countries, the general trade policies of those 
countries and others,the general field of international commodity agree
ments and the progress being made under them, and the capital and technical 
assistance being provided under bilateral and multilateral programs. 

In concluding t he discussion, the Chairman thanked the Directors for 
their interesting and constructive observations which the staff would take 
into account in redrafting the report with a view to arriving at a document 
which the Board mem ers would find generally acceptable. There were a few 
points, however, on which most Directors seemed to agree at this stage. 
The first was that the problem of compensatory financing was only part of a 
wider problem, and the second was that the Fund's field was limited to short
term fluctuations i n export earnings but that the long-term problems of trade 
policy, commodity agreements, etc., were of great importance. All speakers 
seemed to be agreed that in considering the question . of adjustment of quotas 
the Fund should tak,~ a sympathetic attitude toward particular countries, but 
t he question would have to be further explored, especially with respect to 
t h~ criteria to be applied. The Directors also seemed to favor a liberal 
attitude to the use of the Fund's resources, and this attitude could, it 
was thought by several Directors, be fitted into the existing framework of 
the Fund's policies and practices. As regards the question of affiliation 
with a new international institution, the Chairman said he fully agreed 
that the Fund's position would depend upon the kind of agency that might 
be set up. 

Finally, the Chairman said it was clear from the discussion that the 
Board felt that the Fund could and should do something in this field and 
that a positive and constructive report should be submitted to the CICT. 
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1. EXECUTIVE DIRECTOR 

The Chairman welcomed Mr. Plumptre, Executive Director, to the Execu
tive Board. 

2. COMPENSATORY FINANCING OF EXPORT FLUCTUATIONS 

The Executive Board began an informal and prelimipary exchange of 
views on a staff memorandum dealing with compensatory financing of 
export fluctuations (SM/62/94, 11/8/62). 

The Chairman noted that the staff paper was intended to serve as the 
basis for the preparation of a report which the Fund had been asked to 
submit to the Commission on International Connnodity Trade for _its meet
ing next April. In order to assure proper translation, circulation, and 
consideration by member governments, the Fund report would have to be 
ready at the latest by early January. He hoped that the present informal 
exchange of views would help to determine attitudes toward the paper so 
that it might be possible to agree on a report to go forward to the CICT 
by around the mi ddle of December. 

Mr. Dale began his remarks with an expression of appreciation to the 
staff for its excellent paper which he had found most helpful in clarify
ing the questions at issue in this discussion. He thought it might be 
useful by way of beginning the discussion if he would say a few words 
about United States policy on the matter of compensatory financing. 
Before doing that, however, he wished to stress that this matter,. which 
had been under discussion for several years, was one in which the Fund 
had a deep and continuing interest, and it was his personal hope· .-that 
in the not too distant future the Fund would be in a position to take 
action that would be recognized as a very real contribution to- world 
arrangements in this field. 

With respect to United States policy, Mr. Dale pointed out that there 
were three point s on which that policy was rather well developed ·and 
settled. First, the United States authorities felt that any arrangement 
for compensatory financing should be world-wide in scope and not regional. 
It was their judgment that any attempt to establish a compensatory scheme 
on a regional basis would run afoul of a number of difficult and possibly 
irreconcilable problems. The second and very important point, which was 
discussed extremely well in the staff paper, was that such a scheme 
should address itself exclusively to short-term fluctuations and not to 
longer-term problems, such as the secular deterioration in the terms of 
trade of the primary producing countries. In that context it was the 
U.S. view that any compensatory financing scheme should cover only part 
of any short-term shortfall that might be determined to exist between 
actual exports and a trend line. Finally, the United States authorities 
felt very strongly that whatever scheme might be elaborated should be 
closely related to the Fund, making use of the Fund's technical resources, 
staff, and management. 
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In a number of other areas, Mr. Dale continued, the United States 
Government had reached certain tentative or initial policy conclusions, 
which were subject to further study, evaluation, and review. First, any 
compensatory financing scheme should be a separately funded arrangement 
in which all participants should provide contributions. The fund should 
be composed of convertible currencies, should be revolving in character, 
and should be subject to normal interest charges. Second, under such a 
scheme, credit extension to primary producing countries experiencing 
export shortfalls should be substantially automatic, but there should 
also be provision for consultation between such countries and the admin
istering agency and for some discretionary authority on the part of this 
agency. The third tentative U.S. conclusion was that an appropriate 
revision or expansion of IMF activities directed toward compensatory 
financing would be one alternative which, substantively, would be capable 
of meeting the requirements. So .far as possible, any such revision or 
expansion should be under arrangements that provided specifically for 
drawings to meet balance of payments difficulties stemming from short
term export fluctuations beyond the reasonable control of primary produc
ing countries. Mr. Dale added that it was his personal feeling that, if 
such an extension of the Fund's activities could be developed, it would 
be a happy event for the Fund and for the entire free world. 

Mr. Hanemann said he welcomed the opportunity to have an informal 
discussion of the staff paper on compensatory financing and he wished to 
join Mr. Dale in thanking the staff for a very competent piece of work 
and for its intensive studies on this complex subject. The staff paper 
now under discussion, as well as two Departmental Memoranda on statisti
cal testing (DM/62/20 and DM/62/40), cast some light on many obscure 
details and clarified certain questions which perhaps had not been fully 
understood in previous discussions. The new papers represented a decided 
contribution to the consideration of the problem. 

Turning to the memorandum under discussion ·(sM/62/94, 11/8/62), 
Mr. Hanemann observed that the staff had approached the various proposals 
that had been advanced from two different angles; first, from the stand
point of automaticity and, second, from the standpoint of . the adequacy 
or inadequacy of external liquidity to finance export shortfalls. With 
respect to automaticity, he noted that the staff had considered both the 
type of automatism envisaged and the point that in the various schemes 
that had been put forward credits were to be granted irrespective of the 
over-all balance of payments situation of the country receiving assist
ance, of the policies it was pursulng, or the amount the country had 
already borrowed. · Mr. Hanemann said he agreed in principle with all the 
staff arguments regarding the type of automatism and thought the staff 
had quite correctly concluded from its studies that "automatic formulae 
based on past and current export data only can yield at best rather 
unsatisfactory estimates of the true trend of exports" and that "the 
extent to which it is possible by means of compensation to bring export 
proceeds closer to their true norm or to reduce their instability is 
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distinctly limited" (ibid., p. 6). These statements were particularly 
impressive because they were based on statistical tests and measurements 
which in their broad approach had not been equalled by any other studies. 
Therefore, he was fully prepared to associate himself with the cormnent on 
page 7 that "it is reasonable to assume that a better estimate could be 
made by the exercise of judgment based on an analysis of causal factors 
at work than by any mathematical formula, however skillfully contrived, 
that is based on t he mere statistical magnitude of current and previous 
exports." 

Mr. Hanemann also thought the staff had presented very useful comments 
on the second feature of automatism, namely, that credit should be granted 
irrespective of the general balance of payments situation or of the eco
nomic policies of the government requesting the credit. The staff had 
been right in pointing out in this connection that the Fund had never been 
rigid in the application of its policies on the use of its resources; in 
fact, it could even be said that over the last years the Fund had become 
increasingly liberal and generous in this respect. On the other hand, it 
had to be borne in mind that the Fund must operate within the provisions 
of its Articles of Agreement and had to be assured that adequate safe
guards were maintained. This meant, as the paper stressed, that "Fund 
assistance, at least beyond the gold tranche, should not be made available 
to any country that makes no effort to move towards the elimination of 
those aspects of its exchange and monetary policies, which are detrimental 
to· its own interests in the long run, and very often in the short run as 
well" (ibid., p. 8). Mr. Hanemann also fully concurred in the staff 
observation that with regard to the countries' access to financial means 
to compensate for export fluctuations "it is not particularly desirable 
and may be against the genuine interest of the country concerned if this 
finance is provided automatically and without an exploration of the 
causes cf the decline in exports and the measures that should be taken to 
improve exports in the future" (ibid., p. 9). In addition, he thought 
the staff had been right to point out that "the total a.mount of short
term credit made available to a country by one agency or under one 
arrangement cannot be totally divorced from the amount made available 
on similar terms by another agency or under another arrangement by the 
same agency" (ibid .). · 

To sum up, with respect to automatism, Mr. Hanemann said he 
felt that the staff paper was a rather convincing demonstration that 
an automatic mechanism for compensatory financing could not produce 
the positive effects which had been erroneously attributed to them and 
that the extent to which those schemes could be effective was at best 
a very limited one. It might well be that automatic compensatory financ
ing schemes might result in more disappointment than they would contrib
ute to a solution of the problem of the countries concerned. 

Mr. Hanemann felt that part J.V of the memorandum, dealing with the 
quantitative adequacy of Fund drawing facilities, together with Table 1 
on the adequacy of external liquidity to finance export fluctuations, 
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constituted the most illuminating part of the paper and that it called 
for very careful study. It was his view that the assumptions which had 
been used in Table 1 were not unreasonable and that it was in some way 
encouraging to see that the measurement of the deficiencies in export 
financing on the basis of these assumptions revealed that the apprehen
sions about a general or widespread inadequacy of available financing 
for export fluctuations were not fully in line with the facts. Minus 
signs appeared in only a small number of cases in Table 1, and only in 
the cases of Iran and the Syrian Arab Republic was there a deficiency 
noted in both measurements used. As a first reaction, Mr. Hanemann 
said, he would be inclined to draw the following preliminary conclusions: 
first, it would not be in line with reality to assume that in the major
ity of cases available external liquidity was inadequate to finance 
export fluctuations and, second, that there were cases where there was 
an inadequacy, but these were special and individual cases and, there
fore, it seemed neither necessary nor advisable to aim at some uniform 
action in this field. What really mattered, was to single out those 
cases in which the external liquidity was clearly inadequate to finance 
export fluctuations and in which special assistance, after careful review, 
seemed justified. 

As regards part V of the paper which discussed and appraised various 
suggestions for Fund action, Mr. Hanemann said he felt that it was quite 
proper for the staff to have included this material as a basis for the 
Board's discussion, but he questioned whether it should be incorporated 
in a Fund report to another international agency. In many respects, he 
agreed with the staff's observations on the four categories of measures 
that had been appraised. With respect to the first, namely, that draw
ings would be made available automatically on the basis of a statistical 
criterion of export shortfalls, he was prepared to associate himself 
with the conclusion that "any attempt to graft a system of export autom
atism onto the Fund's normal system of drawings would give rise to 
difficulty and, probably, confusion" (ibid., p. 14). Mr. Hanemann also 

-expressed agreement with the staff's conmie'nts on the second category 
under which drawings would be made available automatically after a Fund 
decision that the country's balance of payments difficulties were attrib
utable to a temporary cause beyond its control. He concurred especially 
in the conclusion that it would appear preferable not to turn the Fund's 
flexibility of policy into a rule or procedure, ''the application of which 
might, in many instances, raise difficult problems of policy and statis
tical judgment" (ibid., p. 15). In his view, the staff had also been 
right in its appraisal of the third category which would extend the 
existing automatic access to the Fund's resources over a larger area 
of the quota than that to which it now applied (ibid., pp. 15 and 16,. 
He agreed with the staff that it did not seem desirable to increase the 
proportion of quota .available on an automatic basis without regard to 
the cause of the payments deficit or the policies being pursued by the 
country. 
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As regards the fourth category under which members would be permitted 
larger access to Fund resources without extending the range of automatism, 
Mr. Hanemann said the staff had reached the same conclusion as he had when 
it said "Table l would seem to indicate that the quotas of many countries, 
taken in conjunction with a reasonable use of their own reserves, are at 
present adequate" (ibid., p. 16). It was this conclusion that made him 
feel that --rhat was appropriate was a selective approach to ascertain the 
special cases where available external liquidity was inadequate to deal 
with the export fluctuations. 

Mr. Hanemann said he also wished to comment on the staff recommendations 
as set forth in part VII of the report (ibid., pp. 19 and 20). In the 
first place, he had noted the omission ofashort review of the useful 
observations on automatism which had appeared in the body of the report. 
What the Fund had to say about the limitations and disadvantages of an 
automatic system might be very important to the technical working group 
of the CICT. He therefore would prefer to have a paragraph added to the 
recommendations in which the observation and comments made on automatism 
would be summed up. With respect to paragraph (1) of the recommendations, 
Mr. Hanemann questioned whether the sentence reading "one of the import-
ant functions of the Fund is to provide to its members compensatory fin
ancing for export fluctuations" was in full harmony with the ·functions 
of the Fund as set out in Article I of the Articles of Agreement. He 
believed the statement might detract from the real purposes of the Fund, 
but this was not to say that the question of compensatory financing was 
not of great interest to the Fund. It might be preferable, in his view, 
to use the following language which had appeared in the Fund's study 
submitted to the CICT in 1960: "The provision of foreign exchange to 
Fund members to assist in the compensation of short-term fluctuations in 
the balance of payments constitutes a legitimate use of Fund resources." 

Continuing, Mr. Hanemann said he concurred in the observations con
tained in the second sentence of the recommendation which read: "The 
quotas of many countries, taken in conjunction with a reasonable use of 
their own reserves, are at present adequate from this point of view, and 
there is room for members to make an increased use of the Fund for financ
ing balance of payments deficits arising from export shortfalls." He would 
be willing, however, to go a step further and say that the Fund was prepared 
to continue to practice its drawing policies in a generous attitude, par
ticularly with respect to the raw material producing countries concerned. 
The framework of the Fund's drawing policies was a wide one, and he won
dered whether countries which felt they were exposed to special difficul
ties due to large export fluctuations should not be assured that the Fund 
was willing to let them use its resources when necessary and appropriate 
in a rather liberal way. This would not mean that the Fund should give up 
or substantially weaken its policies on the use of its resources which had 
so well stood the test of time. But he felt it could be made clearer in 
the report that the Fund was prepared to be as flexible as possible in 
the handling of the policies whenever this could be done without endangering 
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the revolving character of the Fund's resources or its purposes as set 
out in Article I and when the individual situation justified it. In this 
connection, he had in mind the statement made by the Chairman of the Board 
of Governors at the 1962 Annual Meeting that "there is nothing in the 
Articles of Agreement or the policies of the Fund, as outlined in the 
Annual Report, that precludes the Executive Directors, when they deem it 
fit, from waiving any terms or conditions laid down in the Articles governing 
the use of the Fund's resources." Over the years, the Fund had in fact 
become increasingly liberal and generous, Mr. Hanemann said, and he would 
have no difficulty with a clearer statement on this point in a Fund report 
to the CICT working group. 

Finally with respect to paragraph (1) of the recommendations, Mr. Hane
mann wished to add some comments on the sentence reading "In addition, the 
adjustment of quotas could be considered in those cases where it was justi
fied by the application of appropriate tests." He was personally prepared 
to accept this language because it was in line with his own view that all 
studies in this field pointed to a selective approach to the problem based 
on the merits of the individual cases. In making such a selective approach, 
it would, of course, be helpful if one could follow some general guiding 
line. But he had serious doubts that any of the formulae employed in the 
staff studies (SM/62/94, 11/8/62) could be used as such a guiding line 
and would produce satisfactory results. In studying the staff paper men
tioned, he had the strong impression that the use of the formulae pre
sented there would possibly produce as many problems as it would solve. 
Thus, he had not only grave doubts about a collective approach to the 
problem of quotas in connection with the question of compensatory financ
ing, but also about any quota formula based on one economic factor. 
Despite the many deficiencies. of the Bretton Woods formula, it was clear 
that it had one advantage in that it attempted to combine in one formula 
various elements of . a country's economy. The attempt to base quotas on 
different economic factors should not be abandoned. A detailed considera
tion of this problem was, of course, a matter for discussion at another 
time. Insofar as the present discussion was concerned, he felt that the 
Fund report to the CICT Working Group should go as far, but no further 
than to indicate that the Fund was prepared to go into the question of 
quota adjustments for primary producing countries on a selective basis 
in cases where it seemed justified by the application of appropriate tests. 

In view of the foregoing, Mr. Hanemann said he had serious misgivings 
about the insertion in the Fund's report of the following second recom
mendation of the staff: "The Fund is now examining the quotas of the 
primary producing countries, many of which are in the group of countries 
with small quotas, in order to determine whether adjustments would be 
desirable to make these quotas more uniformly adequat~ to meet each coun
try's needs in connection with export fluctuations as well as other bal
ance of payments fluctuations" (ibid., p. 20). This language seemed to 
convey the impression that a collective approach was aimed at. 
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With respect to paragraph (3) of the reconnnendations, Mr. Hanemann 
questioned ·the desirability of mentioning the Fund's general borrowing 
arrangements, which could be interpreted as an indication that a scheme 
along this line might be under consideration with respect to the financ
ing of export fluctuations. 

As regards the final staff recommendation, Mr. Hanemann said he had 
difficulty with the sentence reading "If it were desired to provide such 
automatic compensatory financing, either on a loan basis or on an initial 
or contingent grant basis, it might be advisable to establish a separate 
international agency for this purpose with its own resources. 11 Tnis could 
perhaps be interpreted as an indication that the Fund favored the estab
lishment of such an institution. As against that he felt that the con
clusions on the deficiencies and limitations of an automatic mechanism 
spelled out in the body of the report pointed clearly in the opposite 
direction. He ' also thought it would be inappropriate for the Fund to 
say, as proposed in the last sentence of paragraph ( 4 ), that "the Fund 
should be willing to accept the affiliation of such an agency." He ques
tioned whether the affiliation of the Fund with such an agency might not 
lead to as much confusion and difficulty as had been mentioned on page 14 
of the report with respec~ to the grafting of a system of export automatism 
onto the Fund's normal system of drawings. Therefore, he would be very 
hesitant about .agreeing to a sentence in which the Fund stated its willing
ness to accept affiliation of an automatic compensatory financing agency. 

Mr. Waftzenegger observed that the instability of exports of primary 
commodities was one of the most important and complex problems with which · 
international institutions were confronted at the present time. He re
called that in May 1962, the United Nations Commission on International 
Co:rmnodity Trade had invited the Fund to present a report "as to whether 
and in what way the Fund might play an increased part in the compensatory 
financing of export fluctuations of primary exporting countries." The 
terms of reference assigned to the Fund were broader than in March 1959 
when the Commission had invited the Fund "to inform the Commission about 
its policies and procedures." Previous reports were mainly of a descrip
tive nature. He welcomed the f°act that the new draft report before the 
Board went further and presented a study of different means by which the 
Fund might better serve the needs of primary producing countries in rela
tion to export fluctuations. The staff report was well presented and the 
reasoning did not raise any major objection. He differed, however, on 
some conclusions as he would explain later. 

The question of quota increases, Mr. Wa!tzenegger continued, seemed 
to have received special emphasis in the staff report. His remarks would 
touch on this matter and deal with the report on compensatory financing, 
as well as the statistical analysis of the relative adequacy of quotas 
prepared by the staff (SM/62/95, 11/8/62, and Cor. 1, 11/13/62). In the 
draft report on compensatory financing (SM/62/94, p. 18, 11/8/62), the 
Board had been invited to take into account the data prepared by the 
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staff on the adequacy of quotas • It was his view that a case had not 
been made in favor of quota adjustments, although he would agree that it 
was certainly justifiable to study this solution as a possible means of 
Fund action. 

Mr. Waftzenegger said he had found Table 1, attached to the draft 
report on compensatory financing, very interesting. The staff had assumed 
that drawings on the Fund and use of national reserves would be made to 
cover two thirds of shortfalls of actual exports with respect to an export 
norm. The maximum cumulative requirements of 47 countries during a given 
period were ·indicated and they were compared with (1) one third of a coun
try's reserves as of mid-1962 plus one third of its unused drawings on the 
Fund at the same date and with (2) two tranches of a member's quota, plus 
an equal amount drawn from its own reserves. It could be stressed that 
the criteria were conservative. The table showed that for each of the 
two measurements only 9 countries out of 47 would have presented deficien
cies in available financing. The staff mentioned that, since these two 
groups partially overlapped, 16 member countries would have been limited 
by one or the other criterion. It would be normal as well to note that 
only two countries, Syria and Iran, would have been limited by the two 
criteria. For Iran, he wondered whether the results were not based on 
trade during 1952 and 1953, which was abnormally low due to the stoppage 
of oil exports. 

Continuing with his analysis of Table 1, Mr. Waftzenegger noted that 
the staff had indicated that "the two measurements approach the problem 
of the adequacy of the Fund from a somewhat different angle." According 
to the report (ibid., p. 13), the second measurement, namely, one half 
of a country's quota plus an equal amount drawn from its own reserves, 
"is the more relevant one if the intention is to reconsider the quotas 
of individual countries from the point of view of their adequacy to meet 
export fluctuations. It As he had stated earlier, this second _measurement 
would have been a limiting factor in only nine cases: Iran, Iraq, Malaya, 
Panama, Sudan, Syria, Tunisia, Uruguay, and Viet-Nam. It was interesting 
to note that, again excepting Syria and Iran, the seven other countries 
were not using, and most of them had never used, the resources of the 
Fund. A stand-by arrangement had been granted to Uruguay in October 1962. 

Mr. Waftzenegger said his doubts about quota adjustments were equally 
founded on reasons of a more general character. As pointed out in the 
Fund report on policies and procedures in relation to the compensatory 
financing of connnodity fluctuations, members' quotas, as of the end of 
1959, were considered "adequate to provide its primary producing members 
with a supplement to liquidity which, in the majority of . cases, should 
be sufficient, in conjunction with their own resources, to enable them 
to deal with payments problems as are created by short-term fluctuations 
in exports." This view had been supported unanimously by the Executive 
Directors during the third quinquennial review of quotas in December 1960~ 
He could not imagine that the situation had changed so radically since 
that time to now reach a different conclusion. Hence, he did not find 
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any justification for an increase in quotas, even limited to one or more 
categories of member countries. Incidentally, in SM/62/95, the reparti
tion of countries in four categories according to the size of their 
quotas was made, and could only be made, in an arbitrary manner. On the 
other hand, he doubted that selective quota increases could be decided on 
the basis of the tables before the Board, and he wondered how it would be 
possible to reject requests by other countries in the same category which 
would often be neighboring countries. 

Mr. Waftzenegger added that the French authorities did not consider 
it possible to adjust quotas according to balance of payments requirements 
exclusively. It was certainly unnecessary to recall the multipurpose 
functions of quotas. At Bretton Woods, quotas were considered as a key 
element of the Fund. It was understood that "the complex and to some 
extent conflicting functions of quotas made it inevitable that any formula 
that might have been used should be complex," as stated in Mr. Altman's 
article which appeared in the Staff Papers of August 1956 (p. 140). No 
single factor could be used to allocate quotas in a satisfactory manner. 
It was also clear that any new or adjusted quota must fit into the existing 
structure. Moreover, the size of a quota was one of the elements which 
determined the relative voice of a country in the management of the Fund. 
Piecemeal adjustments in response to the particular financial needs of 
members could only worsen an allocation of voting powers which was not 
now altogether satisfactory. For all those reasons, Mr. Wa!tzenegger 
considered that increasing quotas, even on a selective basis, was not 
the proper way if the Fund intended to adopt a constructive approach vis
a-vis the problem of compensatory financing for primary producing coun
tries. Either quota increases would be extended to a large number of 
countries, thus modifying the precarious structure which so far had been 
attained 7 or quota increases would be limited to few countries,leaving 
unsolved tl!e prohJem 0.f compensatory f'inancing for some 70 other primary 
producing members. 

The Board, of course, Mr. Waitzenegger went on to say, could not pre
clude individual members from making special requests for quota increases 
under the Articles of Agreement. As a matter of fact, the Fund was 
presently confronted with two such requests. He recalled that at the 
meeting of the Committee of the Whole in December 1960 the Chairman had 
made the following statement: "In the examination of any such requests 
the Board would no doubt find it useful to have at its disposal up-to
date statistics. I would therefore suggest that the staff should pro
duce a new survey, based on more up-to-date statistics, which would be 
available to the Board to help it examine such requests as may be received 
in the light of the special circumstances of each case, and also in rela
tion to the general structure of quotas." This suggestion was included 
in the report of the Committee of the Whole to the Executive Board. As 
was then indicated by Mr. Southard, some discussion of the new survey 
would be useful in order to have a better basis on which to form a judg
ment of any requests for special increases in quotas that might be re
ceived. Mr. Waftzenegger thought the data submitted in SM/62/95 were 
certainly an attempt--he hoped only a preliminary one--to provide some 
statistics in this respect. 
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The French authorities, Mr~ Waitzenegger -continued, wished to have 
a re-examination of the policy on use of the Fund's resources with a 
view to adopting more flexible rules. Drawings in the gold tranche were 
practically automatic in the sense that members "can count on receiving 
the overwhelming benefit of the doubt" with respect to them. The French 
authorities would be prepared to support, in favor of the primary produc
ing countries, extension to the "first credit" tranche of the present 
policy for drawings in the gold tranche and consequently to ease access 
to higher tranches of quotas as had been suggested in the staff report 
(ibid., p. 15) and, in fact, already applied in some cases. Furthermore, 
the Fund could, at its discretion, waive the provision according to which 
a member's drawing ~ould not increase the Fund's holdings of its currency 
to more than 200 per cent of its quota. 

Mr. Waftzenegger noted that at the beginning of his statement he had 
mentioned that he had misgivings about the staff recommendations for the 
conclusions of the Ftu;1d report (ibid., pp. 19 and 20). The position taken 
in paragraph (1) seemed too negative with respect to possible Fund action. 
He would suggest deletion of the last sentence and substitution of a sen
tence reading: "Furthermore, Fund policies could be made more flexible, 
as it has been the case in the past, in favor of primary producing coun
tries." 

With respect to paragraph (4) and the reference in the last two sen
tences to the establishment of a separate international agency, ¥.ir. Wait
zenegger stressed that this was a matter which was beyond the competence 
of the Fund. Furthermore, these sentences were in contradiction with 
paragraph (3), according to which, in the opinion of the Fund, it would 
be preferable to provide additional resources through the Fund, so that 
whatever were the Fund's policies from time to time on the use of its 
resources would apply to the Fund's total resources as thus enlarged. 
Therefore, he would propose deletion of these sentences. 

Finally, with respect to the proposed conclusioRs, Mr. Waftzenegger 
said that in view of his comments on the matter of quota increases, he 
could not endorse paragraph (2) of the staff reconnnendations. 

In concluding, Mr. Wa!tzenegger said he wished to stress that he 
sincerely hoped the Fund would adopt a realistic and constructive atti
tude on behalf of primary producing countries. If the Fund were to 
review its policy and make clear to members what this policy was, he 
thought that uncertainties would not remain with regard to their ability 
to draw on the Fund,and discussion of alternative means would no longer 
be justified. He was well aware that the Board would need a reasonable 
period of time to clarify all the issues involved. But it could be 
expected that an understanding on general lines of action could soon be 
reached. The Technical Working .Group of CICT was meeting in Geneva and 
would probably be in session until early December. It would certainly 
be useful to transmit to this Group a Fund report including more encouraging 
conclusions than those contained in the draft report now under discussion. 
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Mr. Garland said that at this stage he did not propose to do more 
than offer some tentative observations on the papers which the staff had 
prepared. As these papers had been circulated only a week ago, it had not 
been possible to secure any indication of the views of the authorities in 
his constituent countries. Accordingly/ his observations at this session 
should be regarded as no more than his own personal and preliminary reac
tions. 

Looking in a general way at the problem of compensatory finance, 
Mr. Garland said he wished to emphasize that the unsatisfactory level of 
export receipts was the crux of the problem which .had faced primary pro
ducing countries in recent years. Everyone was familiar with the substan
tial deterioration in the terms of trade of most primary producing coun
tries over the last decade and it was therefore unnecessary for him to go 
into detail on that matter. He thought it was appropriate, however, to 
remind the Board that the fundamental problem of unsatisfactory export 
receipts of primary producing countries could only be remedied by action 
on such matters as world market prices, access to markets of the indus
trialized countries, and production policies in those countries. In 
other words, any arrangements that might be evolved in relation to com
pensatory finance could at best only alleviate the short-term problems, 
and it would be unfortunate if they should be regarded as a substitute 
for positive action to improve the longer-term trend in the terms of 
trade of primary producing countries. Nevertheless, although compensatory 
finance arrangements might be regarded as only a partial and second best 
solution, primary producing countries were naturally anxious to explore 
all possible measures which, especially in the absence of any real prog
ress on more fundamental measures, might do something to alleviate the 
short-term payments problems which arose. 

At the same time, Mr. Garland said, it had to be borne in mind that 
fluctuations in the export proceeds of primary producing countries were 
also a matter of considerable interest and concern to the more indus
trialized countries. Although the first impact of fluctuations in export 
proceeds had to be carried by the reserves of primary producing countries, 
it was obvious that imports also carried some part of the impact, usually 
after some time lag. These changes in external purchasing power could be 
very important to the industrialized countries, particularly as they 
affected imports of capital equipment--one of the most unstable groups 
of industry in industrialized countries. In short, there was a common 
interest among all members of the international community in reducing the 
impact of fluctuations in export incomes of primary producing countries. 

One of the principal purposes of the Fund, Mr. Garland continued, 
was to make resources available to members to 11help them correct mal
adjustments in their balance of payments. 11 Compensatory finance was 
therefore a problem of primary interest to the Fund. Looking at the 
matter from the Fund standpoint, it was rather disturbing to find pres
sures emerging in r ecent years for the establishment of separate schemes 
to deal with the compensatory finance problem. The two schemes now being 
actively considered blurred a little the international image of the Fund. 



- 13 -
Executive Board 

Journal - Informal Session No. 62/1 
11/16/62 

At this stage, it would be premature to make any predictions as to 
whether governments might find either of these schemes acceptable. 
Even if neither of these particular schemes found acceptance in the 
near future, however, the Fund faced the danger that pressures in 
favor of such schemes would continue. 

The implications for the Fund of the establishment of any separate 
scheme, Mr. Garland said, could be very important, and he would have 
liked to have seen more attention directed to this aspect in the staff 
paper. If a separate scheme were established, larger resources would 
probably be available, and the magnitude of the calls on the Fund for 
short-term finance would no doubt be reduced. It should not be over
looked, however, that the contributions by many countries to any separate 
scheme could easily involve indirect calls on Fund finance and that, 
especially in relation to the OAS scheme, the Fund could find itself in 
due course helping countries to meet some of their repayment obligations 
under that scheme. Generally too, there might be some rather invidious 
incompatibilities between an automatic and a discretionary scheme. 

Mr. Garland said these considerations led him to think that the time 
had now come for the Fund to adopt a positive forward-looking attitude 
on this matter, and he hoped that the CICT would receive shortly, not 
only a report by the Working Group exploring the possibilities of DIF 
and OAS schemes, but also a Fund report which set out, as an alternative 
to such separate schemes, a concrete plan of action by the Fund. 

Turning to the staff paper itself, Mr. Garland said he would regard 
the present draft as a very competent and careful piece of work. When 
the time came to consider the terms of a draft report to the CICT, he 
would hope that such a draft would adopt a positive attitude toward the 
possibility of the Fund playing a more active role in relation to com
pensatory finance. However, he would add that he was impressed by the 
arguments against the Fund relying on any formula in dealing with this 
problem, and he felt sympathy for the conclusion reached on page 7 that 
the exercise of judgment, based on an analysis of the causal factors at 
work, was to be preferred to any mathematical formula, however skill
fully contrived. 

Mr. Garland also endorsed recommendation (2) that the Fund should 
now examine the quotas of the primary producing countries in order to 
determine whether any adjustments would be desirable. Even a cursory 
study of the statistical material which had already been assembled 
seemed to suggest divergencies which represented a prima facie case for 
examination. At the same time he r'ound himself in considerable sympathy 
with the suggestions put forwar~ on page 15 of the document under cate
gories (2) and (3), and he would not wish to exclude at this stage the 
possibility of the Fund developing along either of these two lines. His 
present feeling therefore w.as that the Fund report to CICT might include 
as a further conclusion a statement to the effect that the Fund was also 
examining the possibility of measures of the kind referred to in cate
gories (2) and (3). 
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Mr. Garland believed that additional emphasis should be given to t he 
flexibility of the Fund responses, and in this respect he was in sympathy 
with the remarks of Mr. Wa~tzenegger. The image .which the Fund should 
present to members and international agencies should be one of willing
ness to respond to emerging difficulties and changing circumstances . . He 
also liked Mr. Hanemann's suggestion that assurances should be given of 
liberal and generous use of Fund resources to primary producing countries 
faced with problems of export fluctuations. 

In concluding, Mr. Garland said that generally the paper seemed to 
provide a satisfactory starting point for a report by the Fund on this 
matter. The Fund's report should be reasonably ample, and if it was 
changed from what was before the Board, it could be enlarged rather than 
reduced. The tone of the staff paper was somewhat firmer than the previous 
rather tentative approaches to this question, and he hoped that the Board 
would now support a more positive attitude and perhaps encourage the 
staff to be even firmer on the main points of its presentation. 

Mr. van Campenhout said that his intervention in this discussion was, 
of course, based on a preliminary personal study of the papers submitted 
by the staff and without the benefit of the reactions of any Government. 
His remarks were tentative and certainly incomplete. He thought the staff 
was to be congratulated for the important research work it had done on the 
problem of "compensatory finance." He had read the present staff paper 
against the background of the two previous staff studies on the effects 
of an impressive number of plans for automatic compensatory financing. 
It was interesting to note that none of these plans seemed to be signifi
cantly effective, particularly when supported by extensive financial means. 

Mr. van Ca.mpenhout said he generally agreed with the main conclusion 
of the present staff paper as summarized in the first recommendation, as 
well as with the trend of its argumentation. Emphasis was properly put 
on the fact that the Fund's policies on the use of its resources were as 
adequate for dealing with deficits in balance of payments due to a fall 
in export receipts as they were for other kinds of imbalance. There 
appeared to be no reason to establish special rules to deal with one 
particular type of deficit and no justification for increasing the degree 
of automatism in the access to the Fund's resources for dealing with the 
problem of export fluctuations. It was also noteworthy that as a whole 
the resources of the Fund were adequate and that most of the quotas of 
the countries exporting primary commodities were also appropriate. It 
seemed to him that paragraph (1) of the recommendation of the staff was 
sufficient, and he saw no need for the conclusion set forth in paragraph 
(2). Mr. Hanemann had adequately argued this point. 

Mr. van Campenhout continued that these remarks did not mean that 
in appropriate cases the Fund should not give particular attention to 
fluctuations of exports, whether from the viewpoint of the use of its 
resources or from the viewpoint of the adequacy of particular quotas. 
This should go almost without saying as the relative importance of 



- 15 -
Executive Board 

Journal - Informal Session No. 62/1 
11/16/62 

exports fluctuations depended in each · case on the nature of the economy 
of the country concerned. While he agreed with Mr. Hanemann that the 
Fund should have a ·"liberal and generous" attitude to the problems 
affecting particular countries depending mostly on exports of primary 
products, he would hesitate to use this phraseology in the redraft of 
the Board's observations for the simple reason that its meaning was 
vague and might create undue expectations. 

Mr. van Campenhout noted that the staff had enumerated four cate
gories of measures by which countries could, conceivably, be given a 
larger or more automatic access to Fund resources (ibid., p. 13). The 
second one read as follows: "drawings would be made available auto
matically after a decision by the Fund that the country was experienc
ing balance of payments difficulties attributable to a temporary cause 
beyond the control of the member." In such cases, the Fund having to 
take a decision as to the temporary character of the deficit and on the 
fact that such deficit was beyond the control of the member, the drawing 
would not be automatic. But, after reaching these two conclusions, one 
could not see how, under the charter and the Fund's policies, financing 
could be refused, provided that the amount of assistance required did 
not go beyond the 25 per cent limitation provided for in Article V, s·ec
tion 3. There would, therefore, be larger access to the Fund's resources 
if the suggestion examined by the staff meant that the Fund would be 
willing to waive the 25 per cent limitation of Article V, Section 3. He 
suggested that this might be an acceptable means to liberalize Fund poli
cies. Mr. van Campenhout said he also was not a priori opposed to con
sider waiving, on an ad hoc basis, the 200 per cent limit provided by 
Article V, Section 3 for the use of the Fund's resources. This might 
be, in some cases at least, a better and more realistic solution to 
occasional inadequacies of quotas than permanent increases resulting 
from statistical formulae, the shortcomings of which were well known. 

While he had no dispute with the substance of paragraph (3) of the 
recommendations and although he saw some merits in including it in the 
Fund's observations, Mr. van Campenhout said he had some doubt as to 
the wisdom of referring to an increase in Fund resources when the find
ings of the staff indicated that they were for the time being adequate. 

As to the recommendation set forth in paragraph (4) Mr. van Campenhout 
said that, like others, he wondered whether the time was ripe to suggest 
affiliation of the Fund with some hypothetical agency, the usefulness of 
which was open to question. In any case, before considering this possi
bility it would be desirable to have more information on the nature of 
the agency as well as the degree of affiliation suggested. 

Finally, Mr. van Campenhout suggested that consideration be given to 
adding two points to the recommendations of the staff: One would be the 
confirmation of the essence of the study made by the Fund for the Com
mission on International Commodity Trade in 1960, the findings of which 
were summarized on pages 2 and 3 of the present paper. The other one 
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was the inclusion in the Fund report of the summary of the two previous 
studies made by the staff and to which he had referred at the beginning 
of his intervention. 

Mr. Reina wished first to take this occasion to tell the Directors 
how gratifying it was for him to be part of the Fund's distinguished 
and able Board that bore such great responsibility in resolving the 
world monetary and payments problems. He looked forward to having a 
fruitful experience in working with the Directors over the course of 
the next two years. Mr. Reina also welcomed the opportunity to make 
a few remarks about the complex problem of compensatory financing of 
export fluctuations--a subject that had aroused a great deal of in~erest 
in the countries which he represented, and in the whole of Latin America, 
as well as other underdeveloped areas of the world. As a basis for .dis
cussion,the staff had submitted an excellent, and in many ways, illuminat
ing report for which he congratulated the staff. 

Mr. Reina aaid he was very much in favor of the basic idea of com
pensatory financing of export fluctuations for underdeveloped countries, 
and he gathered from the staff report that the Fund also was very much 
interest.ed in this problem. He thought it should be recognized that the 
Fund, in providing assistance for general balance of payments purposes · 
to these countries, had in a measure contributed to the financing of 
export fluctuations. He believed that the Fund could play an even more 
active role with regard to the solution of this problem~ The problem of 
compensatory financing boiled down to finding an adequate way to sup
port countries faced with sharp export fluctuations in a manner con
sistent with the basic objective of underdeveloped countries to have 
sustained economi c growth with financial stability. 

Mr. Reina sai d he shared the misgivings of the staff with regard to 
large automatic financing of export fluctuations. In the long run, large 
automatic financi ng could prove detrimental to the basic interests of 
these countries. However, he had some sympathy for the argument contained 
in the last part of the second paragraph on page 8 of the staff report, 
where it was mentioned that "it is possible that the availability of 
international credit on an automatic basis at times when exports are low 
and the necessity of repaying such credit at times when exports are high 
would have some effect in inducing countries to attempt to keep th~ir 
domestic expenditures and imports on an even keel on the basis of reason~ 
able expectations as to the medium-term trend of their exports and other 
receipts. 11 Nevertheless, the arguments against large ·automatic credits 
presented by the staff, and the fact that the advantages just mentioned 
11have to be weighed against the disadvantages of automatic credit geared 
to a single element in the balance of payments" carried, in his opinion, 
a great deal of weight. He would stress, as was done in the staff paper, 
the necessity of examining the causes of the export shortfall before 
granting specific credits for compensatory purposes because, as pointed 
out by the staff, the reason for the shortfall might lie in inappropriate 
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exchange rates, domestic inflation, or other shortcomings of national 
policy. This examination was essential for determining whether some of 
the reasons for the shortfall might or might not be open to corrective 
action. 

The problem of whether countries could meet the financial require
ments of export fluctuations through a reasonable use of their own 
resources, and a reasonable use of the Fund's resources, under present 
conditions, Mr. Reina said, raised, at least with regard to some coun
tries, certain questions for him. It was his impression that many coun
tries in Latin America were not in a positi6n to make available, as 
suggested in the staff paper, either one th:i.rd of their own reserves or 
the equivalent of 50 per cent of their quotas to meet this single ele
ment of balance of payments instability. The reason for this was that 
gross reserves of these countries (the concept used in Table 1 of the 
staff report) was not a true measure of short-term liquidity available 
to them. For one thing, in many cases, there were heavy short-term 
liability charges against these reserves, and some reserves were, in 
fact, pledged against the liabilities. For another thing, part of these 
reserves were generally maintained in gold, and, for some reason or other, 
countries were very reluctant to part with their gold holdings. In fact, 
he would venture to say that in many cases the available part of these 
gross reserves merely represented minimum working balances. He wished 
to emphasize that this applied only to certain countries in Latin America, 
while countries in other areas might be in an entirely different position. 
However, if there was at present insufficient general liquidity in under
developed countries, it could be argued that some liberalization of Fund 
policy, not only for compensatory financing but also for general balance 
of payments purposes, was called for with respect to these countries. 

Turning to the steps he felt the Fund could take to more actively 
assist those countries facing sharp fluctuations in exports, Mr. Reina 
said there was some doubt as to whether the creation of a new institu
tion, tying up a large amount of resources, was the most judicious way 
to use economic resources in tackling the problem, even without con
sidering the matter of automaticity of credits. What_ever resources the 
developed countries would contribute might, as pointed out in the staff 
paper, be on a stand-by basis, and would, therefore, not effectively 
accrue to the less-developed countries. Employment of resources in this 
matter might hurt the chances of less-developed countries for obtaining 
commensurate assistance from the developed countries for investment 
purposes. It might be, therefore, that liberalization of certain aspects 
of Fund policy, together with selective increases in the quotas of under
developed countries, using appropriate criteria, might be one appropriate 
way to contribute to the solution of this problem. The liberalization 
Qf Fund policies to which he referred was described under point (2) on 
the alternative suggestions of Fund action (ibid., p. 15). That was, 
the setting aside for this purpose, up to a specified amount of quota 
that would be excluded from total drawings in the application of tranche 
policies. Or, as the staff put it, that the "increasing degree of justi
fication at present required for new drawings as the amount of total 
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drawings outstanding increases would under this scheme apply only to 
other drawings ( 11ordinary drawings") and would depend on the outstand
ing amount of ordinary drawings only. 11 There would have to be a prior 
decision of the Fund in order to qualify for drawing for part or whole 
of this special tranche. As a complement to this new flexibility of 
policy, the Fund might wish to consider relaxation of the use of its 
waivers beyond 200 per cent. As noted by the staff, this flexibility 
of policy should not be turned into a rule or procedure. Taking this 
line of action would have, in his opinion, many definite advantages, 
and the Fund would thus make an even more positive contribution toward 
the solution of this very important problem. He was certain that the 
other Directors would want to discuss this proposal further, before 
making it part of the conclusions in a Fund report to the United Nations 
Commission on International Commodity -Trade. 

Mr. Plumptre started his remarks -with a reference to Mr. Garland's 
point that the role to be played by compensatory finance was only part 
of a broader picture. The raw material producing countries were faced 
by continuing di fficulties which had been accentuated. in recent years 
by the downward drift in world prices for their products, or, in other 
words, the terms of trade had been running against them. Actions taken 
by the Fund must be seen as part of a broader international concern and 
willingness to deal with these continuing and somewhat accentuated prob
lems. His only criticism of the staff paper, ·apart froni the conclusions 
which he would mention later, was the lack of a paragraph or two which 
put the problem in its broader setting. He would have liked to have 
seen, for example, some discussion of the importance of maintaining high 
incomes and employment in the industrialized countries, of the need for 
appropriate commercial policies, of special commodity arrangements that 
might be worked out from time to time, as well as an appropriate reference 
to aid policies, both bilateral and multilateral. The draft report could 
be considerably strengthened in this way. 

Apart from this, Mr. Plumptre said, he had found the staff paper 
excellent. He would not comment on it in great detail, but he wished 
to make it clear that his silence on certain points was to be inter
preted as assent to them. He wished particularly to call attention to 
a few of the points included in the paper. The first and most important 
was the staff's discussion of automaticity which he had found both ele
gant and convincing. One could only conclude from it that insofar as 
external resources available to assist the raw material countries were 
limited they would not be best used by a resort to automaticity. On 
the contrary, one could see a continuing need for intelligence and 
judgment relating not to a single criteria but to the totality of the 
situation in which particular countries found themselves. Therefore, 
he found himself in full agreement with this part of the report. 

Another point of great importance in the staff report, Mr. Plumptre 
said, was its emphasis that the positions of individual raw material 
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producing countries differed among themselves. The resources available 
to some seemed to be reasonably adequate, while the resources available 
to others seemed to be inadequate. In this connection, he wished to say 
tha~, while he had found Table 1 interesting, he had the feeling that it 
underestimated the full extent of the problem now under discussion. He 
had . the suspicion that there were in fact more countries which needed 
some particular attention on the compensatory financing side than were 
indicated by the few minus signs in the table. 

Continuing, Mr. Plumptre said, this led him to the next point which 
he believed to be at the heart of the paper, namely, that there was a 
need for some generalized, selective approach to the problem. All the 
raw material producing countries were not in the same degree of need 
for additional compensatory financing, but there was an appreciable 
group which should be given special consideration in the Fund. If that was 
true, it would not seem to call for any change in the general rules of 
the Fund but for an adjustment of particular quotas. The question then 
arose whether this should be undertaken on an individual basis or, as 
he had already suggested, on a somewhat generalized basis. This led 
to the question mentioned by Mr. Hanemann of the criteria to be used 
and whether the adjustments should not be on a special, individual basis. 
Mr. Plumptre said it was his personal view that a somewhat generalized 
selective approach was called for and that some new or supplementary 
criteria should be used in the examination of individual quotas. He 
was not entirely satisfied with the criteria and formulae put forward 
in the staff's new study of quotas (SM/62/95, 11/8/62) and, like 
Mr. Hanemann, he kept leaning toward the Bretton Woods criteria. He 
hoped the staff would further exercise its ingenuity and consider whether 
some reweighting of the factors in the Bretton Woods formula closer to 
the present world situation might not be useful. It was true, of course, 
that the weighting of the particular indices in the Bretton Woods formula 
had been arbitrary and designed to meet the situation of individual coun
tries at the time. Some reweighting of these factors might now yield a 
useful rule of thumb in relation to the problem with which the Fund was 
now confronted. 

Finally, with respect to the conclusions of the report, which had 
been recommended by the staff, Mr. Plumptre said he was prepared to 
accept paragraphs (1), (2), and (3) substantially as they now stood. 
He saw no need for the deletions other Directors had suggested. Para
graph (2) seemed especially important because it told members and other 
interested bodies that the Fund was taking active steps along the lines 
it considered most appropriate to meet the particular situation. In 
fact, without a paragraph along these lines, other organizations which 
might see the paper would probably feel that the Fund was adopting a 
completely standpat attitude. Paragraph (2) was an important indication 
that the Fund was doing something. 

Mr. Plu.mptre said his only quarrel with the recommendations related 
to paragraph (4) on which he shared the view of the previous speakers. 
If the report was right in what it said about automaticity, it would 
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seem a grave mist ake to include a paragraph enshrining the principle 
of automaticity. It might well be that an institution along the lines 
mentioned might come into being, and if it did, the Fund would have to 
examine its form to see whether it would be appropriate to associate 
with such an institution. But at this stage he was opposed to any indi
cation that seemed to give credence and support to the concept of autam
aticity. He suggested that in place of the present text, the final 
conclusion might reproduce the Fund's views on compensatory financing 
as a part of the broader picture in which the Fund was playing its part 
along with other institutions and national governments. 

In commencing his remarks, Mr. Mansour wished first to point out that 
all of the 15 countries which Mr. Saad represented depended on raw materials 
for their earnings of foreign exchange. Some of these countries had not 
yet come to the Fund for financial assistance, but others had and,in some 
cases, for substantial assistance. The problem of these countries was 
two-fold. There was the long-term problem of the deterioration in their 
terms of trade and the deterioration of their reserves partly as a result 
of this and partly as a result of stepped-up development plans. The prob
lem also had its short-term aspects arising from unexpected fluctuations _ 
in world prices for raw materials. It was understandable that when the 
Fund had discussed its general borrowing scheme which would be of benefit 
to certain industrialized countries, the raw material producing countries 
should seek elucidation of how the Fund would try to meet their problems. 
They hoped for a more liberal attitude on the part of the Fund and prompter 
handling of their re~uests to the Fund. 

Mr. Mansour said he had not yet received Mr. Saad's reactions to the 
staff paper under discussion, but he personally had found it very stimu
lating and he could go along with its main theme and approach and its 
analysis of the various compensatory schemes that had been suggested. 
But the paper had not, in his view, said enough about what the Fund was 
prepared to do for the countries which suf'fered sharp fluctuations in 
their export earnings. Basically, the main theme of the staff report 
was in line with the statement made by Mr. Saad in his opening statement 
as Chairman of the last Annual Meeting, to which Mr. Hanemann had already 
referred. This was that the Fund was the international agency competent 
to deal with the matter and the alternative schemes based on automatism, 
though seemingly attractive and dazzling, would not be as practical and 
useful to the countries themselves. Mr. Saad's statement had said: 

Among t he difficulties faced by the developing countries as they 
press forward with development plans are inadequate and fluctuating 
export receipts. Indeed, with prices of primary commodities per
sistently weak, the inflow of development capital little more than 
offsets the weak trend of export earnings. The large number of 
developing countries which have sought help from the IMF is proof 
of the balance of payments difficulties that these countries are 
encountering. Many experts are today devoting considerable· thought 
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and ingenuity to solving the attendant problems arising from price 
fluctuations of primary products and the tendency of some of these 
to decline markedly. These efforts are taking two complementary 
forms. One is to stabilize prices of major commodities,of which 
coffee is the most recent example. The other is financing of export 
fluctuations in the primary exporting countries. The IMF is an 
important source of compensatory financing. We have only to look at 
the magnitude of the drawings of primary producing countries in the 
last year or so, and the reasons for such drawings, to realize the 
importance of the Fund's compensatory role. 

Various proposals for additional compensatory facilities have 
been made by expert groups under the aegis of both the United Nations 
and the Organization of American States. All of these proposals are 
under active study by those institutions and by the IMF. But one 
thing seems clear. There is nothing in the Articles of Agreement or 
the policies of the Fund, as outlined in the Annual Report, that pre
cludes the Executive Directors, when they deem it fit, from waiving 
any terms or conditions laid down in the Articles governing the use 
of the Fund's resources. In this way, the Fund can offer its finan
cial help in case of balance of payments difficulty arising from 
shortfalls in export receipts. As a matter of fact, this has been 
the practice in numerous cases. Even in instances where the need 
for a stabilization program was clear, the Fund, in emergency situa
tions, has wisely extended its financial assistance first, and sucess
fully negotiated the stabilization program later. 

I am sure that with regard to the developing countries the 
Fund, without changing its Articles, can and will continue to adapt 
its policies to suit the particular case of each country. At the 
same time, it must be stressed that no scheme for use of the Fund's 
resources can be a substitute for the adoption of fiscal, monetary, 
and exchange policies which strengthen the balance of payments, per
mit a rebuilding of reserves, and encourage a larger inflow of 
capital. 

Mr. Mansour thought it was encouraging to note that on the matter of 
international commodity agreements not only the primary producing coun
tries but also many of the industrialized consumer nations were now 
receptive to widening the area covered by commodity agreements, but the 
world was still waiting to see concrete and real progress which could 
only be brought about if both producers and consumers kept supply in 
balance with demand. It was only in t his area that lasting results 
could be achieved; compensatory financing was at best only a relief 
measure. For the proper balance to be reached, certain prerequisites 
were called for, foremost among which was the removal of all trade 
restrictions and discrimination, high duties, and excise taxes which 
limited consumption. Orderly intergovernmental cooperation among the 
producing countries was also badly needed in order to organize produc
tion and free it from artificial supports. In this respect, Mr. Saad had 
said: 
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Closely linked with the question of shortfalls in export earn
ings of primary producing countries is that of commercial or trade 
policy. The less developed countries have had an increasingly 
mu.al] er ~11are of world trade. The trade gap between the industrial 
countries and the nonindustrial countries is constantly widening. 
The commercial policy of the industrial countries is of critical 
importance in this respect as they are bound for many years to be the 
principal markets of the developing countries. Major impediments to 
the exports of the developing countries still remain in many of the 
industrial countries, particularly in the field of agricultural and 
industrial raw materials. It is futile to encourage development and 
growth without making provision for expanding international markets 
for the products of this development and growth. Increased export 
capacity without access to foreign markets can only lead to frustra
tion and bitterness. We are all aware that a number of developing 
countries are concerned with the implications for them of the forma
tion of the Common Market in Europe. More rapid growth in the indus
trial countries is to the advantage of all. However, care must be 
taken that access to these growing markets is available to all of 
our member countries. Ways and means must be diligently sought to 
reconcile the objectives of the Common Market with the needs of 
other countries. It is encouraging that in the industrial countries 
there are wide sectors of the population and many responsible govern
ment officials who recognize the problems of the developing countries. 
There is room for greater international cooperation in these matters, 
and in this cooperation I am confident that our institutions can play 
a most useful part. 

Mr. Mansour noted that Mr. Saad had also referred to the high indebted
ness of the developing countries and the danger of a further piling up of 
their short-term debts. The terms suggested in the alternative schemes 
for automatic financing and equally automatic repayment created a still 
shorter-term borrowing than that under the Fund's policy, and this had 
its dangers for the developing countries in spite of its attractiveness 
to meet short-term needs. Mr. Mansour pointed out that at their last 
Annual Meeting many Governors had expressed a desire to see the Fund play 
a more active role in the field of compensatory financing. They seemed 
to have had in mind that the Fund would earmark one or two drawing 
tranches for such financing and label them as such. Psychologically, 
labels were popular and reassuring, and so long as the Fund had in the 
past granted assistance for this purpose and would continue to do so, 
there would be no harm in responding to this desire of so many Governors. 
Such a tranche or tranches could be integrated into the Fund's general 
policies on the use of its resources. He would suggest that this tranche 
be put after the first credit tranche and be treated under the same terms 
and conditions as now existed for drawings in the first credit tranche. 
He hoped the matter would receive serious study. 

Continuing, Mr. Mansour said that in his view, if the Fund were satis
fied as to the temporary nature of the shortfall in a member's export 
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earnings and the member's potential ability to repurchase, Fund assist
ance should be forthcoming. In this connection, he had been interested 
in Mr. Dale's statement of the three points on which U.S. policy was now 
well established. Mr. Mansour said he fully agreed with the view that 
any compensatory scheme should be tied to the Fund and adapted to its 
policies and also endorsed the suggestion that any expansion in the use 
of the Fund's resources could be specifically addressed to the problem 
of fluctuating commodity exports. He believed that it would be usef ul 
to consider establishing closer and more active cooperation between the 
Fund and the CICT if the Fund were to .extend its activities in the area 
mentioned. Such cooperation would be useful to both institutions . An 
arrangement for consultation and exchange of information could be devised. 
The CICT which administered the commodity agreements should be in a posi
tion to furnish the Fund with up-to-date data roJ:it.ing to conditions in 
world commodity markets and the extent to which any merabor rP.~uesting 
Fund assistance for compensatory financing had been affected by such 
conditions, as well as the actual standing and performance of that mem-
ber in any commodity agreement to which it had adhered. Such information 
would help the Fund in assessing the amount of assistance warranted in the 
case and the degree of promptness with which it had to deal with the coun
try's request. This kind of cooperation, Mr. Mansour said, was also neces
sary for the success of the Commodity Agreements which offered the only 
possible remedy for the problems arising from shortfalls in export earn
ings. 

With respect to the views presented in the staff paper, Mr. Mansour 
said he agreed that any·• increased assistance from the Fund should be on 
a temporary basis and, while it was in the interest of a member to agree 
with the Fund on a stabilization program if needed, he thought the link 
suggested by the staff between compensatory drawings and a stabilization 
program should be qualified as only being necessary when the country 
asked for a drawing that would bring its use of the Fund's resources 
into the range where such a program was a prerequisite under the Fund's 
present policies. 

Mr. Mansour also expressed interest in the reference in the staff 
paper to an adjustment of small quotas to make them adequate to the needs 
of the small countries which depended on primary products for their 
export earnings. He thought the suggestion was useful, and he hoped the 
new staff study on quotas would help the Board to reach a decision along 
these lines. 

Turning to the recommendations of the staff Mr. Mansour said he could 
go along with the substance of paragraph (4) that "it would not be desir
able to arrange in the Fund, with the use of the Fund's resources, auto
matic compensatory financing of export fluctuations, with loans and repay
ments determined on the basis of a formula." He thought it would be use
ful, however, for the Fund to stress to the CICT that an "automatic" 
formula for drawing had never been considered an appropriate arrangement 
in the Fund, even in the case of drawings in the gold tranche, and that 
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members had accepted the concept of being given the overwhelming benefit 
of the doubt in this area. It should also be stressed that the Fund's 
policy on drawings in the first credit tranche provided almost the same 
assurance and promptness of action, and that drawings for compensatory 
financing could be treated the same way. 

Finally, Mr. Mansour said he thought the last two sentences of para
graph (4) dealing with the possibility of the Fund accepting affiliation 
with a new agency providing automatic compensatory financing raised seri
ous questions which needed further study on the detailed terms and" condi
tions for such f:i.nancing, as well as of the objectives of such a new 
agency, and whether or not they would run parallel with the Fund's basic 
objectives. 

In concluding, Mr. Mansour observed that, while the Fund's total 
resources amounted to the equivalent of around $20 billion, its real 
objectives were far more important than its financial operations. 
Another agency granting automatic financing on the basis of a formula 
without adequate safeguards could defeat the basic purposes of the Fund. 
It was therefore to be hoped that any new independent agency that might 
be established would not have this result. It was important to bear in 
mind that the real problem for the raw material producing countries was 
the long-term one of deterioration in the terms of trade and that the 
incidental problem was that of price fluctuations. Any scheme to finance 
these fluctuations should have the all important objective of helping these 
countries to take the necessary corrective measures. Any objective effort 
to solve the problem of fluctuations in raw material export earnings, and 
the deterioration in the terms of trade of the primary producing countries, 
would have to take into account the hard facts of the present world situa
tion. 

Mr. Klein said that, as Mr. Mansour had very aptly put it, the main 
problem with which the so-called primary producing countries were faced, 
and which made their proceeds from exports inadequate for their fast 
development, was not in general the short-term fluctuations of their 
export income. The paper which the Board was now considering concerned 
itself only with such short-term fluctuations which, of course, in keep
ing with the fundamental purposes of the Fund, all related to monetary 
problems in the narrower sense of the concept and consequently to short
term changes in liquidity. 

Among the developing countries, Mr. Klein noted, enormous expecta
tions had been built up in relation to this scheme of compensatory financ
ing of export fluctuations, but this was so because these countries hoped 
that such compensatory financing would solve their basic problems which 
were connected wj_th the long-term development of their exports. He 
believed, therefore, that the recommendations, which would be adopted 
as the official opinion of the Fund to be communicated to the Technical 
Working Group of the Commission on International Commodity Trade, should 
contain a reference to this important fact, in order to forestall the 
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mistaken impressions either that, if a scheme were adopted to iron out 
short-term fluctuations this would contribute effectively to solve the 
basic problems of periodic international illiquidity in these countries, 
or that such fundamental solutions were being denied them if the conclu
sion were reached that an automatic compensatory financing scheme was 
not advisable. 

Mr. Klein observed that the fundamental problems had been referred 
to by a number of speakers, especially by Mr. Garland, Mr. Plumptre, 
and Mr. Mansour. These problems should be attacked from both ends; the 
markets of the industrial world should be free and open to these products 
and excessive domestic high cost production of the same commodities should 
be reduced and eventually eliminated. This was a point which should be 
made again and again, and the Fund should endorse it with all its author
ity as both the Board and the Managing Director had done frequently in 
the past. But corrective action was also needed at the other end, that 
is to say, in the primary producing countries themselves. And here he 
believed that rather sweeping generalizations w~uld be made if the Fund 
spoke of primary products without making distinctions and qualifications. 
There were, for example, agricultural countries whose exports proceeds 
depended .to a large extent upon changeable--sometimes periodically change
able--weather conditions. There were also countries which exported 
minerals, and here the fluctuations seemed to be determined mainly by 
the price formation in the importing markets. There were countries which 
produced food and animal feeds for which there should be a permanent and 
increasing demand in the world, given the present trend in population 
growth. But many of the possible markets did not have the means to buy 
such products at world market prices and on a cash basis in considerable 
amounts. Of other agricultural products, such as coffee, one might ven
ture the opinion that they were at present produced on an excessive scale 
for any possible world demand even if all kinds of import barriers, which 
at present narrowed their markets, were suppressed. There were other 
cases in which the insufficient export proceeds of a country were linked 
,to the state of the technique applied to their main products. Certain 
commodities were produced at present on a much larger scale because of 
considerably improved techniques and consequently their price per unit 
had dropped. Those countries which were not applying the same advanced 
techniques and had not increased their output of such a commodity found, 
of course, that their export income was dwindling. One might say that, 
while in the case of manufactured goods progress might show in improved 
qualities of the finished article rather than in price, in the case of 
primary commodities, progress. might just show in a reduction of unitary 
price reached through improved technique. It was clear that a number of 
different devices might help the primary producing countries to improve 
their position, namely, diversification of production, introduction of 
new techniques, adequate financing of infrastructure which would improve 
production or marketing policies aimed at reducing cost, etc. Many of 
these devices would be effective only in the long run and very little 
would be achieved by smoothing out the short-term fluctuations. He 
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thought it should be said that the staff was increasingly helping the 
primary producing countries to see where the real problems lay and what 
could be done in the exporting countries to contribute to their $olution. 

Continuing, Mr. Klein noted that the staff paper was concerned with 
the short-term fluctuations and it would seem--no doubt--most useful if 
these could be altogether obliterated. But this led to the fact that 
the dividing line between short-term fluctuations and long-term trends 
was not as neat as it appeared in retrospective statistical surveys. 
In particular, it was quite possible that fluctuations, which would not 
have been more t han short-term ripples, worked themselves into long-
term trends because timely corrective action had been omitted. It was 
for that reason that he personally was diffident of automatic devices 
which would mechanically iron out such differences. In many cases, the 
price mechanism would help to take that kind of action which would pre
vent such an unfortunate development. That markets could be lost through 
a year or two of a mistaken policy was illustrated by the Argentine ex
perience, the country having in such a way lost its world markets for 
linseed of which it was the dominant producer. In this particular instance, 
such an outcome was not the consequence of short-term fluctuations but it 
adequately showed that the wrong policy pursued during a very short period 
could have a far reaching permanent effect. It was for that reason, in 
his opinion, very positively in the interest of the primary producing 
countries that compensatory financing should not be automatic, but should 
be subject each t ime to the thorough analysis of a competent staff. He 
believed that, as Mr. Plumptre had put it, in the matter of automatism 
the staff paper was very cogent, exhaustive and convincing, and he had 
few additional remarks to offer. One was that the Fund was at present--
in fact always--broad-m.inded and understanding in its assessment of bal
ance of payments difficulties due to short-term (and even to longer-term) 
fluctuations in export proceeds. The second was that the additional 
resources which might be mobilized in order to finance these short-term 
fluctuations might not help the country receiving the aid but only the 
Government in office at the time the credit was granted, while a succeed
ing Government might be laboring hard under the weight of the repayment 
obligations. 

With regard to the paper itself, Mr. Klein said he had taken it so 
far as an internal document and not as one that was intended to be adopted 
as the official opinion of the Board to be communicated to the public. 
Therefore, he had not read it with a view to weighing each word, but he 
thought there would be further opportunities to do this after the present 
meeting. 

With regard to the solutions within the reach of the Fund to help 
primary producing countries to cope more effectively with such short
term fluctuations, Mr. Klein thought that the most adequate would be to 
relax the Fund's policy to stop at the fourth credit tranche and to per
mit drawing, if this appeared warranted, beyond the amount which would 
bring the Fund's holdings of the currency of the country concerned to the 
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200 per cent mark. He would not have difficulties either in admitting 
a relaxation of the present requirements in the first credit tranches, 
thou~ he would point out that at present most of . the countries within 
the area which he represented would not be helped much by such a relaxa
tion, unless of course the envisaged further credit tranche were con
sidered as the first one, taking precedence as to treatment over the 
other credit tranches already granted. 

Mr. Anjaria said it was not clear to him at what stage of the present 
UN C)nsideration of the problem the Fund would be expected to state fin
ally where it stood on the matter, but it appeared from the paper before 
the Br ~rd that the time schedule was very tight. Viewing the problem 
.:'rc..:w. a general standpoint, it had to be recognized, as Mr. Klein had 
.. -.'3,id, that a scheme for financing purely short-term fluctuations in export 
e&1.',1ings would not meet the demands and expectations of the developing 
cm .. r.t.:r-ies, for what they wanted was an. automatic source of assistance 
wl1c1. their export earnings went down. It seemed desirable that any Fund 
~eport on the matter should state that, while the Fund fully appreciated 
~h( pr~blem, the Fund itself was limited in what it could do because its 
:·.' -- b·Jurees could only be used on a short-term basis and for a diversity 
of ·balance of payments needs. This should be clearly stated because 
othc---·;,;ise the Fund might be considered as not being seized of the prob
!.em ,, or, perhaps, not prepared to act. As other speakers had mentoned, 
·'~he 1::-:·oblem was a very complex one. To confine the role of the Fund or 
•~ny other institution that might be created to assistance for purely 
:~rJ.Cl"t-term fluctuations, would provide no solution for the longer-term 
~Yoblem of the terms of trade of the primary producing countries. But, 
·;. ·c was also not clear what the short-term problem was as distinct from 
ch :: longer-term problem. In .practice it was very difficult to distinguish 
~et~een short- and long-term fluctuations in export earnings, and in his 
view a great deal more thought would have to be given to the problem. 

Turning to the staff paper under discussion, Mr. Anjaria said he 
would have no objection to its being made available to the CICT Working 
Gr0up, but if it was to be considered as a declaration of the• views of 
the Fund the formulation of some of its arguments and conclusions would 
have t<? be chapged. The report would have to be more detailed; it might 
ha\' -, "~o be drafted in less technical terminology; and it should spell 
ou-:·. : ~he successive stage$ by which the Fund would move from the present 
situation to that which was envisaged. As it now stood, the paper mainly 
highligh~ed the present policies of the Fund. While this was .desirable, 
it J. .~a to th~ conclusion that t he Fund felt that it was already liberal 
and. generous in its policj_es and probably could do little more, and that 
another institution might _be needed,though this was not clear. Though 
the staff paper presented a fair statement of where the Fund now stood, 
it did not--perhaps it could not--indicate where precisely the Fund should 
.or would come out. 

Mr. Anjaria said he had been pleased to hear Mr. Dale's statement 
that the United States authorities felt that any arrangement for com
pensatory financing had to be world-wide in scope and that it should be 
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closely related to the Fund. Speaking personally, Mr. Anjaria said he 
felt that in any approach to the problem the Fund should be placed at 
the center, for he doubted that any other agency could do the job as 
efficiently as the Fund. He also felt that the work of the Fund itself 
could not but be hampered by the establishment of another agency which 
would operate in a field, which though not identical, would be closely 
related. At this stage the Fund could, understandably, not make· any 
commitment regarding its readiness to accept affiliation of another 
agency; that matter would have to be examined further. In any event · 
a statement of willingness to have an affiliated agency should at least 
contain the proviso that the terms and conditions of such an institution 
would have to be satisfactory to the Fund. 

In urging the Fund to take a more positive approach to the problem 
than appeared in the draft report, Mr. Anjaria recalled the Managing Direc
tor's reference in his statement at the 1962 Annual Meeting to new initia
tives on the part of the Fund with respect to the developing countries. 
Mr. Anjaria said he felt that there was a widespread expectation on the 
part of the people in the.se countries that .some clear initiative would 
~1ci-•.T be taken by the Fund. While he was fully aware of the difficulties 
mentioned by Mr. Hanemann .and Mr. Waitzenegger, Mr. Anjaria thought the 
Fund report should make clear, as suggested by Mr. Plumptre and Mr. Garland, 
that the problem was a wider one than the Fund alone could solve. He would 
agree also with the staff view that the Fund could not accept the rule of 
automaticity in respect of any assistance it provided. 

At the same time, Mr. Anjaria urged that the paper indicate more 
positively that among the possibilities being considered was a readjust
_ment of small quotas, though it should be made clear that the question 
of Fund quotas in general went beyond the innnediate issue under considera
tion, and that these quotas were based on diverse considerations. He had 
gr,::i.t sympathy with Mr. Plumptre' s suggestion regarding a generalized 
seiective approach to th~ problem in respect of the quotas -in the two 
lowest brackets. In this connection, Mr, Anjaria said he also shared 
the view that Table . l seemed to present a more soothing picture than 
the realities warranted. Certainly an analysis of external liquidity 
in relation only to exports was a limited approach and, however appro
priate it might be in this particular context, no room should be left 
fo .: any assumption that the problem could be judged solely in relation _ 
to one item in the balance of payments. If the table was to be used in 
a Fund report, it should be pointed out that the table was not intended 
to reveal the over-all situation with respect to the adequacy of liquid
it~r or the adequacy of individual Fund quotas. Mr. Anjaria said he 
ag:i-'eed with Mr. Hanemann and Mr. wartzenegger on the matter of Fund 
quotas in general and would stress that their relation to the compensa
tory financing needs of some countries could not be considered in isola
tion. 

But on the question of a more liberal use of the Fund's resources, 
Mr. .t\..~ja~j_.;, thought some cor-.c·,:~te decision 3 could be taken as, for example, 
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extending to drawings in the first credit tranche the same terms and 
conditions as now applied to gold tranche drawings. Such a modification 
of policy would require substantive discussion in terms of the various 
needs of members and the liquidity of the Fund. He felt, however, that 
such liberalization would probably not be sufficient and that the Fund 

·might also have to set up a special tranche available to primary produc
ing countries. He recognized the practical difficulties of a separate 
tranche for which the criteria might differ from those for normal draw
ings, but he assumed that the rationale for such a special tranche was 
the fact that the shortfall in export earnings was recognized as being 
due to factors beyond the country's control. If so, monetary and fiscal 
policies would not have the same relevance as in normal drawings. In any 
event, he thought that the Fund should examine if there was need for, and 
if some way could be found to establish, a tranche available on somewhat 
more liberal terms than were now applicable. 

Finally, with respect to the staff's recommendations concerning the 
conclusions of the Fund report, Mr. Anjaria said he agreed with other 
Directors that some of the wording of paragraph (1), especially the first 
sentence, would have to be revised. He also felt that a statement should 
be added to indicate what proportion of the compensatory financing field 
was already covered or likely to be covered by the Fund, and what would 
still remain to be covered. The idea that the Fund was doing very little 
in the field should be erased, and the role of the Fund even within its 
present policies should be presented in more concrete terms. Mr. Anjaria 
added that it was his hope that the conclusions would state more categor
ically that the Fund was studying the small quotas and was preparing to 
consider a more favorable realignment on its drawing tranches to assist 
in the problem of shortfalls in export earnings. 

In conclusion, Mr. Anjaria again stressed that it must be recognized 
that any scheme for compensatory financing of fluctuations in export 
earnings would at best provide only a partial solution to the problem. 
Perhaps a separate new institution or some new financing device, similar 
to the Fund's general borrowing arrangement, might be necessary. If so, 
the Fund should be willing and prepare itself to cope with such a development. 

It was agreed to continue the discussion at another session later in 
the day. 

ALBERT C. FROST 
Acting Secretary 
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To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing of Expo ·t Fluctuations 

In connection with the request made by the Commission on 
International Commodity Trade that the Fund "present, as soon as 
possible, a report as to whether and in what way the Fund might play 
an increased part in the compensatory financing of export fluctuations 
of primary exporting countries," the staff has prepared the attached 
memorandum. It is intended that this memorandum would serve as the 
basis for the preparation of the Fund's repo1~t after discussion by the 
Executive Boa:rd. 

The Technical Working Group of the Commission on International 
Commodity Trade is now meeting in Geneva and the Fund's representatives 
at this meeting are being provided with copies of the memorandum so that 
they will be kept abreast of the work being pursued in the Fund. In 
their contact with the 'l'echnical Working Group the Funci' s representatives 
will be fully aware that the attached document is a staff memorandum, and 
their use of it will be guided accordingly. They will make it clear that 
the views of the Fund will be made available in due course , after the 
Executive Board has completed consideration of this matter . 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 
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Introduction 

At its tenth session held in Rome, in May l962, the United Nations 
Commission on International Commodity Trade ,:invited the International 
Monetary Fund, in the light of the diccussion during the tenth session, 
to present, as soon as possible, a report as to whether and in what way 
the Fund might play an incr·eased part in the c'Jmpensatory financing of 
export fluctuations of primary exporting countries, and to keep the 
Technical Working Group currently in.formed of the progress of its delibera
tions on the subject. 11 

At the sarr.e session, the Commission also set up a Technical Working 
Group, consisting of the repr esentatives of ten countries, 

"(a) to examine--i.n the light of the views expressed and the 
conclusions reached durj_ng the tenth session of the Commission, 
of the documentation available to that session and of the assis
tance that the International Monetary Fund can provide to primary 
exporting countries to overcome the prob1.ern of short-term fluctua
tions in their export earnings--the scheme for a [Development 
Insurance Fund] submitted by the United Nations Group of Experts 
and the sch~me of ccmpensatory financing for fluctuations in 
export receipts drawn up by the Organization of American States 
and submit its considered views to the eleventh session of the 
Commission together with the text of a draft agreement, including 
any necessary variants, for the purpose of illustrating a specific 
mechanism for compensatory financing and for the purpose of 
facilitating decisions by governments -on this subject." 

•••••••••• 
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"(c) To report in good tin:e to enable the Commission, at 
its eleventh session in 1963 to make recommendations to the 
Economic and Social Council on these questions. The report 
should be in the hands of the Secretary General before 
12 January 1963 so that it may be distributed to Member 
Governments by 23 February 1963." 

At its session in July l962, the Economic and Social Councj_l of the 
United Nations approved the work program of the Commission on International 
Commodity Trade relating to compensatory financing. 

I. Prevlous Consid.eration of the Problem by the IMF 

In 1960, in response to an earlier request by the Commission on Inter
national Commodit y Tracte, the Fund prepared a study explaining its policies 
and procedures bearing on the compensatory financing of fluctuations in 
foreign exchange receipts from the export of primary commodities.l/ The 
main points in this study may be briefly summarized as follows: 

(l) The provision of foreign exchange to Fund members to assist in 
the compensaticn cf short-term fluctuations in the balance of payments 
constitutes a legitimate use of Fund resources. Among such fluctuations 
are some that arise primarily from variations in export prices and proceeds. 
In order that balance of payments deficits from this ~ause should be suit
able for financing by the Fund, however, the member's policies must be such 
as to enable it, with the financial assistance it obtains from the Fund, to 
overcome its difficulties within a reasonably short period of time. 

(2) It would be neither practicable nor desirable to make the amount 
of such assistance dependent on any automatic formula, or to provide any 
separate form of Fund assistance to deal with export fluctuations alone. 
This is because judgment is required to determine the extent to which 
export fluctuations are properly compensable in the light of the balance 
of pa;yments as a whole, and the extent to which any compensation required 
should be provid8d by international means, and because if the Fund gave 
too mu.ch of its assistance automatically its ability to influence countries 
toward the adopti0n of appropriate policies would be seriously i:opaired. 
Requests for drawings for all purposes in accordance with the Articles of 
Agreement are, however, treated libP-rally in the gold tranche and the first 
credit tranche. 

~T "Fund Polici.e s and Procedures in Relation to the Compensatory Financing 
of Commodity Fluctuations." ~ Staff Papers, November 1960. 
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(3) Fund quotas, (as of end 1959) were considered adequate to provide 
for its primary producing members a supplement to liquidity which, in the 
majority of cases, should be sufficient in conjunction with their own re
sources to enable them to deal with payments problems created by short-term 
fluctuations in exports or in external receipts of the order· experienced 
since Horld Har II, prov:tded they did their best to keep their incomes 

. and costs adjusted to the longer run chang2s in their external purchasing 
power. 

(4) There appeared, (as of the same date) to be no reason why short
age of resources should be a factor limiting the amount of assistance that 
the Fund would otherwlse consider it desirable to give to its members. 

(5) Con'""equently, it. was concluded, "members of the Fund that were 
taking appropriate steps to preserve international financial stability 
and to maintain their balance of payments in equilibrium, taking good years 
with bad, and tha.t "ere otherwise making satisfactory progress toward the 
fulfiD.ment of the Fund's purposes, could anticipate with confidence that 
financing would be available from the Fund which, in conjunction with a 
reasonable use of their own reserves, should be sufficient to enable them 
to 0vercome tempora1·y payments difficulties arising from export fluctuations. '1:/ 

II. Suggestions for ~ncreased Compensatory Use of Fund Resources 

Since the study summarized above was submitted to the United Nations 
in April 1960, the subject of compensatory financing has been actively 
considered within the fraL1ework of the United Nations and the Organization 
of American States, in particular by the UN Expert Group which, in January 
1961 reported on "International Compensation for Fluctuations in Commodity 
Trade," by the UN Commission on International Commodity Trade, and by the 
OAS Group of Experts on the Stabilization of Export Receipts which reported 
in ApriJ_ 1962 Cl 

In general, the international bodies in which the matter has been 
discussed have displayed understanding towards the Fund's policies on 
compensatory financing, as outlined above (including the restricted scope 
given to automatis~ in Fund transactions), and appreciation for the 
assistance which the Fund has been able to give under its present rules 
to primary exporting countries with ex:port difficulties. However, certain 
suggestions have been made for changes in policy that would permit an 
enhancement of the Fund's compensatory role. Moreover, it has been argued 
that even if the Fund made a reasonable degree of progress in the direction 
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indicated enough uncertainty would remain in the minds of governments 
as to their ability to draw on the Fund to justify the consideration of 
other possible international measures of compensatory financing. It 
has, therefore, been suggested that there is a need for some new financial 
institution, separate from though possibly affiliated to the IMF, to pro
vide compensatory financing for export fluctuations in amounts or of a 
kind, or with a degree of automatism that is either not practicable, or 
not desirable, for the IM~o In pursuance of this line of thought, the 
above mentioned Ul\l Expert Group worked out schemes for a Development 
Insurance Fund which have subsequently been elaborated by the UN Secretariat, 
while the OAS Expert Group has prepared a scheme for an International Fund 
for Stabilization of Export Receipts on a loan basis. 

The following are the principal suggestions that have been made by 
UN or OAS Experts regarding the policies and practices of the D1F in the 
use of its mm resources._~/ 

(a) Qualitative criteria for the use of Fund resources. The 
Commission for International Commodity Trade, at its session of May 1961, 
"considered thc1.t it would be desirable if the Fund would study the question 
whether the present criteria for the use of its resources are fully adapted 
to circumsta,nces in which J:)aymen+.s difficulties arise mainly from fluctua
tions in priir..a1--y product markets." 

(b) Stand-by or near stand~bys for compensatory financing . According 
to the Repo1~t of the UN Expert Group ( p. 29) "Through the increased use of 
stand-by arrangements or consultative procedures the Fund should aim to 
clarify with inte:i-:-ested members the conditions which would assure that 
the full use of the quota without waiver (Fund holdings of 200 per cent 
of a member's currency) or even more will be readily granted if it api:e ars 
justifiable according to forecasts 01' commodity markets and other relevant 
conslderations.n 

(c) Extension of gold-tranche criterion to later tranches. The 
following suggestion is coutained in the Report of the UN Experts (p. 28). 
nin so far as drawings on the Fund are automatic, a country whose export 
proceeds fall bas reliabl~ access to a source of compensatory financing. 
At present only 25 per cent of a member country's quota comes close to 
being automatically available. Any significant increase in this percentage 
which tne Fund could institute would be a valuable step towards :providing 
compensatory financing to meet the needs of primary producing countries 
when threatened with the adverse impact of a decline in export proceeds." 

1/ This section of the paper has been reproduced, for convenience, from 
SM/62/34oi 

I 
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(d) Automatic compensatory drawing r:tghts in first credit tranche. 
In Appendix II of the Report of the UN Experts one of the Experts (M. L. 
Qureshi) suggested that "to offset fluctuations in the export proceeds 
of primary producing countries,. compensatory drawings and repayments 
should be determined automatically by a formula. The fluctuations should 
be measured as a deviation from a trend ~hich can be estimated on the 
basi.s of a moving average of thref::! preceding years. A shortfall in ex
port procE~eds in any year should entitle the country concerned to draw 
from the Fund autoriatically up to, say, an amount which causes the Fund's 
holdings of the country's currency to equal 125 per cent of its quota---
Subsequently, when export proceeds are above the trend, the excess earn
ings sho'.lld be used automatically to repay the earlier drawinss." From 
the context it ar:pears M:r. Qureshi ·had in mind full compensation of Ehort
falls as defined, up t o the 125 per cent point, and subsequent repayment 
of the wl:n le of any excess of export proceeds over trend. 

(e) Automatic compensatory drawing rights additional to normal 
facilities. At the Special Meeting of the Organization of American States 
at Punta del Est.e, Chile advanced the proposal that Fund members affected 
by price declines in important export commodities should be enabled to 
draw from the IMF in amounts determined by the magnitude of the price 
decline in question relative to the average price of the preceding three 
yea1"s and by the volume of exports affected. Drawings under these special 
arrangements wouJ_d l'e repaid when prices rose above the level of the three 
preceding years«> The ability of members to make ordinary drawj_ngs would 
not be affected by the amounts outstanding under these special arrange
ments. 

III. Automatism in the Use of IMF Resources 

The proposals that have been advanced, whether for new compensatory 
financing institutions or for changes in the policies and practices of 
the IMF, are evidence that the ass:i.stance provided by the IMF under present 
policies is considered either insufficiently automatic in character or 
inadequate in amount to deal with the payments problems that arise from 
export flu~tuations in primary exporting countries. The question of auto
matism of Fund operations is discussed in this section; that of the 
q~antitative adequacy of members' access to the Fund in the next one. 

The type of automatism envisaged in the various proposals that have 
been put forward--automatism of the "compensatory0 rather than the "all 
purpose" type--has two principal features: 
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(1) A mathematical formula is used to determine the question 
whether and to what extent exports in a particular year are to be considered 
so abnormally low as to require compensation, or so abnormally high as to 
permit the repayment of compensation recei7ed previously. No judgment 
would be made by the lending agency, in the light of any other information 
that might be ava labJ.e, as to whether, in a :particular situation, the 
formula yields a reasonable estima.tl':! of normal exports. 

(2) The lending agency., whether the Fund or a new agency, would 
make credit available to a coUlitry without question whenever the formula 
pointed to a statistical justification on export grounds alone. No regard 
would be paid to the ever-all balance of payments need for such credit, 
to the l.i.kelihood that the country would be able, in the light of the 
policies it was pursuing., to repay the credits that were ·being granted 
or, in sorr_e proposals, to the amount the country has already borrowed. 
'I·he country itself could., of course, refuse to take up credits to which 
it was entitlea or could repay credits before maturity. 

With regard. to the fjrst point, the assumption has been made virtually 
·without question in the proposals now under consideration that when exports 
are below the average f'or, say, the three preceding years they can safely 
be assumed. to be abnm1nally low so that compensation wo-uld be indicated._!/ 
Statistical experiments recettly made for a large nurnber of primary pro
ctucing countr.ies over th":! post-war period indicate that this is by no 
:n1ear1s generally the case.. The fact that exports in any given year have 
been low2r than they were in preceding years is very often an indication 
of a downward trend which may well persist for some yea:cs to come.. Export 
proceeds that l ook lo vr in reJ_ation to those of preceding yea.rs may well 
appear in retrospect as rather favorable8 It follows from this that 
automatic formulae based on past and current export data only can yield 
at best rather unsatisfa~tory estimates of the true trend of ex.ports$ In 
the absence of foretnowledge of fut.ure exports, the least inaccurate 
est ·n:ate of the norTual. level in any given year is lil~ely to be one that 
attributes a great weight to the exports of the year itself. Even when 
this is done however, the extent to whi~h it is possible by means of 
compensation to bring expert proceeds closer to their true norm or to 
reduce their instab ility is distinctly limited._g/ 

I:/ In the various discussionB resulting in the proposals for compensatory 
financing now before the CICT, a number of statistical indicators were 
considered prior to final agreement on the value of total exports. Suggestions 
to base compensation on eA'J;)Orts of individual connnodities, on export prices, 
on the terms of trade, or on exports of goods and services were examined; 
they were discarded., howe"'l.rer: in favor of the statistic2.lly less compli-
cated ~oncept of total merchandise eA'!)Orts. 

2/ C~f .. "3taJ.:;istical Testing of Alternative Schemes of Compensatory 
Fi~ncing 'i DM/62/40~ 
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While great uncertainty must always attach to any attem!)t to estimate 
the medium-term trend or norm of exports, it is reasonable to assume that 
a better estimate could be made by the exercise of judgment based on an 
analysis of the causal factors at work than by any mathematical formula, 
however skillfulJ.y contrived, that is based on the mere statistical magni
tude of curreut and previous exports. 

As regards the second aspe~t of automatism, the fact that credit is 
tc be granted irrespective of the general balance of payments situati on or 
of the policies of the country receiving assistance, it is necessary to 
consider whether and to what extent such automatism (i) already exists and 
(ii) is desirable, within the Fund~ 

Under present Fund policies "members are given the overwhelming 
benefit of the doubt in relation to requests for transactions within 
the i:gold tranche," that is, for drawings which do not increase the 
Fund's holdings of the curreney beyond an amount equal to the member's 
quota . The F~md's attitude to requests for transactions within the 
"first credit tranche"--that is, transactions which bring the Fund's 
holdings of a ffiember's currency above 100 per cent but not above 125 
per cent of its quota--is a liberal one, provided that the member itself 
is making reasonable efforts to solve its problemso Requests for trans
actions beycnd these limits require substantial justification. They are 
likely to be favorably received when the drawings or stand-by arrange
ments are intended. to support a sound :program aimed at establishing or 
maintaining the enduring stability of the member's currency at a realistic 
rate of exchange 11'J:,/ 

In th~ higher tranches, the Fund will therefcre want to be satisfied 
that a sound set of policies is being followed. The Fund may have reached 
this conclusion before the question of a drawing arose, e.g . if it has a 
stand-by arrangement with the country in question. Assuming such policies 
are being followed, no change in them would be needed to :meet payments 
difficu~ties that are due solely to temporary situations in foreign 
markets, or to such factors as a temporary crop fluctuation. The mere 
fact of a falling off in exports would not be taken as an indication 
that a corrective program was necessary or that the corrective program 
already envisaged required to be intensified. On the other hand, a need 
for corrective policies might arise either because the decline in exports 
appeared to foreshadow a lasting weakening of the country's balance of 
payments or because, though the export decline itself might be purely 
temporary and self-correcting, the country's monetary and financial 
policies were such as to provoke, sooner or later, balance of payments 
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difficulties even under satisfactory export conditions. Recognition by 
the Fund of the need for corrective pclicies in either of the two circurt
stances mentioned above does not ITean that the Fund will seize the occasion 
of a member count ry's financial plight to press for immediate adoption of 
the full range of what might be construed as nidealn po.licies, for example, 
the elimination of all payments restrictions, the adoption of full currency 
convertibility at an effectivt par ~alue , the abolition of all multiple 
rates, etc~ Reference to the policies followed in regard to these ITatters 
by the many count ries tbat are using the Fund in the second or higher credit 
tranches or that have stand-by arrangements permitting such use will dispel 
at once the notion of such. an appr~ach by the Fund. In accordance, however, 
with the purposes set. out j_n Article I, which guide the Fund in all its 
actions) Fund assistance, at least beyond. the gold tranche, should not be 
made available to any country that makes no effort to move towards the 
elimination of those aspects of its exchange and monetary ~olicies, which 
are detrmental t o its own interests in the long run, and very often in 
the sho~t run as well. 

The general case against providing compensatory cr edit without 
inquiry into general balance of payments need or into the policies of 
the country c~ncerned has been argued A.t length in "Fund Policies and 
Procedures in Relation to the Compensatory Financing of Corcmodity Fluctua
tions,: and these argum'=nts hs.ve not in general been challenged. As suggested 
by the UN Experts _. a country exposed to export fluctuations might feel more 
secure if it had accP. ss to resources on which it could draw with0ut having 
to satisfy any international organization or lending government as to the 
type of domestic or inter·national economic policy it was pursuing. More-
over, it is :possible that the availability of international credit on an 
automatic basis at times when exports are low and the necessity of repaying 
such credit at times when eA'J)Or·ts are high would have some effect in inducing 
countries to attempt to keep their domestic expenditures and imports nn an 
even keel on the vasis of reasonable expectations as to the medium term 
trend of their exports and other rec8ipts. These potential advantages, 
however, have to be weighed against the disadvantages of automatic credit 
geared to ,q, si11gle element in the ba1ance of payments. In this connection 
it may be appropriate to mention two considerations in particular: 

(1) Even a statistically accurate determination that exports in a 
particular year are below normal implies nothing at all as to the cause 
of thP. shortfall. The cause may be a decline in world demand or a crop 
failure brought about by a natural calamity. But the reason may also lie 
in inappropriate exchange rates, domestic inflation, government purchases 
for stockpile at prices above those prevailing in world ~arkets, inadequate 
arrangements for the collection and transportation of crops or other 
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shortcomings of national policy. When declines in exports occur a most 
careful consideration of their possible causes is indicated in order to 
determine whether some of them may not be open to remedial action by the 
country itself, so as to prevent export declines in the future if similar 
circumstances recura 

Thus, while it is desirable that countries have access to financial 
means to compensate i'or ex-pert fluctuations, it is not particularly 
desirable and may be against the genuine interest of t :1e country con
cerned if this finance is prrwided automaticall.y and without an explora
tion of the causes of the decline in exports and the mP.asures that should 
be t aken to improve exports in the futureo 

It should be pointed out in this connection that the benefits that 
a country ~nay derive from reaching an understanding wi t:r1 the Fund as to 
the policies appropriate to its situation extend beyond the financial 
assistance obtained. from the Fund itself. In such circumstances agree
ment with the Fund is likely to strengthen opinion abroad and at horee 
regarding the country 1 s creditworthiness, and thus to facilitate the 
attraction of eapital from other source~, offi.cial as wel._l as private. 

( 2) The total amom1t of short-term credit made available to a country 
by one agency or under one a.rrangement cannot be totally divorced from the 
amount made available on similar terms by another agency or under another 
arrangement by the same ag ncy . It would be shortsighted to think that 
a country would be fully justified in borrowing a relatively large amount 
on short-term fer the compensation of an export shortfall with total dis
regard of the amount it had already borrowed on sbort-term on some other 
grounds. Prudent countri.es would themselves see to it that their total 
indebtedness did not exceed what they could reasonably expect to repay, 
and this would take into account all indebtedness of a similar character. 
It would seem to be dubious wisdom to SP.t up the terms of lending of an 
international agency in such a manneT as to put governments under internal 
pressure to borrow sums that they themselves might consider going beyond 
the :bounds of prudence. If there are sensible limitations on total short
term borrowing, these limitations should be taken into account not only 
by the borrowing country itself but also in the policies of the inter
national agency extending the credite 
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IV. Quantitative Adeq_uacy of IMF' Drawing Facilities 

The UN Expert Group responsible for producing "International Compensa .... 
tion for Fluctuations in Commodity Trade" calculated tha.t l 6 out of 46 
prirr.ary producing countrie s experienced, over the yea ::cs JS:;,3 to 1959, 
cumulative shortfalls of exports, as compared with aveJ:age annual exports 
over the three preceding years, of such rr.agnitucle th2..t to CC'!t1.pensate 
them fully would have compelled them, afte r usi11e; ur, ~~- ~5 r,e;:- ce~t of 
their IMF quotas, to dip into their mm r 2serve3 to c. ·J exi:~: -:f,~ exceeding 
·one-third of end-1959 r eser ves. 

The Experts did not offer an opinion as to wheth2r thc:sc facilities, 
had they been available on an automatic basis, would. lJ8 ve been adeq_uate to 
meet to a reasonable extent the need fo r compens2,toJ7 :=-ina!.7 c:.ng of export 
fluctuations. However, they pointed out t hat i f onl~; - .:.he 2; pe::- cent of 
quota constituting the gold tranche ( or t he 50 per cc .rJ. '.·, cons ti t u\,ing the 
gold and first credit tranches) had been made ava.ilub1.::: to meet the 
cumulative export shortfalls, over 20 (or 16J respectl vely) of the countries 
concerned would have had to draw down their reserves by more than 30 per 
cent to achieve full compensation. This, they implied, was insufficient, 
and even if a reasonable degree of progress were :rr:nde by the Fund in 
extendi:t:1g the autom::itisru of drawings in rr.any cases the uncertainty of 
drawings would, they considered, offer a serious handicap to the object 
of conti~uity in development expenditure. 

In a UN Secretariat Study (E/CN 13/43) of January l962 it was cal
culated: 

(a) that for the average primary exporting member of th~ IMF the 
average shortfall in ex:por~ earnings (as compared with the mean of the 
previous thre~ years ' ex:portsJ over the period 1953 to 1960 slightly 
exceede<l 50 per cent of its (l96l) q_uota; but that in only half of the 
countries would drawings of up to 50 per cent of q_uota have sufficed 
to offset the average armual shortfall for years in which shortfalls 
occurred; and 

(b) that if each primary exporting member had compensated 100 per 
cent of its ex:port shortfalls by drawing ot the IMF and had used 60 per 
cent cf export excesses for repayrr.ent, up to a limit of cumulative net 
drawings of 50 per cent of quota, primary exporting members could have 
compensated in this way about one-third of their total shortfalls . 
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'I'he authors of the study made it clear that their calculations were 
not intended to reflect on, or ffieasure, the adequacy of the IMF as a 
means of assisting member countries, since usually reserves and other 
sources of credit could also be drawn upon and since IMF drawings are not 
limited to 50 per cent of quota. 

The question of the quanti ta t,j_ve adequacy of drawing facilities in 
the IMF to meet the needs for compensatory financing of export fluctua
tions is ne of great difficulty, and no answer can be made to it without 
the help of many arbitrary suppositions. 

(a) In the first place, as is generally recognized, IMF facilities 
are intended to be used. in conjunction with national reserves, and other 
sources of finance. 

(b) Agai.n, account has to be taken of the fact that all these various 
forms of international liquidity are required to meet :payments deficits 
arising, not only from export shortfalls but also from fluctuations in 
other items in the balance of payments, notably import fluctuations. 
These factors are, in fact, rather ~ore important than export shortfalls 
in the causation of payments deficits. Moreover, reserves cannot safely 
be run down to zero even to meet the severest drains. On the other hand 
the various possible causes of deficit are unlikely to exercise their 
maximum effect simultaneously. On balance, therefore, it may not be un
fair to assume, t.hat, say, one third, of the total of potential Ilf.LF 
facilities and national reserves are available for the purpose of financing 
export fluctuations to the extent that these oueht to be financed$ 

(c) In seeking to measure the probable need for compensatory 
financing of export shortfalls it is somewhat misleading to measure 
such shortfalls either from a 5-year moving average centered on the 
middle year, as was done in "Fund Policies and Procedures in Relation 
to the Compensatory Financing of Commodity Fluctuations" or from a 
moving average of the preceding three years as was done by the UN Experts 
and Secretariat, and by the C~S Experts. As has been pointed out in 
DM/62/20 and DM/62/40 the five year movine average centered on the 
current year, while it may be considered an "ideal" norm from which to 
measure export deviations, is not usable in practice si.nce foreknowledge 
of the exports of future years is necessarily lacking. It would seem 
desirable, however, that the "practical 11 norm from which export deviations 
are measured should be close to this "ideal" norm insofar as the latter 
can be predj_cted in the light of existing knowledge. Such a prediction 
is perhaps best made by the exercise of judgment in the light of all 
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relevant information. If', however, it is decided to define the practical 
norm by an automatic formula involving the exports of current and previous 
years the formula,if it is not to diverge unnecessarily from the ideal 
norm, must give ·considerable WP.ight to the c.urrent year I s exports. More
over, as was argued in "Fund Policies and Procedures in Relation to the 
Compensatory Financing of Commodity Fluctuations" the compensation of 
fluctuations should, in principle, be part1al only. Accordingly a target 
level of availabilities should be chosen that is somewhat closer to actual 
exports than is the ideal normo ~he result will be to increase still 
further the weight that should be given to the current year's exports in 
the calculation of the practi~al norm, or alternatively--what arrounts to 
the same thing--deviations of actual exports from the practical norm 
should themselves be compensated only in part. 

In Table lit has been assumed that drawings on the IMF or drafts on 
national reserves will be made to cover two thirds of shortfalls of actual 
exports with respect to a practical export norm defined as an average of 
exportn in :present and two previous years, with weights of 50 per cent 
on the present year and 25 per cent on ea.ch of the two previous years. It 
is assumed that two thirds of ex-port surpluses with respect to this norm 
are used to repay drawings or reconstitute reserves. In order to ensure 
that countries with a downward long-term trend in exports do not indefinitely 
increase their claims on compensatory financing it is assumed that drawings 
are in any case repaid or drafts on reserves made good in the fourth and 
fifth year of the draw:ing. The maximum net cumulative requirements for 
compensatory financing over the period 1951-61 on these assu.mptions l/ 
are shown for each primary exporting member of the IMF in column (1f:-
They are eompared with (A) one third of the country's potential external 
liquidityJ defined as its unused potential drawing facilities with the IMF 
plus its reserves as of mid-1962 (column (2)] and (B) the member's quota 
as--;f the same date [ coli.m1I1 ( 3) ] • 

The assumption underlying the use of the quota figure is that the 
member would be willing to use up to 50 per cent of its quota for the 
purpose of financing export fluctuations while matching this amount by 
an equal use of its own reserves. 

The difference between the availabilities as indicated under (A) and 
(B) and the comrmted requirements are shown in absolute amounts in columns 
(4) and (5), and expressed ln percentages in columns (6) and (7). From 

1/ The assumptions are the same as those underlying Scheme 24 of Table l 
of BM/62/40, a scheme which yields export availabilities considerably closer 
to target and considerably smoother over time than those of Scheme 1 (the 
OAS Sche1ne). 
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the distribution of "minus" signs in these columns it will be seen that 
one third of potential external liquidity as of mid-1962 would have been 
a limiting factor on export compensation in only 8 cases out of 46 ];_/ 
and 100 per cent of quota would have been a limiting factor in only 9 
cases.:?:/ Since these two groups partialJ.y overlap, 15 member countries 
would have been limited by one or the other criterion, vizo Argentina, 
Bolivia, Chile, Colombia, Indonesia, Iran, Iraq, Malaya, Panama, Pakistan, 
Sudan, Syria, Tunisia, Uruguay and Viet-Nam. 

It will be noted that the two n:easurements approach the problem of 
the adequa.cy of the Fund from a somewhat different angle. The first 
measurement indicates the extent · to which individual countries are or 
were able to meet export fluctuations of a certain assumed size on the 
basis of the amount of their reserves at a particular moment of time, 
the size of their Fund quota, and the extent to which this quota had 
already been used. The second measurement, on the other hand, is related 
to the quota only, although it assumes that the member. will have adequate 
own reserves to use pari passu with drawings on the Fund. '11he first 
measurement would seem to be the more relevant one if one considers the 
question whether there is a need for supplementary resources for compen
satory financing. The second measurement is the more relevant one if 
the intention is to reconsider the quotas of individual countries from 
the point of view of their adequacy to meet export fluctuations. 

v. Discussion and Appraisal of Alternative Suggestions for Fund Action 

In view of the desire that has been exp:ressed that the Fund explore 
ways in which Fund drawings might be made to serve better the needs of 
primary producing countries in relation to export fluctuations, a variety 
of me~ns could be conceived by which these countries could be given larger, 
or more automatic, access to Fund resources than they now have. 

Four categories of measures together with an appraisal of their means 
are distinguished, namely, those under which: 

( 1) drawings would be made available automatically on the basis of 
a statistical criterion of export shortfalls; 

(2) drawings would be made available automatically after a decision 
by the Fund that the country was ex-periencing balance of :payments difficul
ties atrributable to a temporary cause beyond the control of the member; 

1/ Argentina, Bolivia, Chile, Col~mbia, Haiti, Indonesia, Iran and Syria . · 
]/ Iran, Iraq, Malaya, Panama, Sudan, Syria, Tunisia, Uruguay and Viet ..... 

Nam. 
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(3) the existing automatic access would be extended over a larger 
area of the quota than that to which it now applies; 

( 4) members ·would be :permitted larger access to Fund resources 
without extending the range of automatism in any of the ways mentioned 
above. 

11Automatism11 and 11automatic access" as used in this and subsequent 
sections of this memorandum are convenient terms for referring to the 
"overwhelming benefit of the doubtu which members receive in respect of 
"gold tranche" drawings. A member has to represent "need" under Article 
V, Section 3(a)(i), and this would presumably preclude drawings in cases 
in which shortfalls were so compensated by other shifts in the balance of 
payments that there was no actual or prospective payments deficit. 

(l) A system might be conceived under which all members, or all 
prima.1:y exporting countries, would be entitled to draw within the gold 
tranche and the first and second credit tranches, to cover a proportion 
of export shortfalls from a practical norm based on present and past 
exports~ For reasons expressed in DM/62/20 and DM/62/40 the practical 
norm should be one giving a substantial weight to the current year. The 
repayment system of these 11 compensatory drawings" could be the same as 
for ordinary Fund drawings, or additional repayments might be made auto
matically out of export receipts in excess of norm. That is, countries 
might be obl.iged to repay each year the greater of the following (a) a 
given proportion of any export excess, or (b) whatever is due under 
Article v, Section 7, or under repayment obligations in accordance with 
the Fund's three to five year policy in the fourth and fifth years. 

A scheme of this sort would have little or no effect unless it 
applied at least through the second credit trancheo In the gold tranche 
and, in many instances, in the first credit tranche, members with export 
shortfalls would be in a position and ·would probably prefer, to make 
ordinary drawings rather than drawings geared to export proceeds for which 
repayment provisions might be more onerous than for ordinary drawings. 

Any attempt to graft a system of export automatism onto the Fund's 
normal system of drawings would give rise to difficulty and, probably, 
confusion. It would run counter to the Fund's policy of relating the 
granting of its assistance to the adoption of corrective programs wherever 
such programs are needed. It may also be confusing to the relationship 
between the Fund and individual members if the latter were entitled in 
certain circumstances, dependine on the outcome of calculations of the 
type indicated earlier in this paper, to obtain assistance from the Fund 
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without regard. to the member's observance of its understandings with the 
Fund. The problem would also arise of working out a body of rules to 
decide the manner in which repayments should be allocated as between 
"compensatory" and "ordinary" drawings. 

(2) Drawings related to payments difficulties attributable to causes 
beyond the control of the member might, up to a specified amount, say one 
quarter of quota, be excluded from total drawings in the application of 
tranche policies. That is to say the increasing degree of justification 
at present required for new drawings as the amount of total drawings 
outstanding increases would under this scheme apply only to other draw-
ings ("ordinary drawings") and would depend on the outstanding amount of 
ordinary drawings only. It would be up to the Fund to decide in indi vid.ual 
situations whether and to what extent the member 's payments difficulties 
could be considered of temporary external origin and would therefore qualify 
for drawing of part or whole of this special tranche. 

An arrangement of this nature would be less open than the fully 
automatic arrangement described under (1) to the objection that assistance 
might be made available in circumstances where, in the Fund's judgment, the 
deficit was not likely to prove temporary in character. The arrangement 
would be in line with what the Fund had, on one or two occasions, done in 
situations that were rather clearly of an emergency nature; and the Fund 
has, more generally, in the application of its tranche policies taken into 
accow.1t the extent to which member countries were subject to unfavorable 
export conditions. It would appear preferable, however, not to attempt 
to turn this flexibility of policy into a rule or procedure, the applica
tion of which might, in many instances, raise difficult problems of policy 
and statistical judgment. 

(3) If it were desired to extend the Fund's automatism in general, 
gold tranche treatment might also be given to drawings in the first credit 
tranche, and the criteria now applicable to drawings in the first credit 
tranche might then be transferred to those in the second. This fonn of 
"all-purpose automatism" might be confire d to members with a record of 
especially high export fluctuations (judged relative to a centered five 
year moving average), or to primary exporting countries. 

The existing gradations of automatism in th~ Fund's policies on the 
use of its resources, as set out at page 7 above, reflect certain broad 
considerations as to the Fund's relations with its members and its role 
in the world payinents system. To be most effective with its members, the 
Fund's policies on drawings must neither be so exacting as to turn the 
Fund into a righteous bystander of history, nor so accommodating as to 
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turn it into an accomplice of inflation. .Steering bet ·Teen these extremes, 
the Fund's present policies allow· virtual automatism in the gold tranche, 
relatively_ mild criteria for u~e .of the first credit tranche, and in
creasingly severe criteria for use of higher tranches. It follows from 
these policies that a country's g·old t ·ranche drawing rights on the Fund 
can for all practical purposes be included in the country's own reserves, 
whereas access to the Fund beyond the gold tranche represents increasingly 
"conditional" liquidity. 

Hhile the Fund's policj_es as to the degree of automatism of access 
to successive tranches are not frozen for all time, any alteration of 
these policies would call for justification. Experience indicates that 
many of the less developed primary producing countries have found it 
difficult to avoid inflation and hold on to their independent reserves 
(including their automatic drawing rights). From this point of view it 
wouJ..d not seem desirable to increase the proportion of quota available 
on an automatic basis without regard to the cause of the payments deficit 
or the policies being pursued by the countryo 

(4) Quota increases might be granted to those countries whose quotas, 
by reference to appropriate statistical yardsticks, would appear to be 
insufficient to ceal with the export fluctuations that they are likely 
to encounter. 

Uhile any judgment as to the adequacy of quotas is in part dependent 
on the level of reserves that countries can be e~-pected to maintain, 
Table 1 would seem to indicate that the quotas of many countries,. taken 
in conjunction with a reasonaole use of their ovm reserv.es, are at present 
adequate from this point of view. The quotas of some othe_r countries, 
however, are rather clearly insufficient to meet the possible need for 
Fund assistance to deal with export fluctuation$a 

If the quotas of certain countries were increased, initially only 
those countries of whose currencies the Fund--both before and after the 
quota increase--held amot:ints equal to 75 per cent of quota -would se~ure 
a pro rata increase in drawing facilities in all tranches. Countries with 
substantial drawings outstanding would initially receive additional draw
ing facilities in the higher tranches. However, on completion of repur
chases they also would benetit from a proportionate increase in gold and 
early credit tranches. On the other hand, those receiving the increased 
quotas would be obliged to subscribe one quarter of the increase in gold, 
unless special arrangements were to reduce or postpone this burden. 
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Quota increases would help the countries concerned to meet more 
effectively payments difficulties of whatever nature, and not only those 
arising from export fluctuations. The need for quota increases would, 
therefore, have to tah.e into account evidence other than that provided 
by Table l as well. 

A result somewhat similar to quota increases could be achieved by 
a general policy decision on the part of the Fund to raise the limit, 
in terms of percentage of quota, of the extent to which the Fund would 
be willing to grant assistance to a certain group of members, e.g., those 
whose quotas had been judged to be particularly low. This limit is now 
125 per cent of- the member's quota and the figure of 100 per cent of a 
member's quota has been exceeded in a few exceptional cases only. The 
Fund has the legal power to waive this D .mitation. To raise it by 25 per 
cent of quota is in some respect equivalent to a quota increase of one
fourth. One disadvantage of proceeding by this route rather than that of 
quota increases in appropriate cases would be that the latter procedure 
makes it more feasible to take into account the divergence in the adequacy 
of present quotas. The two methods mentioned differ in a number of other 
respects too: quota increases provide increased drawing rights over the 
entire unused range of the quota, and hence in general on less stringent 
conditions and at a lower interest cost to the member. As against this, 
quota increases have normally required gold payment to the Fund. They 
also have an impact on members' voting and other rights and privileges. 

It is a basic principle of the Fund mechanism that countries' quotas 
in the Fund are adjusted from time to time in the light of recent informa
tion on a country's need to use the Fund's resources and, in particular 
as regards the industrial countries, of its ability to contribute resources 
to the Fund. The Articles of Agreement provide for a quinq11ennial review 
of quotas (Article III, Section 2). The next such review is to take place 
in 1965. 

In 1958, the Fund initiated a large scale increase in quotas which 
was not completed until well into 1959. As a general rule, quotas were 
increased by 50 per cent but there were many instances of larger increases. 
Countries with small quotas were given the option of requesting increases 
well above 50 per cent, and many prireary producing countries with large 
quotas also received increases of up to 100 per cent o'r their previous 
quotas. Since that time the Fund has approved a number of requests for 
further quota increases. 



~ 18 - . 

In recent weeks the staff has, at the request of the Board, under
taken a statistical analysis of the relative adequacy of the quotas of 
the less developed countries, in particular those with small q_uotac 
(SM/62/95). In considering that information the Board will no doubt 
also want to take into account the data prepared by the staff on the 
adequacy of countries' access to the Fund from the point of view of 
export fluctuations, as provided in this memorandum. 

VI. Comparison of New Proposals for Compensatory li'inancing with Passi ble 
Action by the Fund 

Of the two schemes for setting up new compensatory institutions that 
have been suggested by expert groups, the Development Insurance Fund 
suggested by the UN Expert Group involves not only loans, but also grants, 
viz. insofar as insurance receipts of countries with relatively large 
sl:ortfalls exceed the premiums paid by them, or insofar as continsent loans 
are cancelled when, because of a downward medicr:-term trend in export 
receipts, they have remained outstanding for a number of years. These 
f eatures of the DIF scheme have no counterpart in anything the IMF could 
do with its own resources, and there is therefore no basis to compare a 
grant scheme with an expansion of the facilities provided by the Fund. 

Such an expansion in Fund facilities can, however, be compared with 
proposals designed to provide f acilities for compensatory financing on a 
repayable basis . While it is possible to construct, among the many variants 
of the DIF scheme, a scheme that would contain no grant element, it is 
probably more illuminating to make a comparison between the :Fund on the 
one hand and the OAS scheme on the other hand. It may be sufficient to 
compare a number of the salient aspects, without attempting to cover in 
full all aspects of Fund transactions or all details of the present OAS 
proposal. 

(a) Access to resources. Fund resources are available for balance 
of payments deficits arising from a broad variety of circumstances pro
vided the Fund is satisfied that the member's policies are such as to 
give the Fund the assurance, in accordance with the Fund's tranche po]j_cy 
as set out above, that the member's use of the Fund will be temporary. 
In the OAS plan, access is limited to cases of eA'l)ort shortfalls below 
the statistical norm; in these circumstances access is automatic except 
that the proposal contains a procedure for suspenuing the right of access. 
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(b) Repayment. In the Fund, repayment is related to increases in 
a country's reserves, with an outside limit of three to five years •. In 
the OAS proposal, repayment is related to the performance of exports 
compared to their norm, with repayment in any event in the fourth and 
fifth year. 

(c) Contribution by underdeveloped countries. Quota increases in 
the Fund normally require a gold contribution of 25 per cent of the quota 
increase. In the OAS proposal the underdeveloped countries are expected 
to contribute one-third of the total resources put up. 

(d) Contribution by developed countries. The OAS plan envisages a 
contribution from the developed countries in the order of magnitude of 
$1 billion. While initially much of this money would be made available 
on a stand-by basis ·only and would therefore not accrue to the less 
developed countries, it would no doubt prove necessary to seek legislative 
approval in the contributing developed countries. for the full amount. A 
moderate increase in the drawing facilities of the less developed countries 
in the Fund would probably not at present require quota increases from the 
developed countrieso The fact that action through the existing machinery 
of the Fund would not have legislative implications for the developed 
countries at this time might make it easier for them to obtain parliamen
tary approval for other measures aimed at giving aid to the less developed 
countries. 

VII. Staff Reco:mmendations 

It is recommended that the Fund convey the following observations 
as the conclusions of its Report .• 

(l)' One of the important functions of the Fund is to provide to 
its members com:pensatory financing for export fJ.uctuations. The quotas 
of many countries, taken in conjunction with a reasonable use of their 
own reserves, are at present adequate from this point of view, and there 
is room for members to make an increased use of the Fund for financing 
balance of payments deficits arising from export shortfalls. Wi-t;hin the 
framework of the present Fund's policies, with their desirable balance 
between automatic and conditional access to the Fund's resources, increased 
use could be made of the Fund's resources where necessary, for instance 
by a more extensive use of stand-by arrange~ents. In addition, the adjust
ment of quotas could be considered in those cases where it was justified 
by the application of appropriate tests. 
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(2) The Fund is now examining the quotas of the primary producing 
countries, many of which are in the group of countries with small quotas, 
j_n orde::r to determine whether adjustments would be desirable to make 
the3e quotas more uniformly adequate to meet each country's needs in 
connnection with export fluctuations as well as other balance of pay
ments fluctuations. 

(3) Increased action by the Fund in the field of compensatory 
financing, whatever its form, will channel auditional resources to the 
primary exporting countries on a temporary basis. Any other arrangement 
to provide additional_ resources on a loan basis would inevitably be 
similar in many respects to Fund drawings and repurchases. It would, 
therefore, in the opinion of the Fund, be preferable to provide such 
additional resources through the Fund, so that whatever were the.Fund's 
policies from time to time on the use of its resources would apply to 
the Fund's total resources as thus enlarged. This was the procedure 
followed when, under the Fund's Ge.neral Borrowing Arrangements, additional 
resources were marshalled "to forestall or cope with an impairment of the 
international monetary system." 

(4) For the reasons indicated above, it would not be desirable to 
arrange in the Fund, with the use of the Fund 1s resources, automatic 
compensatory financing of export fluctuations, with loans and repayments 
determined on the basis of a formula. If it were desired to provide 
such automatic compensatory financing, either on a loan basis or on an 
initial or contingent grant basis, it might be advisable to establish a 
separate international agency for this purpose with its own resources. 
The Fund should be willing to accept the affiliation of such an agency, 
if the countries establishing it were to decide that affiliation with 
the Fund would ensure the most effective and economical operation of 
the agency. 
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Table l. Adequacy of External Liquidity to Finance Export Fluctuations 

Max.Financial Available by Using Excesses or Deficiencies(-) in Avail-
Requir·ements (A) 2/ (B) ]./ able Financing 
Indicated by , 1/3 of T•tal In Million US$ In% of Requirements 

l95l-61 l External Fund ~A) {B) ~A) (B) 
Experience_/ Liquidity Quota (2)-(l) (3)-(l) (4) as % (5) as </o 

<---------- (Millions of U.S. dollars)-----------> of 1) of (1) 
(1) (2) 3) ( 4) (5) (6) (7) 

Argentina 192.3 lOl.3 280.0 -91.0 87.7 -47 46 
Bolivia 18.8 9.l 22.5 -9-7 3.7 -52 20 
B:cazil 130.8 206.6 280 . 0 75.,8 l.49 .2 58 ll4 
Burma 20.5 56.5 30.0 36.0 9.5 176 46 
Ceylon 25.8 42.6 45.0 1G.8 19.2 65 74 
Chile 54.8 35.0 100.0 -19.8 45.2 -36 82 
Colombia 79.5 66.7 l.00.0 -12.8 20.5 -16 26 
Costa. Rica 5.8 10.9 15.0 5.1 9.2 88 159 
Cypn1s 4.5 7.5 ll.2 3.0 6.7 67 l.49 
Dom.Republic 8.3 ll.9 15.0 3.6 6.7 43 81 
Ecuaa.or 5.8 13.8 15.0 8.o 9.2 138 159 
E: Salvador 7.8 15.4 ll.2 7.6 3.4 97 44 
Egypt 77.8 77.9 90.0 0.1 12.2 0 16 
Ethiopia 4.7 29.6 13.,J±./ 24.9 8.5 530 181 
Ghana 21.8 75.4 35.0 53.6 l.3.2 246 61 
Greece l2.3 ll6.7 60.0 104.4 47.7 849 388 
Guatemala 5.7 22.5 i5.o 16.8 9.3 295 163 
Haiti 7.3 5.3 ll.2 -2.0 3.9 -27 53 
Honduras 7.0 7.9 ll.2 0.9 4.2 l3 60 
India l48.0 305.6 Goo.o 157.6 452.0 106 305 
Indonesia 134.8 89.9 i65.o -44.9 30.2 -33 22 
Iran 289.7 96.4 70.0 -l93.3 -2i9. 7 -67 -76 
Iraq 54.7 56.0 15.04/ 1.3 -39-7 2 -73 
,Jordan 2.7 20.8 8.e-:- l8.l 5-3 670 l9G 
Korea 8.1 72.5 l8.8 64.4 io.7 795 l32 
Lebanon 3.3 64.1 6.8 I 60.8' 3.5 l,842 l06 
Libya 1.7 36-3 ll.~ 34.6 9.3 2,035 54·r 
Malaya 246~0 290.0 32.5~/ 44.o -213.5 18 -S7 
Mexico 6o.2 185.6 180.0 l.25.4 ll9.8 208 199 
Morocco 2.8 81.2 52.5 78.4 1~9. 7 2,800 1,775 
Nicaragua 3.4 12.9 ll.2 9.5 7.8 279 229 
Nigeria 15.8 80.0 50.0 64.2 34.2 406 216 
Pak..1.stan 143.0 142.1 150.0 -0.9 7.0 -1 5 
Panama 1.8 10.3 -5 8.5 -1.3 472 -72 
Paraguay 4.o 5.0 ll.2 1.0 7.2 25 J.80 
Peru u.o 42.2 32.5::/ 31.2 21.5 284 195 
Philippines 15.2 46.7 75.0 31.5 59.8 207 393 
Sa.udi Arabia 4.2 114.3 55.0 llO.l 50.8 2,621 1., 209 
Sudan 32.8 63.9 15.0 31.1 -17.8 95 -54 
Syria 28.2 9.2 15.0 -19.0 -l3~2 -67 -'4-7 
Th::lifand 24.8 175.7 45.0 150.9 20.2 Go8 81 
Turlisia 18.8 31-3 1s.t/ ]2.5 -0.5 66 -3 
Turkey 5i.3 85.9 86.o 3l•.6 34 .. 7 67 r;a 
Ur..1guo.y 60.3 82~8 30.0 22.5 -30.3 37 -50 
Venezuela 0 229.) l']O.o4/ 229.5 150~0 
Viet-Nam 34.7 6o.4 18.5- 25.7 -16.2 74 -47 
Yugoslavia 9.0 36-3 120.0 27.3 lll.O 303 l,233 

Total 2,101.6 3,439.5 3,203.3 1,337.9 1,101.7 64 52 

~/ As described on page 12 of text. 
E:,/ Alternative (A) measures amounts available as 1/3 of the country's gold and 

foreign exchange reserves as of mid-1962 plus 1/3 of its total tranche position in 
the Fund as of the same date. A country's total tranche position is the amount that 
it could draw, if its justification were sufficient, without increasing the Fund's 
holdings of its currency above 200 per cent of its quota. 

J/ Alternative (B) measures amounts available l ,y Fund quotas as of mid-1962, on 
tbe assumption that the member uses half its quota matched by an equal amount drawn 
from its own reserves. 

'!::_/ Quotas to be increased by annual instal.JEents, as follows: Ethiopia to $15 
million; Jordan to $ll.25 million; Libya to $15 million; MalayE;L to $37.5 million; 
Peru to $37,5 million; Tunisia to $22.5 million; and Viet-Nam to $22.5 million. 
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The object of this paper is to apply certain statistical tests and 
rr~easurements to the scheme for an "International Fund for Stabilization of 
Export Receipts" prepared by an Expert Group of the Organization of American 
States, -and to 136 alternative schemes arrived at by applying quantitative 
·or oualitative variations to one or more of the features of the OAS scheme 
and tnereby to contribute to a general understanding of the working of 
compensatory mechanisms. With the aid of an electronic computer, the schemes 
in q_ue~tion have been applied to the export movements of 48 primary producing 
countries over the period 1951-1961 inclusive. The results of the tests and 
measu~ements are presented in Table 1, and analyzed in subsequent Tables . 

Description of Tests and l•~easurements 

The principal test applied is a measure of the closeness of fit of 
export availabilities, under whatei.;er scheme is in questio11, to a t~rget 
l evel of such availabillties, as com~ared with the closeness of fit of Guch 
availabilities to the target lovel in the absence of any compensatory scheme. 
By "export availabilities 11 is meant the actual value of exports plus any 
borrowings permitted, less any repayments required , under the scheme. In 
tne absence of any scheme, availabilities will, of course, equal actual 
exports. The test is, in fact, a ratio of the standard pe1·centage deviation 
of actual from target export availabilities for all years and countries, to 
the standard percentage deviation of actual expo7rts from the saille target, 
and is described as a "target deviation ratio. 111 For any given country and 
year the five year moving average of the colmtry's exp~~ts, centered on the 
year in question , is ta£en as the "ideal export norm."£' The target l evel 
of export availabilities for that country and year is a fi.gure that lies 
between the actual exports and the ideal norm in such a way as to diverge 

1/ Since these standard deviations cannot be calculated for 1960 and 
1961, the deviation ratios shown at column 8 and 9 of Table 1 apply on]y 
to the nine years 1951 to 1959. 

y C • f. DM/ 62/ 20, p • 2 • 
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from actual exports by two thirds , and from the ideal norm by one third, 
of the difference between actual exports and the norm. ~he thought ~nder
lying this definition of target availabilities is t hat variations jn actual 
eYpor ts carry with them inevitably certain variations in the need, and 
effecth-e c.emand, for imports. For this reason, the degree of compencation 
aime6 at shou~d be only partlal. The target chosen for export availabil
ities represents an attempt to compensate two thirds of the deviations of 
actual exports from the ideal export norm. A fuller discussion of the con
si.derat~ons UJ derlyi ng the degree of compensation arrived at is given at 
Ar, pendb : A. 

Target; deviation r at.i..os based on a te.rget ~ompensation of two thirds 
are shown at column 8 of Tabl6 1. Column 9 of Table~ shows deviation 
ratio s with respect to a t arget level of export availabilities that coin
cides with the ideal nor J1 or five year moving average . These deviation 
ratios, based on a t arget compensation of 100 per cent, are shown merely 
for purposes of comparison with colurnn 8. 

It may be asked why the target level of availabilities for any year 
should be based on a five year moving average centered on that year . There 
is, of course, something arbitrary about any such norm . However, a centered 
f ive ·ye&r moving average provides as fair a version as can be found of what 
mos t people would regard as the medium-term trend of exports and effects a 
~easonable smoothing out of short-term fluctuations. The inclusion in the 
averagG of exports of years following, as well as bf those preceding, the 
year in quest5oh is the only way to ensure an approprlate equality of 
su~pluses and deficits with respect to the norm, which would appear. to be 
dcsirab::'..e if compensatory receipts based on deficits are to be balanced by 
compensatory repaym8nts based on surpluses . The inclusion of five rather 
than any other number of years in the average thus centered appears to bring 
about an approximate balance of deficits and surpluses within the sort of 
pcriod--three to f i ve years--that might be considered appropriate for the 
purpose of compensatory lending. 

The degree of approximation of actual to target export availabilities 
does not, however, supply a fully satisfactory criterion of thP- excellence 
of a compensation scheme. As is pointed out below, movements ~n all the 
norms t bat are in practice availabl.e for the purpose of defining compen3able 
export deviations, based as they necessarily are on formulae relating to 
past ann present years> exports only, tend to lag behind the movements in the 
ideal norm. For thi s reason, movements in actual availabilities under the 
various schemes also teGd to lag behind movements in target availabilities . 
Changes in the schemes whereby availabilities are made to conform more 
closely to the timing of target availabilities well beyond a certain point 
involve some diminution in the smoothness o.f the actual availabilities . A 
certain degree of smoothing out of availabilities, however, is part of what 
is sought in a compensation scheme. ~herefore in column 11 of Table 1 a 
measure of the "smoothness" of availabilities, relative to the need for 
avallabilitias, has been supplied to provide an auxiliary , though subordinate , 
criterion of excellence to that provided by the target deviation ratio. 
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This "smoothness ratio," as the measure in question niight be called, con
sists in the standard percentage deviation ·of actual -availabilities from a 
centered five year moving .a.verage of· -availabilities .· ( corrected for the_. . 
deviation of the target availabilities from ·the ideal norm), div~ded °t:?Y .. the 
standard percentage o.eviation of exports from the ideal norm ( similar:\.Y :. 
corrected) Jj 

In addition to these tests of closeness of fitJdata are presented in 
column 12 of Table 1 showing the maximum total indebtedness of borrowing 
countries in the aggregate outstanding at the end of any year from 1951 to 
1961 under the various schemes. Since the maxima in 1953 or 1954 reflect 
the rather abnormal · conditions prevailing in the early years of the period-~-. 
when exports were falling after the post-Kore·an boom..:.-·and sfnce by these 
dates the repayment features of some of the ·schemes had_ not yet had- time to 
exercise their effect on total indebtedness, data are also given in column 13_ 
regarding the amount of total indebtedness outstanding under each scheme at 
the end of 1958, a year when indebtedness under most schemes was at "its 
second highest level, and under some schemes at its highest level. 

'J:,/ The formula for the ; smoothness ratio is as follows: 

-~ (a - m )2 
E ~ . . r 

n 
r=l - r -

s (xr - mr '\ 2 
E \ n ) 
r=l \. r / 

where 9: represents the deviation of availabilities from the centered five 0 

year moving average of availabilities, x the deviation of exports from the 
centered five --year moving average of exports, m the c;leviation of target 
availabil~ties (bas~d on a target compensation of two thirds) from the ideal . 
eX!)ort norm, n ·the ide~l export norm, r the country-year in question, and 
s the number of countries times the t\;.tlber of years included in the calcula
tion. Since~ cannot be calculated for 1951 or 1952, the smoothness ratios 
shown at column ll of Table 1 apply only to the seven years 1953 to 1959. 
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Nature of the ~effies Examined 

All the schemes examined are based on the OAS proposal for an Inter
national Fund for Stabilization of Export Receipts, in the sense · that each 
scheme shares all features of the OAS proposal other than those explicitly 
mentioned in Table l; with respect to the latter it may or may not differ 
from that proposal. It is assumed that the reader ¾9 familiar wi th the OAS 
proposal, which appears as Scheme No. 1 in Table 1.1' 

Three features of the OAS Scheme have been subjected to vari ation; 

(a) the weights assigned to the current and previous years in deter
mining the current year's export norm, deviations from which on t he part of 
actual current exports define the entitlement of each Category A country to 
borro~ 1from, or its obligation to repay indebtedness to, the Stabilization 
Fund -0' · 

' 
(b) the proportion which each country's maximum permitted cumulative 

indebtedness under the scheme bears to the amount of its average exports 
over the three preceding years, and 

(c) the provisions governing the repayment of indebtedness under the 
scheme. 

As regards (a), the OAS Scheme calculates the (practical) export norm 
for any year as an arithmetic mean of actual exports in the three preceding 
years. Alternative assumptions are made in Table 1, under which the present 
year is introduced into the norm and given a weight of one third , 45 per cent, 
50 per cent, 55 per cent, 60 per cent~ 65 per cent, 70 per cent and 75 per 
cent, respectively, the first and second preceding years being gi ven equal 
or approximately equal weights (which necessarily decline as the weight gi ven 
to the current year increases). It will be observed that the we i ghts in all 
cases sum to 100 per cent. This is not a necessary feature of the weighting 
system. Indeed, a very slightly closer approximation to target availabilities 
might have been obtained had the weights been allowed to sum to 101 per cent 
so as to allow for the general upward trend in export receipts over the period 
in question. It was found, however, that this improvement in fi t was obtained 
at the cost of a disproportionately large increase in the maximum outstanding 
indebtedness, resulting from the increased entitlement to borrow combined with 
the diminished obligation. to repay, and it was decided to discard schemes 
involving weights exceeding 100 per cent. 

1/ Report on Heetings and Proposals of Group of Experts of the Organiza
tion of American States on the Stabilization of Export Receipts, SM/62/33. 

Y Such "practical" export norms, used in the actual operation of the com
pensation schemes, are to be distinguished frorri. the "ideal 11 norm (e.g., in 
the form of a five year moving average centered on the current year) on which 
is based the "target" in terms of which the schemes are evaluated. 
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_In _general, it has been .assumed that borrowings and repayments, 
insofar as they are automatic, and subject to the limits imposed, consti
tute two thirds of any shortfalls or ·excesses of actual exports as compared 
with the export norm as determined by the various weighting systems men
tioned above. In other words, the compensation ratio applicable to devia
tions from the "practical" norm has been kept at two thirds as in the 
original OA3 Scheme. so ·long as the compensation ratio apnlies equally to 
surpluses and deficits there is no point in varying it experimentally, since 
the effects of a change in the compensation ratio are exactly the same as 
those of a change in the weight assigned to the current year, as compared 
with other years, in the determination of the export norm. Thus it makes no 
difference to either borrowings or repayments whether the weights assigned 
to the present and two preceding years' exports in the formula determining 
the practical export norm are O, 40 per cent and 60 per cent with a compensa
tion ratio of 40 per cent, or if the weights are 50 per cent, 20 per cent 
and 30 per cent with a compensation ratio of 80 per cent or if the weights 
are 60 per ce~7, 16 per cent and 24 per cent, with a compensation ratio of 
100 per cent.1' The higher the compensation ratio the higher must be the 
weight assigned to the current year in the determination of the practical 
norm. 

In some ways it might be more elegant to assume a compensation ratio 
of 100 per cent in all schemes and adjust the weight in the current year 
accordingly, or to assume a zero weight on the current year's exports in all 
schemes and adjust the compensation ratio accordingly. However, to assume a 
two thirds compensation ratio has the advantage not only of facilitating 
comparison with the OAS Scheme, which had such : a ratio, but also of corre
sponding to the target degree of compensation of two thirds (with respect to 
deviations from the ideal norm) that is implicit in the definition of the 
target level of availabilities. Roughly speaking, we may say that the par
tial compensation with respect to export deviations from the practical norm 
provided in the compensation ratio reflects the partial compensation with 
respect to deviations from the ideal norm aimed at in the target availabili
ties, while the weight assigned to the current year in the practical norm 
affects the extent to which the latter approximates the ideal norm. 

In certain schemes, while the borrowing ratio has been kept at two 
thirds, the repayment ratio has been assumed to be 100 per cent. 

1/ Hore generally, it makes no difference to either borrowings or repay
ments whether there are weights on the present and two preceding years of a, 
b, and c, respectively, with a compensation ratio of x, or .weights of x(a-1) + 
1, xb, and xc respectively, with a compensation ratio of unity, or, again, 

b . . .. .. 
weights of zero ' --' and_£_ rcinective1 ~r - with a com~ensation ratio of ' 1-a 1-a· .L .._.,' :l:' 

x(l-a). 
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As regards (b), the limit of the clilllulative indebtedness beyond which 
a country is not permitted to contract new indebtedness under the OAS 
0cheme is 20 per cent of average exports over the preceding three years. 
One set of alternative scheme has also been examined under which the limit 
is one third of such average exports and another in which there is no limit. 

As regards (c), six alternative repayment systems have been considered: 

(1) R. 3 . 1 i s based on an interpretation of the Articles of Agree-
ment of the International Fund for 3tabilization of Export Receipts (the 
OAS Scheme). All borrowings are assurried to take place (in the form of 
interim credits) in the calendar year for which the borrowing entitlements 
accrue. Automatic repayments on stabilization credits are likewise assumed 
to take place--or are treated as if they took place--in the calendar year 
for which the repayment obligation accrues, the earliest stabilization 
credits being repaid first. Such part of any stabilization credit as remains 
unpaid in the first and second calendar year following the year in which the 
borrowing took place, is assumed to be converted into a deferred credit in 
the course of the third calendar year, and in that year no repayment, auto
matic or otherwise, takes place with respect to those credits, though if 
there have been later stabilization credits any automatic repayment obliga
tions will be applied to them. Deferred credits are repaid in two equal 
installments occurring in the fourth and fifth calendar years after the orig
nal borrowing. 

(2) R.S. 2 i s the same as R.S. 1, except that stabilization credits 
are not converted into deferred credits until the end of the third calendar 
year following the year in which and with respect to which the borrowing 
took place. Automatic repayment obligations are applied to the repayment of 
outstanding credit s in the third, as well as the first and second calendar 
years following the year of borrowing, and only what remains unpaid at the 
end of the third calendar year is repaid in installments in the fourth and 
fifth years. (Thi s is thought to be what the authors of the OAS plan 
intended to achieve.) Total repayment in any year then equals the total 
amount of any five year old (deferred) credits outstanding, plus half the 
aruount of any four year old (deferred) credits outstanding plus either the 
maximum automatic repayment obligation (two thirds of the export excess) 
QI the total amount of stabilization credits outstanding, whichever is the 
less. 

(3) R. S. 3 is the same as R. S. 2, except that automatic repayment 
obligations are applied, in the .first instance, to the repayment of any four 
year old (deferred) credits before being applied to the repayment of any 
subsequent (stabilization) credits. Compulsory repayments are made on any 
five year old (deferred) . credits and also any four year old (deferred) credits 
to the extent that less than one half of the latter has been repaid out of 
automatic repayments. Total repayments in any year will equal total outstand
ing five year old deferred credits, plus an amount that equals the maximum 
automatic repayment obligation, save that it may not fall short of half the 
amount of four year old deferred credits outstanding nor exceed the total 
amount of credit outstandi ng of a maturity of four years or less. 

• • 
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(4) R.3. 4 is the same as R. 0 . 2, except that stab~lization credits 
are not converted into deferred credits until the end of the fourth calendar 
year following the year of borrowing, and that the anounts so converted are 
repaid in two equal installments in the fifth and sixth years. The amount 
~epaid in any year will then be all of any six year ·old credi ts, half of any 
five year old credits and an amount equal to either the maximum automatlc 
repayment obl.Igation QI the total stabilization credits outstanding (four 
years old or less) whichever is the less. 

(5) R.S . 5 is an entirely automatic system of repayment without any 
compulsory repayments. But while borrowing entitlements amount to only two 
thirds of any export shortfalls, repayment obligations amount to 100 per 
cent of any expo~t excesses. Repayments are applied to outstanding credlts 
in the order in which they were contracted. 

( 6) R. ~ . 6 is the same as R. S. 5, except that repayment obligations 
amount to only two thirds of any &xport excesses. 

Evaluation of ~chemes 

The results presented in Table 1 and subsequent Tables relate to the 
performance of the various schemes considered , for all countries taken 
together or in the average country. This synoptic view enables us to reach 
broad conclusions regarding the effects of varying certain features of the 
compensatory arrangements thovgh a close appraisal of the schemes would call 
for an examination of the results country by country. The following appear 
to be the main conclusions to be drawn from the Tables. 

(1) The extent to which any of the schemes brlng ex9ort availabili
ties closer to target is limited. This would be true even if the target had 
aimed at a 100 per cent compensation, rather than a two thirds compensation, 
of deviations from the ideal norm: the deviation ratios with respect to the 
two targets are indeed rather similar in order of magnitude. Some of the 
variants examined have deviation ratios in excess of unity, showing that 
availabilities under these schemes deviate from target more than do actual 
exports, i.e., more than availabilities in the absence of any scheme whatso
ever. The devjation ratio of the OAS Scheme as drafted (Scheme No . 1) is as 
high as .92 and the lowest deviation ratio for any scheme is no lower than 
.77. This implies that only 23 per cent of the deviations of actual exports 
from target availabilities would be cut out by the scheme in question 
(Scheme Ifoo 132). These figures, however, may give too negative an impression. 
It should be borne ln mind that none of the schemes purport to do anything · 
to improve export availabilities during years where there are neither automatic 
borrowing entitlements nor repayment obligations--e. g ., in years of generally 
r~sing exports prior to any shortfalls. Roughly , 40 per cent of all country
years fall in this category. A deviation ratio corrected for this factor can 
be roughly estimated by taking one and two thirds of the deviation ratio as 
given in the Table and subtracting two thirds. The corrected deviation ratio 
for the OAS Scheme would then amount to . 86 and that for the scheme with the 
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lowe$t ratio would be . 62 (implying that, in those years for which the 
schemes affect the J.ev8l of avaHabilities at all, some 38 per cent of 
deviutions from target are eliminated). 

(2) All the schemes examined 8nhance the smoothness of export avail
abilities. This follcws frcn the fact that all the smoothness ratios are 
below unity. The smoothness rat~os vary from almost .87 in the OAS Scheme 
as drafted (Scheme No . l) to .66 (Scheme :Jo . ]29) . In tl1e latter case, 
deviations in availabilities from their own moving averagA are reduced by 
one third. for all coun-~ry-years, i.A., by more than one half for those 
country-years for which the schemes affect the level of availabilities at 
all. 

(3) The schemes ex~mined vary considerably with resnect to the maximum 
total indebtedness involved, from )2,770 million in the case of Scheme No . 129 
to .~590 million in the r,ase of S8heme No . 92 . A similar range between the 
different schemes is found with respect to the 1958 peak of indebtedness . 
There is no clear inverse correlation, as one might at first sight e:>..l)ect, 
between the expensiveness of a scheme and the extent to which it achieves a 
close approximation to target. On the contrary , by and large, the more 
expensive schemes are further from target tha~1 the less expensive . It will 
be possible to get a closer insight into this relationship after the effects 
of va~ying specific features of the schemes have been examined . As has 
alrAady been observed, the maxiDum level of indebtedness occurs in most schemes 
in 1953 o~ 1954, b'3cause of the heavy borrowing in 1952 and 1953 . In these 
schemes, there is 3. S8cond.ary peak j_n 1958. In some schemes, however, the 
1958 peak is the absolute maximum. 

(4) Perhaps the most striking of the conclusions which emerge from 
a perusal of Table 1 is the extent to which the inclusion of a weight for 
the current year in the formula determining the practical export norm, and 
the raising of that weight, not only reduce the voJ.ume of outstanding in
debtedr1ess occasioned by the scheme, but also, up to a point, improve the 
fit of actual to ta:-get availabi.lities. It is noteworthy that these effects 
appear whatever the degree of limitation on each country's cumulative indebt
edness and whatever the repayment system adopted, though as can be seen from 
Table 2, they are more pronounced where the limits on indebtedness are wide 
than where they are narrow . There i s, of course, some weight for the current 
year's expnrts that permits the closest approximation of actual to target 
availabilities . (If the weight on the current year were to rise to 100 per 
cent there would, in effect, be no compensation at all and the deviation 
ratio would rise to unity . ) The level of this weight can only be determined 
by trial and error; it depends to some extent on the other features of the 
scheme . It appears to be higher for schemes with low debt limits and com
pulsory repayments than for schemes without such limits and such repayments. 
,faturally, too, it is higher the nearer target availabilities are to actual 
exports, e.g . , higher for our target that seeks to compensate two thirds of 
export deviations from the ideal norm, than it would for a target incorporat
ing the aim of 100 per cent compensation . In almost all cases, however, the 
weight for the current year's export that gives the closest approximation of 
actual to tareet availabilities ls to be found within the range from 50 per 
cent to 75 per cent. ~hen it is borne in mind that after the practical norm 
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has been determined only t·uo-thirds of any deviations are . subject to . 
compensation it vlill. be clear that, in the schemes that best approximate 
target availabilities, actual availabilities will fluctuate to a very 
considerable e~ent with exports. In such schemes the peak level of 
total indebtedness is generally less than $1,200 million. 

The reason why "optimal" weights for current exports are so -large 
is partly because, as was sho'Wfi in a previous paper,'];/ a considerable 
weight in any formula for determining a practical norm on the basis of 
past and current data only has to be given to the current year's exports 
if that norm is to approximate as closely as possible a moving average 
centered on the current year, and partly because, for schemes that involve 
debt limit~ _and compulsory repayments, any addition to the weight on ·the 
current year ·'reduces the importance of :these restrictive factors, and 
the irregularities in the flow of -~xpp:r;_t availabilities to which they 
give rise. Thus, for example, a high, ,~eight on the current year, by 
reducing the amount of compensation paid during a year of shortfall, may 
reduce the compulsory repayments that wi;J.J. be necessary four or five years 
later, which may also be years ·of _short':f~ll, or may make it possible to 
compensate later severe shortfalls -~hat would otherwise have had to remain 
uncompensated owing to the operation of the limit. Broadly speaking a 
50 per cent weight on the current year is necessary to make the practical 
norm a good predictor of the ideal norm; higher weights are rendered 
desirable onl~ by the need to mitigate the consequences of the limit and 
compulsory repayments. 

The circumstance that the deviation ratio is more sensitive to changes 
in the weight assigned to the current year when debt limits are low than 
when they are high or non-existent is associaied with the fact, discussed 
below, that such limits tend to improve the fit when the weight on the 
current year is low and to worsen it when that weight is high. 

(5) The effect of the weighting system on smoothness of availabilities. 
is different from its effect on ~he closeness of availabilit'ies _to target. _ 
Broadly speaking, among schemes that are without limits on indebtedness 
or compulsory repayments the smoothness of availabilities will be the higher 
the greater the number of years' exports entering into the formula for the 

1/ DM/62/20, "A Comparison of Formulae for Determining Export Norms," 
by J. Marcus Fleming, R.R. Rhomberg and Lorette Boissonneault. 
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practical norm and the more equal the weights assigned to these years,'J:./ 
Among schemes that involve both limits and compulsory repayments, however, 
those resulting in the smoothest trend of availabilities have fairly 
high weights (one third or one half) on the current year--though not so 
high as the weights of the schemes that show the best fit of availabilities 
with respect to target. The effect, therefore, of introducing smoothness 
as an auxiliary criterion of the relative excellence of schemes will be 
slightly--but only slightly--to reduce the optimal weight attached to the 
ex:ports of the current year in the determination of the practical norm, 
as compared with what it would have been on the criterion of closeness 
to target alone. 

(6) Repayment systems have been arranged in Table l in order of 
diminishing reliance on compulsory repayments and increasing reliance on 
automatic repayments. Broadly speaking, it can be said that the greater 
the reliance on automatic and the less on compulsory repayments the more 
closely will actual availabilities approximate to target availabilities 
(and the greater will be the smoothness .of the availe.bilities) but the 
larger also will be the maximum levels of aggregate inqebtedness and 
hence the amount of resources required.by the scheme__g/ The data shown 
in column 8 of Table 1, on the one hand, and column 12 on the other, 

· understate the influence that variations in the automaticity of the re
payment system are likely to exercise in the longer run on the deviation 
rat~o and on the maximum aggregate indebtedness, respectively. The in
fluenc~ on the deviation ratio is understated because for the first four 
years of the nine year period under examination no deferred payments 
could occur under any of the repayment systems and therefore no difference 
could appear in the availabilities arising under the different repayments 
systems with the exception of R.S. 5 (where automatic repayments rur.ount , 
to lOO per cent of export excesses, as compared with 66 per cent in other 
schemes). For this reason column 10 has been added to the table showing 
the average deviation ratios under the various schemes for the years 
1955-59 only,though the shortness of the period makes for some irregularity 

~/ It is not clear why the smoothness of avaiia.bilities under scheme 129 
is greater than under scheme 130. One would have expected approximate 
equality in the smoothness ratios in the two cases. 

2/ From column 12 of Table 1 R. s. appears to involve lower aggregate 
ind-;;btedness than R.S. 4. This, however, is. because of the atypical 
character of maxima occurring in 1953 and 1954 which took place too early 
in the period to be affected by compulsory repayments under arry scheme. 
In 1958, the year of the secondary maximum under both schemes, R.s.· 5 
involves higher aggregate indebtedness than does R.S. 4. 



ll .:. ·. 

in the results. The influence of repayment systems on the ma~imurn amount 
of outstanding indebtedness has liltewise been understated because for 
many of the schemes the maximum indebtedness occurs in the year 1954, 
at a time when--except for R.S. 5--the influence of the differences 
between the repayment systems had not yet come into play. A sounder 
idea of the importance of this influence can be obtained by noting the 
difference that a change in the repayment system makes not to the high~st 
aggregate level of indebtedness but to the level of indebtedness in 1958 
which for some schemes is the highest and for others the second highest . 

As can be seen from Table 3 the influence of the degree of automatism 
of the repayment system both on the fit of actual to target availabtliti es 
and on the level of aggregate indebtedness will be the greater the wider 
are the c-euntry debt limits, and--where debt limits are wide or non
existentl./--the less is the weight assigned to the current year ' s exports 
in the determination of the ex:port norm. Both wide limits and low weights 
on the current year tend to increase the amounts borrowed and the amounts 
due for repayment, and thus give the repayment mechanism greater scope 
to exercise its ·influence on aggregate indebtedness. Inasmuch as automatism 
tends to improve the fit of availabilities it is natural that whatever 
gives automatism a greater quantitative effect on repayments will also 
enhance its beneficial effect on the fit. 

(7) The ·widening, or removal, of the limits on the indebtednes"S of 
individual countries always has the effect of increasing the aggregate 
amount of indebtedness contracted at peak years (Table 4B) . This effect 
is much more important when the weight assigned to the current year's 
exports in the definition of the practical norm is low than when it is 
high, since a high weight on the current year itself tends to keep the 
indebtedness of individuaJ_ countries from attaining the limits . The effect 
of widening the limits is also more important when repayment is on a more 
automatic than when it is on a less automatic basis. 

The effect of varying the limits on the fit of actual to target avail
abilities cannot be expressed so simply (Table 4A). When the weight 
assigned to the current year's exports in the determination of the practical 
norm is high (45 per cent and upwards) a widening of the limits tends to 
improve the fitg Hhen no weight at all is assigned to the current year ' s 
exports, a widening of the limits markedly worsens the fit, to the point 
at which availabilities diverge more from the target than do unadjusted 
exports . ~·Jhere a weight of one third is assigned to current year's exports 

}:/ Where debt limits are narrow the influence exercised by the weight
ing of the present year on the effectiveness of automaticity is not uniform. 
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the influence of the limits is doubtful. A complete removal of all limits 
produces a better fit than either a 20 per cent or a 33 per cent limit but 
an exDansion of the limit f rom 20 per cent to one third will be clearly 
beneficial only where the repayment system is entirely automatic. The 
conclusion is that, when current year's exports receive a low weight the 
norm is so distorted that it is better, as well as cheaper, to have a 
limit on each country's indebtedness. 

This con~lusion is slightly modified when account is taken of the 
effect on smooth.t.~ess of availabilitiesG Expansion of the debt limit fairly 
generally tends to increase smoothness; but even here, for schemes on which 
the current years exports receive a zero weight in the def::.r:i tion of the 
practical norm a widening of the limit from 20 per cent to c1e t h ird tends 
rather to reduce than to increase smoothness. 

(8) It would seem of interest to extract from the set of 137 schemes, 
a short list of schemes which give the 11best" results ( in e. sense to be 
defined) for a given "cost" or, to put the same thing i n a:i:io~her way, 
have the lowest cost for a given degree of "excellence." 

In this paper we have used two criteria of excellence a measure of 
closeness of fit to target availabilities (the deviation ratio) and a 
measure of smoothness of availabilities (the smoothness ratio). We have 
also two measures of cost, the maximum indebtedness outstanding at any 
time from 1951 to 1961, and the indebtedness outstanding at end-1958. 
For the purpose of compiling the short list of schemes a composite 
criterion of excellence bas been calculated in which the deviation ratio 
is given twice the weight of the smoothness ratio, and a composite measure 
of' cost in which maximum indebtedness and end-1958 indebtedness are given 
equal weights. 

All schemes other than those included above the line in Table A 
are, by these composite criteria, both "inferior" to and "more expensive" 
than at least one of the schemes included in the list. 
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Table A 

Height on 
No. of Deviation Smoothness Maximum 1958 Iridebt- Repay- Current Yrs. 
Scheme Ratio Ratio Indebtedness edness ment Limit Exports 

132 .772 .706 1460 . 1460 RS 6 None 50 
133 .773 .723 1310 1310 RS 6 None 55 
134 .777 .741 ll.70 1170 RS 6 None 60 
106 .795 .726 ll20 1080 RS 5 None 55 
107 .794 .739 1000 960 RS 5 None 60 

80 .799 .756 1040 890 RS 4 ·None 60 
108 .802 .759 870 840 RS 5 None 65 _ 

81 .808 .778 910 780 RS 4 None 65 
109 .813 .781 750 720 RS -5 None 70 

82 .820 .Boo 780 670 RS 4 None 70 
100 .834 .8ll 620 600 RS 5 1/3 70 

28 .833 .805 780 530 RS 2 None 70 
101& 110 .834 .8ll 620 600 RS 5 l/3=None 75 · 

74 .836 .828 650 550 RS 4 1/3 75 
20 .851 .833 650 440 RS 2 1/3 75 
ll .876 .859 610 440 RS 2 20% 75 

Scheme 
No. 1 
(OAS) .923 .868 1360 1310 RS 1 20% 0 

All the schenes listed above the line show a closer approxir:.o.tion 
to the target, as well as a greater srr.oothnesG (in relation to need), 
than OAS Scher~e No. 1, and all but the ''best" scheme (No. 132) cost less, 
than the OAS Scheme No. 1. All the listed schemes attach a high--usually 
a very high weight--to the current year's exports in defining the practical 
export norm, and those which show a relatively close fit of availabilities 
to target, and great smoothness have wide or no debt limits. Those show
ing the best fit have neither debt limits nor compulsory or special re
payments. 

If schemes without debt limits and with repayment system 6 were ex
cluded from consideration the top ten schemes and the twelfth scheme, 
would disappear from the list; and there would be no additions. - Scheme 
No. 100 ia the best ·of all the schemes with limits and with repayment 
systems other than R.S. 6. 



No. of 
Scheme 

96 
·69 
87 
60 
33 
6 

Scheme 
No. 1 
(OAS) 
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If, in addit ion to schemes without debt limits -and schemes with 
repayment system 6, all schemes with weights on the current year's 
exports exceeding 50 per cent were excluded from consideration we would 
have a completely different short list of schemes as shown in Table B. 

Table B 

· Weight on 
Deviation Smoothness Maximum 1958 Indebt- Repay- Current Yrs. 

Ratio Ratio Indebtedness edness ment Limit Exports 

.848 .775 1170 1160 RS 5 1/3 50 

.857 .787 1220 1090 RS 4 1/3 50 

.868 .791 1040 1030 RS 5 20% 50 

.876 .794 1080 980 RS 4 20°/o 50 

.884 .802 1080 840 RS 3 20% 50 

.885 .799 1080 Boo RS 2 20% 50 

.868 1310 RS l 0 

The schemes appearing above the line on this list all give the highest 
"permissible" weight, viz.\ 50 per cent, to the current year's exports; and 
they are all closer to target, smoother (in relation to need), and cheaper 
than the OAS Scheme No. l. 
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Appendix A 

The objective of a compensatory financing scheme is to supply partici
pating countries with additional foreign exchange resources at times of 
falling export receipts in order to make it unnecessary for them to restrict 
imports and other foreign payments to_ the level of current foreign exchange 
earnings. This, however, d?eS not mea~ that the compensatio~ should equai : 
the full air.cunt of the reduction i~ exp?rts, since imports of goods and 
services will themselves tend to ·decline as a result of the fall _in exports. 
Similarly, countries should not be required to repay past credits under the 
scheme to the full extent of a rise in exports, since part of the additional 
foreign exchange earnings will be absorbed by the expansion of imports which 
are induced by the increase in exports. 

The purpose of this appendix is to assess the extent to which foreign 
exchange payments would tend to fluctuate with fluctuations in exports as a 
result of the normal economic mechanism of underdeveloped countries and, 
consequently, the extent tn which these countries would be able to absorb 
available resources for compensatory financing of export fluctuations when 
exports decline~ and to repay lo~ns contracted for this purpose when exports 
recover, without drastic changes in their economic and {inancial organiza
tion. 

The table attached to this appendix brings together a certain number 
of ratios from which, in the last column, an estimate is made of the ratio 
of· the change in foreign expendi tu.re (M ', the prime used to indicate -a ·.:. ·.: 

concept wider than imports alone) to the change in exports (x) which is 
considered to be the autonomous variable. With the help of these figures 
a judgment is made as to the time pattern of foreign expenditure induced 
by export fluctuations. 

Exports affect foreign expenditure in the first place through the 
remission abroad of profits of the export industry, in particular where 
this industry is conducted by foreign companies. A related . item in the-' 
case of foreign oil companies are royali ties paid aborad. The ratio• ··of· 
investment income paid abroad to exports (x) is shown in column (5). 

p 
This ratio runs as high as about ·40 per c~nt for some oil countries .and . 
is in the order of 15 to 20 per cent for a number of other countrie.s .l/ . -

~/ The figures used for investment income paid abroad represent the total 
of this balance of payments entry and may for a few countr:ie s incluq.e 
significant out payments of interests or profits of nonexport industries .• 
This is probably most important for countries such as Australia and South 
Africa. 
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A second 11cut" is taken out of export income by government taxation 
levied directly on exports. The ratio of these taxes to exports is in
dicated as t in column (4). The tax figures for this have been derived 

X 

from the detailed government receipts information provided in the UN 
Statistical Yearbook. The ratio is quite large for oil producing countries 
but also for a number of other countries, in particular the underdeveloped 
countries of the Commonweal.th. Since in some countries corporate or other 
income taxes are levied almost entirely on the export industry, the pro
ceeds of these taxes have been included in the figure for truces on exports 
alternatively (a) to the extent of one half, or (b) in full. 

The balance of the original export value represents private domestic 
income from exports and this is spent and respent, except insofar as it 
"leak_s out" by way of taxation, imports, or private saving. 

An estimate of the ratio (t) of truces (other than taxes on exports) 
y 

to income is shown in column (3). In the further use of this ratio it is 
assumed that all nonexport taxes fluctuate proportionately to income, which 
is probably an overestimation of their degree of flexibility. 

The ratio of imports to income (m) is shown in column (2). The 
figure used here is the average propensity to import, limited to goods. 
Allowance has not been made for the imports of services and for any 
difference between. the marginal and the average propensity to import. 
The former adjustment would certainly', and the latter probably, raise 
the ratio computed in column (6). 

No data are available on the response of private saving and private 
investment to changes in income. The calculation in column (6) has been 
made on the assumption that the private marginal propensity to spend 
(1-s) in the countries concerned equals unity. An alternative calculation 
in column (7) is. based on the assumption that the private marginal pro
pensity to spend equals 0.95, a figure which would almost certainly be a 
low estimate for most underdeveloped countries.1/ 

As far as the government is concerned, however, the assumption has 
been made that its marginal propensity to spend in the short run equals 
zero, i.e., that declines in tax receipts lead to equal government deficits 
and increases in tax receipts to equal surpluses. It may be assumed that 
governments would like to operate at least to this extent in a compensatory 

lJ For some evidence on this see J. J. Polak, An International Economic 
System, University of Chicago Press, 1953. 
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manner, although they may in fact in many cases not have been financially 
able to follow such a policy. The assumption l:,/ does not, however, repre
sent the maximum degree of stabilization that the government couJ.d practice. 
The government might raise government expenditures (or lower its rate of 
taxation) when exports and incomes decline and contract expenditure (or 
raise tax rates) when exports and incomes rise. Few underdeveloped 
countries, however, dispose of the institutional arrangements that would 
permit them to do this (and indeed many developed countries have found it 
difficult in practice to follow a policy of this nature) except where they 
run commodity schemes of their export products in such a manner as to achieve 
these additional compensatory effects. 

Applying the assumptions made above we come to the computed effect in 
column (6) along the following lines. The initial impact on private 
domestic income of a change in exports will be equal to the amount of the 
export change multiplied by the coefficient (1-x -t ). Allowing then for 

p X 

the leak through imports and "income" taxes, this sum will give rise, 
according to standard multiplier theory, to a total effect on imports 

m 
equal to t + tilnes the original impact and a total effect on nonexport 

m+ s 
y t 

taxes equal to ty times the original impact. m+ +s 
y 

Adding in also the direct impact on foreign expenditures of profits 
remitted abroad the total effect of a change in exports on foreign expendi
ture is as follows: 

m(l - x - t ) 
= p X + X • 

m + t + s p 
y 

It will be seen from column (6) that the ratios are narrowly con
centrated, with ·40 per cent falling in the range of .50 to .59. Perhaps 
most surprising is the fact that the oil countries do not typically fall 
outside of this range. This is attributable to the fact that the oil 
countries do not only remit large profits abroad, but also have a much 
higher ratio of export taxes levied than do other countries; the effects 
of these two unusually high ratios approximately cancel out in the resuJ.t. 

~/ A second assumption about government policy is implicit in the computa
tion shown in the attached table. It is assumed that the monetary authorities 
keep the quantity of money in circulation constant by offsetting the effect 
of fluctuations in "availabilities" on the money supply through variations 
in central bank credit. 
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The alternative computation in column (7) assumes a marginal pro
pensity to spend of 0.95 rather than of unity. Recomputation of the 
figures in column (6) with this allowance yields corrected ratios that 
are typically about .05 lower. The difference approaches .10 for a few 
countries; but two of these, India and Pakistan, are clearly countries 
·where the private marginal propensity to spend is likely to be higher 
than .95. 

The ratios in columns (6) or (7) show the changes in imports between 
an initial equilibrium situation and the final equilibrium which is re
established eventually after a change in exports. During the year in which 
the change in exports occurs the induced change in imports would be much 
smaller. Moreover, since imports adjust with a lag to an equilibrium level 
which itself fluctuatE>s with exports, the adjustment will always remain 
incomplete. Using the average ratios of imports to incoree, of export 
taxes to exports, etc. for all countries listed in the Appendix table, 
and assuming that i mports and income tax collections lag three months be
hind the receipt of income, one can determine the time pattern of imports 
produced by a regul ar cyclical movement of exports. Export cycles with a 
duration of three to four years result in import fluctuations whose ampli
tude is approximately one third of the amplitude of the underlying export 
fluctuations. 

It is obviousl y impracticable to tailor the provisions of an inter
national compensatory scheme to the precise time pattern with which each 
country's imports react to changes in its exports. The data given in this 
Appendix, neverthel ess, suggest that for many priw.ary producing countries 
foreign expenditures fluctuate on the average by as much as one third of 
the fluctuations of exports, even in the absence of variations in exchange 
control measures. This conclusion, it must be remembered, is based on the 
assumption that government expenditures and the money supply remain roughly 
constant in the face of export fluctuations. If govermnent expenditure·s . 
were to vary with the changes in tax collections that are induced by 
variations in exports, or if a similar influence of exports on domestic 
economic activity were allowed to occur thm ugh induced changes in the 
money supply, the effect of export changes ~n imports would be more pro
nounced and the scope for compensatory export financing would be corres
pondingly reduced. On the other hand, if domestic financial policies were 
to offset part of the impact of· export chatiges on economic activity and thus 
on imports, international compensatory action could be more extensive. For 
reasons given earlier it would seem, however, that unless countries are in 
a position to revamp their internal financial system in the direction of much 
greater offsetting of the domestic effects of export fluctuations, they 
would not be able to use safely a compensatory scheme· that finances more 
than two thirds of the short-term fluctuations in their exports. 
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Ratios Rel.evant to the Computation of Export Fl.uctuations 
(Figures for 1959 or nearest year available) 

General 
~~axes 

Export 
Taxes 
Exports 

Investment 
Income 

Paid Abroad 
Exports 

Computation Al.ternative 
Country Imports 

Income 
m 

M-1' Computation 

(1) 
Argentina 
Austral.ia 
Burma 
Ceylon a) 

b) 
Chile a) 

b) 
Colombia 
Costa Rica 
Ecuador 
El Sal.vador 
Ghana a) 

Greece 
Guatemala 
Honduras 
India 
Israel 

b) 

Malaya a) 
b) 

Mexico 
New Zealand 
Pakistan 
Peru a) 

b) 
Portugal. 
South Africa 
Spain 
Sudan 
Thailand 
Venezuela 

(2) 
.15 
.17 
.23 
.37 
.37 
.ll 
.ll 
.15 
.30 
.13 
.20 
.22 
.22 
.22 
.21 
.19 
.07 
.25 
.41 
.41 

- ---I ncome 
t 
y 

( 3) 
.ll 
.24 
.20 
.14 
.12 
.15 
.12 
.u 
.15 
.12 
.ll 
.07 
.. 07 
.19 
.14 
.10 
.07 
.30 
.16 
.14 
.08 
.30 
012 
.15 
.10 
.15 
.17 
.14 
.u 
.12 

t 
X 

( 4) 
0 
0 

.02 

.25 

.31 

.17 

.34 
0 

.03 

.o4 

.09 

.30 

.33 
0 

.10 

.03 

.03 
0 

.12 

.15 

.13 
0 
0 

.ll 

.22 

.01 
0 
0 

.08 

.05 

.45 

X 
p 

(5) 
.06 
.16 
.o4 
.o4 
.o4 
.16 
.16 
.ll 
.06 
.16 
.03 
.06 
.06 
.02 
.05 
.05 
.06 
.23 
.05 
.05 
.20 
.05 
.o4 
.17 
.17 
.02 
.19 
.03 
.01 
.03 

1::£. 

(6) 
.60 
.50 
.55 
.55 
.53 
.43 
.42 
.61 
.66 
.56 
.61 
.54 
.51 
.56 
.56 
.64 
.49 
.58 
.65 
.65 
.6o 
.43 
.44 
.61 
.6o 
.62 
.68 
.45 
.55 
.58 
.47 

(7) 
.51 
.46 
.50 
.50 
.. 48 
.39 
.37 
.53 
.6o 
.49 
.53 
.47 
.44 
.50 
.50 
.55 
.38 
.55 
.6o 
.6o 
.52 
.4o 
.36 
.56 
.55 
.55 
.63 
.37 
.46 
.50 
.44 

Average];/ 

.12 

.20 

.08 

.25 

.25 

.25 

.26 

.10 

.17 

.19 

.24 

.20 
~ 

.15 -:OS 
~ 

.09 ~ ---:-4§ 

Notes: 

Frequency distribution of ratios in column (6) 
,4o to .49 6 
.50 to .59 1.0 
.6o to .70 10 

Cols (2) and (3). Income: in some cases GNP has been used. The calculation 
leading to column (6) however, is independent of the income figures used. 

Col. 3). General taxes: government revenue less export truces. 
Col. (4. Truces levied on exports, oil. royalties and, as indicated {a} one 

half or (b) all of income taxes (assuming these to represent mainly truces on 
exports in the countries concerned). 

Col. ( 5). It was assumed that the balance of payments data on investment 
income paid abroad reflect the profits on exports renitted abroad. 

Col. (6). Change in foreign payments (&1' = imports and investment income) 
attributable to a change in exports. Formula used: 

6M 1 = m( l - x P - t) + x 
6X m + t p 

y 

Col. (7). Alternative computation: 
•u, m(l - x - t ) 

_U1.•_1 = p X + X 

6X m + t + 0.05 p y 

1:,/ For Ceylon, Chile, Ghana, Malaya and Peru the ratio's shown under a) have 
been used. 



~J Scheme Repayn:.ent Weights 
No. Provisions t l t-1 I t-2 j t-3 -

l RS l .20 0 1/3 1/3 1/3 
2 RS 1 .20 1/3 1/3 1/3 

3 RS 2 .20 0 1/3 1/3 1/3 
4 RS 2 .20 1/3 1/3 1/3 
5 RS 2 .20 .45 .28 .27 
6 RS 2 .20 .50 .25 .25 
7 RS 2 .20 .55 .23 .22 
8 RS 2 .20 .6o .20 .20 
9 RS 2 .20 .65 .18 .17 

10 RS 2 .20 .70 .15 .15 
ll RS 2 .20 .75 .13 .12 

12 RS 2 1/3 0 1/3 1/3 1/3 
13 RS 2 1/3 1/3 1/3 li3 
14 RS 2 1/3 .45 .28 .27 
15 RS 2 1/3 .50 .25 .25 
16 RS 2 1/3 .55 .23 .22 
17 RS 2 1/3 .6o .20 .20 
l.8 RS 2 1/3 .65 .l.8 .17 
19 RS 2 1/3 .70 .15 .15 
20 RS 2 1/3 .75 .13 .12 

21 RS 2 None 0 1/3 1/3 1/3 
22 RS 2 None 1/3 1/3 1/3 
23 RS 2 None .45 .28 .27 
24 RS 2 None .50 .25 .25 
25 RS 2 None .55 .23 .22 
26 RS 2 None .€io .20 .20 
27 RS 2 None .65 .l.8 .17 
28 RS 2 Bone .70 .15 .15 
29 RS2 None .75 .13 .12 

Table l. Testa and Measurements 
(Schemes in Operation,1951-6:t) 

Deviation Ratio 
1951-59 195~-52 

2/ 3 Compen- J lOO{o Campen- 2/3 Compen 
sation Target sation Target sation Target 

.923 .929 .966 

.905 .863 .887 

.921 .9n .961 

.905 .908 .887 

.891 .906 .883 

.885 .907 .884 

.884 . .909 .890 

.881 .912 .890 

.873 .912 .869 

.870 .914 .863 

.876 .921 .86o 

.980 .916 1.n3 

.926 .902 .987 

.881 .890 .898 

.869 .888 .874 

.857 .888 .846 

.853 .892 .839 

.856 .901 .840 

.848 .903 .849 

.851 .910 .864 

1.191 .934 1.347 
.891 .862 .965 
.84o .861 .895 
.827 .863 .875 
.820 .869 .860 
.819 .876 .852 
.824 .886 .849 
.833 .896 .853 
.851 .910 . 864 

! 

... 

Smoothne••I Ratio Billion dollar Total Indebtedness 
1953-59 I Maximum (Year) I End-1958 

.868 1.36 (1954) 1.31 

.826 1.29 (1953) 1.04 

.830 1.36 (1954) 1.29 

.799 1.29 (1953) 1.03 

.797 1.15 (1953) .87 

.799 l..o8 (1953) .80 

.809 1.00 (1953) .73 

.820 .92 (1953) .66 

.8~ .82 (1953) .58 

.843 .73 (1954) .52 

.859 .61 (1954) .44 

.837 1.90 (1954) 1.46 

.801 1.53 (1953) l.ll 

.788 1.30 (1954) .93 

.793 1.22 (1954) .86 

.796 1.10 {1954) .79 

.805 .98 (1954) .70 

.821 .86 {1954) .Gl 

.822 .75 (1954) .53 

.833 .65 (1954) .44 

.744 2.69 (1954) 1.77 

.725 1.73 (1954) 1.17 

.728 1.43 (1954) .97 

.734 1.30 (1954) .88 

.748 1.17 (1954) .79 

.762 1.04 (1954) .70 

.784 .91 (1954) .61 

.605 .78 (l.954) .53 

.833 .65 (1954) .44 



Table 1. (Cont'd.) Tests and Measurements 
Schemes in Operation,1951-61) 

I 
Deviation Ratio 

1951-59 I 1955-59 I Smoothness 
Scheme I Repayment j Weights 2/3 Compen- 1001, Compen- 2/3 Compen- Ratio !Billion dollar Total Indebtedness 

No. : Provisions , Limit t I t-l I t-2 ! sa.tion Target I sation Target : sa.tion Target 1953-59 ,Maximum (Year) End-1958 
30 RS 3 .20 0 l 3 l 3 .928 .91 .978 .8 2 1.3 1.3 
31 RS 3 .20 1/3 1/3 1/3 .c_;,)7 .910 .892 .804 1.29 1.07 
32 RS 3 .20 .45 .8CX) .907 .881 .801 1.15 .90 
33 RS 3 .20 .50 .884 .907 .aeo .802 1.08 .84 
34 RS 3 .20 .55 .882 .910 .886 .813 1.00 .76 
35 RS 3 .20 .6o .881 .913 .890 .824 .92 .69 
36 RS 3 .20 .65 .874 .913 .872 .834 .82 .6o 
37 RS 3 .20 .70 .872 .91.6 .866 .849 .73 .54 
38 RS 3 .20 .75 .877 .923 .863 .865 .61 .45 

39 RS 3 .33 0 1/3 1/3 1/3 .978 .917 1.109 .836 1.90 1~53 
40 RS 3 .33 1/3 1/3 1/3 0 .921 .901 .974 .8oo 1.53 .... 15 
41 RS 3 .33 .45 .880 .891 .896 .793 1.30 .96 
42 RS 3 .33 .50 .869 .889 .872 .798 1.22 .90 
43 RS 3 .33 .55 .857 .889 .845 .803 1.10 .82 
44 RS 3 .33 .60 .854 .894 .840 .812 .98 .73 
45 RS 3 .33 .65 .857 .902 .842 .827 .86 .64 
46 RS 3 .33 .70 .849 .904 .850 .830 .7-5 .55 
47 RS 3 .33 .75 .850 .911 .862 .842 .65 .45 

48 RS 3 None 0 1/3 1/3 1/3 1.153 .914 1.253 .707 2.69 1.87 
49 RS 3 None 1/3 1/3 1/3 0 .874 .855 .923 .730 1.73 1.22 
50 RS 3 None .45 .829 .857 .867 .737 1.43 1.00 

51 RS 3 None .50 .819 .861 .853 .745 1.30 .91 
52 RS 3 None .55 .814 .868 .843 .759 1.17 .82 
53 RS 3 None .6o .814 .875 .84o .774 1.04 .73 
54 RS 3 None .65 .821 .886 .841 .795 .91 .64 
55 RS 3 None .70 .832 .897 .849 .816 .78 .55 
56 RS 3 None .75 .850 .911 .862 .842 .65 .45 



Table l. (Cont'd.) Tests and Measurements 
(Schemes in Operation,1951-61) 

Deviation Ratio 
1951-59 1955-59 Smoothness 

Scheme Repayment Weights 2/3 Compen- 100% Compen- 2/3 Compen- Ratio Billion dollar Total Indebtedness 
No. Provisions Limit t t-1 t-2 t-3 sation Target sation Target sation Target 1953-59 Maximum (Year) End•l958 
57 RS 4 .20 0 1/3 1/3 1/3 .919 .911 .956 .833 1.40 (1958) 1.40 
58 RS 4 1/3 1/3 1/3 .904 .908 .884 .8o4 1.29 (1953) 1.21 
59 RS 4 .45 .28 .2:7 .886 .905 .869 .797 1.15 (1953) 1.04 
()() RS 4 .50 .25 .25 .876 .903 .859 .794 1.08 (1953) .98 
61 RS 4 .55 .23 .22 .871 .904 .856 .8ol 1.00 (1953) .91 
62 RS 4 .6o .20 .20 .868 .906 .855 .810 .92 (1$;3) .83 
63 RS 4 .65 .18 .17 .865 .908 .847 .822 .82 (1953) .73 
64 RS 4 .70 .15 .15 .863 .911 .844 .838 .73 (1954) .65 
65 RS 4 .75 .13 .12 .870 .918 .843 .854 .61 (1954) .55 

66 RS 4 1/3 0 1/3 1/3 1/3 .969 .911 1.087 .837 1.90 (1954) 1.69 
67 RS 4 1/3 1/3 1/3 .901 .890 .925 .789 1.53 (1953) 1.39 
68 RS 4 .45 .28 .27 .869 .883 .865 .783 1.30 (1954) 1.17 
69 RS 4 .50 .25 .25 .857 .882 .841 .787 1.22 (1954) 1.09 
70 RS 4 .55 .23 .22 .849 .884 .823 .794 1.10 (1954) .99 
71 RS 4 .6o .20 .20 .842 .886 .8o6 .797 .98 (1954) .89 
72 RS 4 .65 .18 .17 .844 .894 .ao5 .au .86 (1954) .78 
73 RS 4 .70 .15 .15 .836 .897 .817 .815 .75 (1954) .67 
74 RS 4 .75 .13 .12 .840 .905 .835 .828 .65 (1954) .55 

75 RS 4 None 0 1/3 1/3 1/3 1.137 .895 1.216 .708 2.70 (1954) 2.27 
76 RS 4 1/3 1/3 1/3 .858 .843 .881 .719 1.73 (1954) 1.49 
77 RS 4 .45 .28 .27 .813 .846 .824 .721 1.43 (1954) 1.23 
78 RS 4 .50 .25 .25 .ao2 .650 .810 .728 1.30 (1954) 1.12 

79 RS 4 .55 .23 .22 .798 .858 .8o2 .741 1.17 (1954) 1.00 
80 RS 4 .C:o .20 .20 .799 .866 .8ol .756 1.04 (1954) .89 
61 RS 4 .65 .18 .17 .808 .877 .8o6 .778 .91 (1954) .78 
82 RS 4 .70 .15 .15 .820 .889 .817 .aoo .78 (1954) .67 
83 RS 4 .75 .13 .12 ,84o .905 .835 .828 .65 (1954) .55 



Scheme 
No. 
84 
85 
86 
87 
88 
89 
90 
91 
92 

93 
94 
95 
96 
97 
98 
99 

100 
101 

102 
103 
104 
105 

"106 
107 
108 
109 
110 

Repayment 
Provisions 

RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 

RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 

RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 
RS 5 

Limit 
.20 

.33 

None 

Weights 
t l t-1 I t-2 L t-3 
0 1/3 1/3 1/3 

1/3 1/3 1/3 
.45 .28 .27 
.50 .25 .25 
.55 .23 .22 
.6o .20 .20 
.65 .18 .17 
• 70 .15 .15 
.75 .13 .12 

0 1/3 
1/3 1/3 
.45 .28 
.50 .25 
.55 .23 
.(5() .20 
.65 .18 
.70 .15 
• 75 .13 

0 1/3 
1/3 1/3 
.45 .28 
.50 .25 
.55 .23 

1/3 1/3 
1/3 
.27 
.25 
.22 
.20 
.17 
.15 
.12 

1/3 1/3 
1/3 
.27 
.25 
.22 

.6o .20 .20 

.65 .18 .17 
• 70 .15 .13 
• 75 .15 .12 

Tabl.e l. ( Cont 1.d.) Tests and Measurements 
(Schemes in Operation, 1951-61) 

Deviation Ratio 
1951.59 I 1955.59 

2/3 Compen- j 1ooi Compen- i 2/ 3 Campen- 1 
sation Target sation Target I _ sation Target ! 

.917 .907 .950 

.900 .902 .851 

.876 .896 .826 

.868 .895 .822 

.865 .897 .827 

.862 .899 .828 

.857 .901 .817 

.854 .904 .813 

.862 .912 .817 

.950 .897 

.902 .884 

.86o .874 

.848 .873 

.81.io .875 

.834 .879 

.836 .887 

.829 .891 

.834 .899 

1.159 
.866 
.814 
.801 
.795 
.794 
.802 
.813 
.834 

.903 

.841 

.841 

.845 

.852 

.860 

.872 

.884 

.899 

1.041 
.905 
.825 
.803 
.787 
.774 
.775 
.791 
.814 

1.270 
.881 
.812 
.793 
.782 
.778 
.783 
.794 
.814 

Smoothness 
Ratio 

1953-59 
.847 
.814 
.794 
.791 
.796 
.802 
.809 
.820 
.838 

.848 

.807 

.778 

.775 

.778 

.782 

.795 

.797 

.au 

.790 

.730 

.715 

.717 

.726 

.739 · 

.759 

.781 

.au 

Billion dollar Total Indebtedness 
Maximum J_Yea.I'_} End-1958 
1.48 (1958) 1.48 
1.26 (1958) 1.26 
1.u (1953) 1.10 
1.04 (1953) 1.03 

.97 (19;3) .96 

.89 (1953) .89 

.79 (1953) .78 

.70 (1953) .70 

.59 (1953) .59 
1.87 
1.49 
1.26 
1.17 
1.06 

.95 

.84 

.72 

.62 

2.65 
1.67 
1.37 
1.25 
lol2 
1.00 

.87 

.75 

.62 

(1958) 
(1953) 
(1953) 
(1953) 
(1953) 
(19'.)8) 
(1958) 
(1953) 
(1953) 

(1954) 
(1953) 
(1953) 
(1953) 
(1953) 
(1953) 
(1953) 
(1953) 
(1953) 

1.87 
1.48 
1.25 
1.16 
1.05 

.95 

.84 

.72 

.6o 

2.38 
l.6o . 
1.32 
1.20 
1.08 
• 96 
.84 
.72 
.6o 



Table 1. (Coilt'd.) Tests and Measurements 
(Schemes in 0peration,1951-61) 

! Deviation Ratio 
I 1951-59 I 1955-59 I Smoothness 

Scheme I Repayment I Heights 2/3 Compen- 100:fo Compen- \ 2/3 Compen- I Ratio i Billion dollar Total Indebtedness 
No. Provisions ; Limit t I t-1 i t-2 I t-3 I sation Target sation Target I sation Target ! 1953-59 i Naximum (Year) Eud-1958 
ill RS 6 .20 0 1/3 1/3 1/3 .899 .901 .903 .8~-l.b5 (1958) 1.65 
112 RS 6 1/3 1/3 1/3 .883 .897 .825 .788 1.54 (1958) 1.54 
113 RS 6 .45 .28 .27 .865 .894 .81.l • 782 1 .. 37 (1.958) J..37 
114 RS 6 .50 .25 .25 .857 .893 .8o6 • 782 1.28 (1958) 1.28 
ll5 RS 6 .55 .23 .22 .854 .895 .8o6 • 790 1.19 (1958) 1.19 
1.16 RS 6 .60 .20 .20 .851 .897 .806 .799 1.09 (1958) 1.09 
117 RS 6 .65 .18 .17 .851 .901 .807 .814 .96 (1958) .96 
118 RS 6 • 70 .15 .15 .851 .905 .810 .830 .85 (1958) .85 
119 RS 6 • 75 .13 .12 .86o .913 .816 .848 • 72 (1958) • 72 

120 RS 6 .33 0 1/3 1/3 1/3 .914 .882 .951 .798 2.18 (1958) 2.18 
121 RS 6 1/3 1/3 1/3 .864 .870 .823 • 763 1.82 (1958) 1.82 
122 RS 6 .45 .28 .27 .840 .869 • 785 • 763 1.53 (1.958) l .53 
123 RS 6 .50 .25 .25 .831 .869 .769 .769 1.41 (1958 ) 1.41 
124 RS 6 .55 .23 .22 .826 .872 • 76o • 778 1.28 (1958) 1.28 
125 RS 6 .6o .20 .20 .823 .877 • 752 • 785 l.15 (1958) 1.15 
126 RS 6 .65 .18 .17 .827 .88) .758 .Boo 1.02 (1958) l .02 
127 RS 6 .70 .15 .15 .823 .e90 .779 .806 .88 (1958) .88 
128 RS 6 .75 .13 .12 .829 .899 .8o5 .822 aT3 (1958 ) .73 

129 RS 6 None O l/3 1/3 1/3 1.087 .862 l.086 .659 2. 77 (1958) 2. 77 
130 RS 6 1/3 1/3 1/3 .815 .820 .765 .683 l.95 (1958) l.95 
131 RS 6 .45 .28 .27 .779 .829 .732 .695 l.6o (1958) l.6o 
132 RS 6 .50 .25 .25 .772 .835 .729 .706 1.46 (1958) 1.46 
133 RS 6 .55 .23 .22 .773 .845 .732 .723 l.3]. (1958) l.31 
i34 RS 6 .60 .20 .20 .777 .855 .741 .741 1.17 (1958) l.17 
135 RS 6 .65 .1.8 .17 .790 .868 .• 757 .766 1.02 (1958) 1.02 
136 RS 6 .70 .15 .15 .8o5 .882 ~778 .791 .88 (1958) .88 
137 RS 6 .75 .13 .12 .829 .899 .8o5 .822 .. 73 (1958) • 73 



Table 2 

A - Decline in Deviation Ratio (for 33-3% Target) as Weight on Current 
Year's Exports Rises from Zero (a) to 75%, (b) to the Optimal Weight 

(1-1.agni tude of Optimum Weight) 

2oi Limit 1L3 Limit No Limit 

(a) (b) (a) (b) (a) (b) 

R.S. 2 .045 .051 (70%) .129 .132 (70%) .340 .372 (60%) 
R.S. 3 .051 .056 (10%) .128 .129 ( 70%) .300 .336 ( 55%-60~~: 
R.S. 4 .049 .056 (10%) .129 .133 (70%) .297 .339 (55%) 
R.S. 5 .055 .063 (70%) .116 .121 (10%) .325 .365 (601b) 
R.S. 6 .039 .048 (60%-70%) .085 .091 ( 60% and 701b) .258 .315 (50%) 

B - Decline in (a) :tl.aximum Total Indebtedness, (b) Total Indebtedness 
at 1958 Peak as Height on Current Year's Exports Rises from Zero 

to 75% 
($ Million) 

20°/o Limit 1L3 Limit No Limit 

(a) (b) (a) (b) (a) (b) 

R.S. 2 750 850 1,250 1,020 2~040 1,330 
R. S. 3 750 890 1,250 1,080 2.,040 1,420 
R. S. 4 790 850 1,250 1,140 2,050 1,720 
R. S. 5 890 890 1,250 1,270 2,030 1,780 
R. S . 6 930 930 1,450 1,450 2,040 2,040 



Table 3• Effect of Changes in Repayment System 
A - Deviation Ratios: 33.3i Target, 1955-59 

(9) (l) (2) (3) (4) (5) (6) (7) (8) 
Weight on Country 

Current Year's Debt R. S. (3) less (5) less 
Exports Limit 2 3 4 5 6 (5) (7) 

0 2<Y{o .961 .978 .956 .950 .903 .005 .053 
0 l/3 l.ll.3 1.109 1.087 1.041 .951 .026 .136 
0 None 1.347 1.253 1.216 1.270 1.086 .131 .130 

l/3 2C1fo .887 .892 .884 .851 .825 .003 .059 
1/3 1/3 .987 .974 .925 .905 .823 .062 .102 
1/3 None .965 .923 .881 .881 .765 .084 .n6 

45i 2(Yjo .883 .881 .869 .826 .8ll .014 .058 
45i 1/3 .898 .896 .865 .825 .785 .033 .080 
45% Non~ .895 .867 .824 .812 .732 .071 .092 

5~ 2oc/o .884 .88o .859 .822 .8o6 .025 .053 
5C)Op 1/3 .874 .872 .841 .8o3 .769 .033 .072 
501, None .875 .853 .810 .793 .729 .065 .081 

55~ 20i .890 .886 .856 .827 .806 .034 .050 
55c.' 1/3 .846 .845 .823 .787 .760 .023 .063 
55% None .860 .843 .802 .782 .732 .058 .070 

Wp 2CYfo .890 .890 .855 .828 .8o6 .035 .049 
(n/J 1/3 .839 .84o .8o6 .774 .752 .033 .05Ji 
€JYfo None .852 .84o .801 .778 .741 .051 .060 

65% 2<:Y{r, .869 .872 .847 .817 .8o7 .022 .o4o 
65°/, 1/3 .84o .842 .8o5 •1'15 .758 .035 .047 
65'/, None .849 .841 .8o6 .783 .757 .043 .049 

70'/, 2oc/v .863 .866 .844 .813 .810 .019 .034 
701> 1/3 .849 .850 .817 .791 .779 .032 .038 
7CY/, None .853 .849 .817 .794 .778 .036 .039 

75'/J 20% .86o .8G3 .843 .317 .816 .017 .027 
751, 1/3 .864 .862 .835 .814 .8o5 .029 .030 
75'1, None .864 .862 .835 .814 .8o5 .029 .030 

B - Total Indebtedness - 1958 Peal~: $ Billion 
0 20% 1.29 1.34 l.4o 1.48 1.65 -.ll -.25 
·o 1/3 1.46 1.53 1.69 1.87 2.18 -.23 -.49 
0 None 1.77 1.87 2.27 2.38 2.77 -.50 -.50 

l./3 2oc/o 1.03 1.07 1.21 1.26 1.54 -.18 -.33 
1/3 1/3 l.ll 1.15 1.39 1.48 1.82 -.28 -.43 
l/3 None 1.17 1.22 1.49 1.60 1.95 --32 -.46 
45% 201, ~87 .90 1.04 1.10 1.37 -.17 -.33 
45% 1/3 .93 .96 1.17 1.25 1..53 -.24 -.36 
45'/, None .91 1.00 1.23 1.32 1.60 -·.26 -.37 
5~ 20°/o .Bo .84 .98 1.03 1.28 -.18 -.30 
50'/, 1/3 .• 86 .90 1.09 1.16 1.41 -.23 -.32 
50'/, None .88 .91 1.12 1.20 1.46 -.24 -.34 

5~ 2()C/, .73 .76 .91 .96 1.19 -.18 -.28 
55% 1/3 .79 .82 .99 1.05 1.28 -.20 --29 
55% None .79 .82 1.00 1.08 1.31 -.21 •• 31 

6<Y1a 20"/o .66 .69 .83 .89 1.09 -.17 -.26 
&Jdp 1/3 .70 .73 .89 .95 1.15 -.19 -.26 
6<Y{o None .70 .73 .;e9 .96 1.17 -.19 -.28 

65"/4 ~ .58 .60 .73 .78 .96 •• 15 -.23 
65i 1/3 .61 .64 .78 .84 1.02 -.17 -.24 
65% None .61 .64 .78 .84 1.02 -.17 -.24 

70% 2.0% .52 .54 .65 .70 .85 -.13 -.20 
701, 1/3 .53 .55 .67 .72 .88 -.14 -.21 
70'/o None •53 .55 .67 .72 .88 -.14 -.21 

75% 20'/o .44 .45 .55 .59 .72 -.11 -.17 
75% 1/3 .44 .45 .55 .6o .73 -.11 -.18 
75% None .44 .45 .55 .60 .73 -.11 -.18 



Table 4. Effect of Changes in Debt Limit 
A - Deviation Ratios: 33.3'/o Target: 195~59 

Weight on Country 
Current Year's Debt R.s. 

rts Limit (2) 3) 4) 5) 6) 
1 0 2oc/o .. 921 .928 .919 .917 .899 

(2) 0 1/3 .980 .978 .969 .950 .914 
(3) 0 None 1.191 1.150 1.137 1.159 1..087 

(4) (1) less (2) -.059 -.050 ~.050 -.033 0.015 
(5) (2) less (3) -.211 -.172 -.168 -.209 -.173 
(6) 1/3 20"/, .905 .907 .904 .900 .883 
(7) 1/3 1/3 .926 .921 .901 .902 .864 
(8) 1/3 None .891 .874 .858 .866 .815 

(9) (6) less (7) -.021 -.014 .003 -.002 .019 
(10) (7) less (8) .035 .047 .043 .036 .049 

(11.) 45% 20"/o .891 .890 .886 .876 .865 
(12) 45% 1/3 .881 .880 .869 .86o .840 
(13) 45% None .840 .829 .813 .814 .779 
(14) (ll) less (12) .010 .010 .017 .016 .025 
(15) (12) less (13) .041 .051 .056 .o46 .061 

(l.6) 50% 2(YJjo .885 .884 .876 .868 .857 
(17) 50% 1/3 .869 .869 .857 .848 .831 
(18) 50"/o None .827 .819 .802 .8ol .772 

(19) (16) less (17) .016 .o:i..5 .019 .020 .026 
(20) (17) less (J.8) .042 .050 .055 .047 .059 
(21) 55S~ 201, .884 .882 .871 .865 .854 

. (22) 55i 1/3 .857 .857 .849 .840 .826 
(23) 55% None .820 .814 .798 .795 .773 
(24) (21) less (22) .oz; .025 .022 .025 .028 
(25) (22) less (23) .037 .043 .051 .045 .053 
(26) 6o1, 201a .881 .881 .868 .862 .851 
(27) 6<Yfo 1/3 .853 .854 .842 .834 .823 
(28) (n/, None .819 .814 .,799 .794 .777 

(29) (26) less (Z7) .028 .027 .026 .028 .028 
(30) (27) less (28) .034 .o4o .043 .o4o .o46 
(31) 65% 2fY/o .873 .874 .865 .857 .851 
(32) 65</a 1/3 .856 .857 .844 .836 .827 
(33) 65% None .824 .821 .8o8 .8o2 .790 
(34) (31) less (32) .orr .017 .021. .021. .024 
(35) (32) less (33) .032 .036 .036 .034 .037 

(36) 70'/, 20'{o .870 .872 .863 .854 .851 
(37) 1CYfo 1/3 .848 .849 .836 .829 .823 
(38) 7rtl, None .833 .832 .820 .813 .8o5 

(39) (36) less (37) .o~ .023 .027 .025 .028 
(lfo) (37) less (38) .015 .017 ·.016 .. 016 .018 
(4l.) 75'/, 20'/> .876 .877 .870 .862 .86o 
(42) 75% 1/3 .851 .850 .840 .834 .829 
(43) 75% None .85:t .850 .840 .834 .829 

(44) (41) less (42) .025 .027 .030 .028 .031 
(45) (42) less (43) .ooo .ooo .ooo .ooo .coo 



Table 4. (Cont'd) Effect of Changes in Debt Limit 
B - Total Indebtedness: Maximum: $ Billion 

Height on Coun·;,,;i:-y 
Current Year's Debt R.s. 

Exports Limit (2) and (3) ( 4) 
(l) 0 2Cf/o 1.36 l.4o 
(2) 0 1/3 1.90 1.90 
(3) 0 None 2.69 2.70 

(4) (2) less (1) .54 .50 
(5) (3) less (2) .79 .80 

(6) 1/3 2<Y/o 1.29 1.29 
(7) 1/3 1/3 1.53 1.53 
(8) 1/3 None 1.73 1.73 
(9) (7) less (6) .24 .24 
(10) (8) less (7) .20 .20 

(ll) 45% 2c:Jfo 1.15 1.15 
(12) 45% 1/3 1.30 1.30 
(13) 45% None 1.43 1.43 

(14) (12) less (ll) .15 .15 
(15) (13) less (12) .13 .13 
(16) 5<'1% 2~ 1.08 1.08 
(17) 5<:F/4 1/3 1.22 1.22 
(.18) 5CY/o None 1.30 1.30 

(19) (17) less (16) .14 .14 
(20) (18) less (17) .08 .08 

(21) 55i mcJ, 1.00 1.00 
(22) 55~ 1/3 1.10 1.10 
(23) 55~ None 1.17 1.17 

(24) (22) less (21) .10 .10 
(25) (23) less (22) .07 .07 
{26) ~ ~ .92 .92 
(27) Wfo 1/3 .98 .98 
(28) 6~ None 1.04 1.04 

{29) (27) less (26) .06 .06 
(30) (28) less (27) .06 .06 

(31) 65% 2<:t1, .82 .82 
{32) 65% 1/3 .86 .86 
(33) 65% None .91. .91 
(34) (32) less (31) .o4 .o4 
(35) (33) less (32) .05 .05 
(36) 7~ 2!Y/, .1'3 .73 
(37) 1~ 1/3 .75 .75 
(38) 7<:F/o None .78 .1e 
(39) (37) less (36) .02 .02 
(4o) (38) less (37) .03 .03 
(41) 75'/J 20% .61 .61. 
(42) 75% 1/3 .65 .65 
(43) 75% None .65 .65 
(44) (42) less (41) .o4 .o4 
(45) (43) less (42) .oo .oo 

(5) (6) 
1.48 1.65 
1.87 2 • .18 
2.65 2.77 

.39 .53 

.78 .59 
1.26 1.54 
1.49 1.82 
1.67 1.95 

.23 .28 

.18 .13 

1.11 1.37 
1.26 1.53 
1.37 1.€,Q 

.15 .16 

.11 .07 
1.04 1.28 
1.17 1.41 
1.25 i.46 

.13 .13 

.08 .05 

.<.17 1.19 
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Nov. 7, 1962 

Walter: 

Since I was back in Washington 
for ~ less than a week and had 
to draft a report on the IA-ECOSOC 
meeting, I did not have a chance 
to study the attached paper . How
ever, prior to my previous trip 
to the O.AS meeting, I took with 
me an earlier--and apparently less 
complete- -draft on this subject, 
which J .J . Polak had given me and 
which I read. I had no serious 
di~ficulty with that earlier 
version • 

Paul J. Brand 

Attachment 

Paul J. Brand 
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TO 

FROM: 

Oct ober 26, 1962 

Mr. Paul J. Brand 

E. Walter Robichek J/4{! 
I have read the attached paper and told 

Marcus Fleming that I felt it gave complete and 
lucid coverage to this complex subject. I was 
told that WIID's reactions were needed before the 
close of business tonight, ma.inly, I suppose, 
because Marcus Fleming is going to Geneva this 
week end. 

However, it might take a few days longer 
before the paper is issued. If you can spare the 
time, I would, therefore, very much like you to 
read it as soon after your return as possible and 
pass on to J.J. Polak any comments you may have. 

Attachment 





Office Memorandum 

TO Mr. Walter Robichek DATE: Oct. 25, 1962 

FROM J. Marcus Fleming ,//17-
SUBJECT : Draft Paper on "'e Compensatory Financing of Export Fluctuations of 

Primary Producing Countries" 

Here is the latest version of a draft policy paper for the Board on 
Compensatory Financing. The note is still under revision but Mr. Polak 
would like to get it, or something very much like it, to the Managing 
Director if possible by the week-end. 
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Jlr .• Jorg e Del Canto 

Room 80 7 

To: Members of the Executive Board 

From: The Secretary 

SM/62/85 

September 26 , 1962 

Subject: Commission on International Commodity Trade - Technical 
Working Group 

Attached for the information of the Executive Directors 
is a report on the first session of the Technical Working Group 
of the Commission on International Commodity Trade held in New 
York, September 5-14, 1962. 

Att:(1) 

Other Distribution: 
Department Heads 
Division Chiefs 
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Report on the First Session of the 
Technical Working Group of the Cormnission on International 

Commodity Trade held in New York September 5 to 14, 1962 

September 25, 1962 

In accordance with the dectsion taken by the Commission on International 
Commodity Trade at its tenth session held in May 1962 a Technical Working 
Group composed of representatives of Argentina, Australia, Brazil, Ceylon, 
France, ~.ali, Pakistan, Sweden, the United Kingdom and the United States 
was set up (see SM/62/44) with the following terms of reference: 

(a) To examine - in the light of the views expressed and the 
conclusions reached during the tenth session of the Commission, 
of the documentation available to that session and of the 
assistance that the International Monetary Fund can provide to 
primary exporting countries to overcome the problem of short
term fluctuations in their export earnings - the scheme for a 
DIF submitted by the United Nations Group of Experts and the 
scheme of compensatory financing for fluctuations in export 
receipts drawn up by the Organization of American States and 
submit its considered views to the eleventh session of the 
Commission together with the text of a draft agreement, in
cluding any necessary variants, for the purpose of illustrating 
a specific mechanism for compensatory financing and for the 
purpose of facilitating decision by Governments on this subject. 

(b) To inquire, in the light of the studies already carried 
out on this subject by the United Nations and by other inter
national organizations, whether and to what extent a scheme 
for compensatory financing can be adapted for offsetting the 
long-term declines in export receipts of primary exporting 
countries and the deterioration in their terms of trade; and 
to consider what guidance could be given to the Commission 
for its work relating to the other r.ecessary measures for 
remedying the long-term situation. 

The Group held its first meeting at U.N. headquarters in New York from 
September 5 to 14; it elected ~Jr. Goran Ryding of Sweden as its Chairman 
and Mrs. O.E.B. Gunewardene of Ceylon as Vice-chairman. Messrs. J.J. 
Polak, J. Marcus Fleming and Miss G. Lovasy of the Research Department 
and Messrs. G. Nicoletopoulos and F. Ballmann of the Legal Department 
attended at various times as observers for the Fund. 

The meeting was devoted mainly to preparing a tentative outline for 
the Report to be presented to the Commission and to providing guidance to 
the Secretariat with respect to material required for the next meeting of 
the Group, scheduled tentatively for early November 1962, in Geneva. 
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The draft outline for the Report provides for a description and 
appraisal of (a) existing and (b) proposed means for compensatory financing. 
The former include the use of domestic reserves and resort to the IMF 
under its present practices and policies. The latter refer to the 
Development Insurance Fun.d (DIF) proposed by the U. N. Group of Experts 
and the International Fund for Stabilization of Export Receipts proposed 
by the Group of Experts of the Organization of American States; it is 
envisaged that a subsection entitled 11 Revision of fund Policies and 
Practices 11 may also be included h/re, if the report which the IMF was 
requested by the CICT to prepare! becomes available before the Group has 
concl~ded its deliberations. It is further intended, in accordance with 
the terms of reference, to present draft articles of agreement accompanied 
by eA'l)lanatory material which will permit comparison of the essential 
features of the proposed plans mentioned above. The Secretariat was 
asked to prepare draft artj_cles based on the DIF proposal so as to 
facilitate comparison with the scheme proposed by the OAS. The Group 
also requested statistical analysis of the two schemes as proposed and 
of a number of variants of these schemes. The IMF staff is cooperating 
with the U.N. Secretariat in its preparatory work. 

!_/ See SM/62/41~, p. 9. 
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Room 0 7 

(1) 

June 1, 1962 

To: Members of the Executive Boa.rd 

From: The Secretary 

Subject: Meetings on International Commodity Trade - Report by Fund Observers 

Attached for the information of the Executive Directors is a report 
by Fund staff observers on the Joint Session of the Commission on International 
Commodity Trade and the FAO Committee on Comnodity Problems and on the Tenth 
Session of the Commission on International Commodity Trade held in Rome, 
May 7 to 23, 1962. 

Att: (1) 

Other Distribution: 
De~artment Heads 
Division Chiefs 
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INTERNATIONAL MONETARY FUND 

Joint Session of the Commission on International Commodity Trade 
and the FAO Committee on Commodity Problems and 
on the Tenth Session uf the Commission on Inter
national Commodity Trade, held in Rome, Italy, 

May 7 to 23, 1962 

Report by Fund Staff Observers 

May 31, 1962 

I. Joint Session 

The joint session of the CICT and CCP opened on May 7 and was concluded 
on May 14. Miss Gertrud Levasy, and, in the later stages, Mr. J. Marcus 
Fleming attended as Fund observers. (FBD/62/55) 

Following the opening of the session with statements by Mr. B. R. Senn, 
Director-General of the FAO and Mr. Philippe de Seynes, UN Under-Secretary 
for Economic and Social Affairs, Mr. Henri Janton of France was elected 
chairman of the joint session and Mr. Hector Bernardo of Argentina and Mr. 
Evgeny s. Shershnev of the u.s.s.R. were elected as first and second vice 
chairm~n. 

The agenda covered three items of substance: (1) Prospective production 
of and demand for primary products; (2) National Marketing Boards and 
Stabilization Funds and (3) International compensatory financing as applied 
to individual commodities. 

Prospective production of and demand for primary products 

The discussion centered primarily on a report prepared by the FAO: 
"Agricultural Commodities, Projections f or 1970."];_/ Projections were mainly 
based on population and income growth in individual countries and on trends 
in yields, acreage and animal numbers. Effects of changes in prices and in 
agricultural policies were not taken into account. 

"1:,/ E/CN.13/48. 
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Hith respect to foodstuffs, the Report concluded that shortages and 
malnutrition in low income countries would remain a major problem by 1970. 
In some other areas accumulation of agricultural surpluses would continue. 
With respect to raw materials growing competition ·Hith synthetic products 
would exert a depressing influence on prices. Demand in industrial countries 
both for foodstuffs and ra,;,1 materials was expected to rise rather slowly 
and export receipts of the less developed countries ·were not expected to 
increase substantially in the course of the 'sixties . 

There was general agreement that extension of food aid by high income 
surplus countries could assist in narrowing the gap between consumption 
levels in these and in the less developed countries. However, the final 
solution would have to be sought in acceleration of growth in agricultural 
production and national income in low income areas. As regards the unfavor
able prospects for export earnings of primary producing countries, the 
ultimate solution to that problem ·uas held to consist in diversification 
of output and exports, including industrialization and gradual development 
of ex:ports of manufactures. Industrial countries could contribute to 
alleviate the situation by reducing trade barriers to agricultural imports, 
especially those from tropical zones. Some delegates urged that inter
national measures be taken to raise or at least to maintain prices for 
agricultural products. 

A second paper, submitted by the UN Secretariatl:/dealt with demand 
projections for non-ferrous metals and for energy products (coal and 
petroleum) for the years 1965, 1970 and 1975. That paper which is part 
of a larger study on world economic trends being prepared by the UN, 
placed main emphasis on problems of definition and method rather than on 
actual quantitative forecasts. There was general agreement that the work 
on projection was very useful and should be continued. 

International compensatory financing in relation to individual commodities 

• . t-2/ -Discussions were based on a study prepared by the UN Secretaria 
which applied the mechanisms of the Development Insurance Fund (DIF) proposed 
by the group of experts J./ to individual connnodities. The results of the 

1/ "Prospective Demand for Non-Agricultural Commodities: Problems of 
Definition and Projection Methodology" E/CN.13/49. 

2/ "A Development Insurance Fund for Single Commodities" E/CN.13/45. 
3/ "International Compensation for Fluctuations in Commodity Trade" UN 

publication, Sales No.61.11.D.3. 
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study suggested that application of the scheme on a single product basis 
did not offer a promising approach. If participation were confined to 
countries exporting the particular commodity, the result, in most cases, 
would be to transfer funds between low income countries. Participation 
of importing countries, on the other hand would simply be a particular, 
though hardly the most desirable, form of extending aid to exporting 
countries. An alternative scheme under which transfers would be made from 
importers to exporters of individual products, or vice versa, according 
as prices were below or above a national trend price might prove more 
promising but presented various practical difficulties. 

Most delegates agreed that a DIF scheme applied to export proceeds for 
individual commodities was subject to serious limitations and did not offer 
a practicable or desirable solution. Serious doubts were also expressed with 
respect to the alternative of compensating price f luctuations. It would 
prove difficult, if not impossible to f i nd a generally acceptable standard 
for measuring price deviations. A number of delegates also objected to a 
scheme which, in case prices exceed such standard, would involve transfers 
from low to high income countries. Some delegations thought, however, that 
these difficulties could be overcome; even if the scheme under consideration 
might not be suitable some other f orm of compensatory financing applicable 
to price f luctuations could be f ound. A large number of delegates expressed 
preference for an approach not limited to individual commodities. 

II. CICT Session 

The tenth session of the Commission on International Commodity Trade 
opened on May 15 and was concluded on May 23. Mr. o. Dias Carneiro of 
Brazil was re-elected as chairman, and Messrs. Janton (France) and Lew 
(Federation of Malaya) as vice chairmen. The following countries were 
members of the Commission: Argentina, Australia, Belgium, Brazil, Bulgaria, 
Ceylon, Czechoslovakia, Ecuador, the Federation of Malaya, France, Madagascar, 
Mali, New Zealand, Pakistan, Peru, Sweden, the u.s.s.R., the United Kingdom, 
the United States and Uruguay. Mr. J. J. Polal~, Mr. J. Marcus Fleming and 
Miss Gertrud Lovasy of the Research Department and Mr. George Nicoletopoulos 
of the Legal Department attended as Fund observers. (EBD/62/55) 

The main item under consideration, in addition to the customary review 
of the situation in commodity trade was that of the compensatory financing of 
the export fluctuations of primary exporting countries. 
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Review of the situation in international commodity trade 

The- revie11 indicated that export receipts of primary exporting countries 
increased by only 2 per cent from 1960 to 1961; the volume of exports advanced 
by 4 per cent but the continued decline in prices for primary products adversely 
affected receipts f rom trade. Prices of manufactured goods, on the other hand, 
were slightly higher in 1961 than the year before and the terms of trade of 
primary producing countries continued to deteriorate. 

Short run factors including a decline in the consumption of some raw 
materials have affected trade in some cormnodities. The continued dmm11ard 
drift in the price level of primary products indicated, however, a more 
persistent imbalance between supply a nd demand. It was indicated that the 
causes of imbalance--and hence the appropriate remedies--varied for different 
commodities. In cases, e.g. coffee and cocoa, where the nature of the crop 
was largely responsible for the existing difficulties, concerted action 
affecting volume and prices of exports might provide a solution. In a number 
of primary products imports would benefit from any reduction in artificial 
incentives given to agricultural production in industrial countries. The 
problem was particularly difficult for commodities affected by the develop
ment of synthetics; action to support their prices would tend to reduce 
further their share in the market. 

The U.S. delegation pointed to the considerable progress made toward 
implementing, in cooperation with other governments, a program intended to 
improve conditions in world commodity trade. Steps had been taken to set 
up a comprehensive agreement designed to deal with the severe problem pre
sented by the large surplus production of coffee. Developments on the 
cocoa market, where some danger signals had appeared, were being kept under 
close revievr and t he desirability of ,·rorking toward a formal agreement 
concerning cocoa was being examined. With respept to the tin market, 
momentarily affected by acute shortage, the U.S. Goyernment had had dis
cussions with the Tin Council; possible accession to the existing agreement 
and utilization of U.S. excess stocks to supplement supplies so as to prevent 
further resort to substitutes was being considered. The problem arising for 
natural rubber from the expansion of output and consumption of the synthetic 
product would be studied, by the end of May, in a symposium on the future of 
both products. 

The main concern of most other speakers was the persistent deterioration 
in the terms of trade of primary producing countries, largely resulting from 
the continuing decline in the prices received for their exports. Reference 
was made to the causes of the adverse development and the need for providing 
solutions to the long-term problems facing primary producing countries was 
emphasized. 
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Compensatory financing of eXJ)ort fluctuations 

The Commission had before it a report on "Stabilization of Export Proceeds 
Through a Development Insurance Fund11 (E/CN.13/43) prepared by the Secretary 
General for the purpose of elaborating the insurance scheme first put for-
ward in the report "International Compensation for Fluctuations in Commodity 
Trade" (E/3447) which had been prepared by a group of UN Experts in early 
1961 and discussed at the 9th session of the Commission. The report of the 
Group of Experts appointed by the Organization of American States to consider 
the Stabilization of Export Receipts was also circulated to the Commission 
for information._!/ 

Broadly speaking discussions revolved around whether and to what extent 
it was desirable to offset fluctuations in the export receipts in primary 
exporting countries by compensatory financing and, if so, lThat form such 
financing should take. Should it be achieved by extending the activities 
of the IMF or should some additional mechanism be created either along the 
lines of the Social Insurance Scheme suggested by the UN Experts--a scheme 
involving a mixture of grants and loans--or in the form of short-term credits 
of a fully reimbursable character as proposed by the OAS Expert Group? 

In considering compensatory measures to offset short-term f luctuations 
most delegates referred to the present and potential role of the IMF. The 
Fund representative presented a brief statement on Fund policies and on 
transactions with primary producing countries which have greatly increased 
in recent years; he also expressed the Fund's interest in discussions and 
developments on the subject of compensatory financing ._g/ 

The debate in the Commission, while showing much support for the general 
idea of compensating shortfalls in primary producing countries export receipts, 
indicated -wide differences of opinion with respect to the means by ·uhich 
this should be achieved. The attitude of some countries towards the various 
possible solutions was more clearly defined than at the previous sessions of 
the Commission, but few countries were prepared to commit themselves definitely 
to one or the other approach. 

1/ The nature of the proposals put forward by the OAS Experts and the UN 
Exp;rts have been analyzed in some detail in SM/62/33 and SM/62/34 respectively. 

~/ The statement by the Fund's observer is attached as Annex I. 
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Mr. Blumenthal, the U.S. Deputy Assistant Secretary of State for 
Economic Affairs, referred to the serious consideration given to compensa
tory financing by the U.S. Government and the exploratory work done in this 
field. In the U.S. view the assistance given by the IMF might usefully be 
supplemented by a mechanism providing credits in the case of export short
falls . The U.S. Government had come to the tentative conclusion "that a 
general basically automatic compensatory financing scheme••• may be both 
desirable ~nd feasible." Of the t wo approaches before the Commission 
the U.S. expressed a preference f or the type proposed by the Experts of 
the OAS, partly because, after the initial contributions, it would be auto
matic and self-financing. It would, moreover, lend itself readily to coordina
tion to the closely related activities of the D1F. 

Jµnong the other industrial members of the Commission, Sweden gave strong 
support t _o the UN Insurance Scheme. Proposals for legislation now before · 
the S-uedish Parliament envisaged the possibility of Sweden's participation 
in a compensatory f inancing scheme. The United Kingdom eA'J;)ressed itself as 
opposed to the idea of compensating receipts in e:1.'J;)ort shortfalls as such. 
Compensatory financing had to take account of a country's over-all payments. 
position and should not be linked to changes in any single component. Not 
only the DIF proposal but even in practice the OAS proposal 1.-rould be likely 
to involve an element of aid distributed on criteria that were not necessarily 
the most desirable. The dif ficulties caused to primary producing countries 
because of primary shortf alls in their earnings might best be met by greater 
recourse to the IM rather than by setting up a new body. France was not in 
favor either of the UN Insurance Scheme or of the OAS proposal since neither 
of the two approaches offered a solution of the problem of declining export 
prices. This problem ~ould have to be approached by an organization of 
international markets on a commodity-by-commodity basis. If there had to be 
compensatory financing the delegate f or France appeared to prefer that it 
should be on a commodity-by-commodity basis or on a regional basis. Short
term fluctuations in general exports could be met by drawing on the IMF and 
in this connection the D IF could 'perhaps pursue a more flexible and some-
1-1hat more automatic policy.' Belgium also pointed to the actual role of the 
Fund in providing f inancing for export shortfalls and stressed the need for 
finding a solution to the longer-term problems. 

In general the less developed primary producing countries, with Pakistan 
and Brazil taking the lead, emphasized the need f or compensatory financing. 
Most of the primary producing countries, houever, laid great emphasis on 
the need for seeking solutions for the longer-term problems as well as for 
that of short-term fluctuations; some, notably Argentina, suggested that 
compensatory financing might be developed in such a way as to even out longer
term as well as cyclical fluctuations. This consideration lead most of these 
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countries to express a preference for the grant-cum-loan proposals of the 
UN Experts over the pure credit proposals of the OAS EArperts. The provision 
under the UN Insurance proposals that repayment obligations might be remitted 
after a certain period would to some extent a ssist countries faced with per
sistent declines in prices and stagnation of export receipts. Some of the 
support expressed by Latin .American countries for the OAS scheme appeared 
to be ba sed partly on the judgment that, as compared with the Insurance Fund 
proposal, this scheme had more prospects of acceptance on the part of 
industrial countries whose contributions would be essential. The United 
States, ,!ith the support of New Zealand, urged the· importance of separating 
the problems of short-term fluctuations and longer-term trend and of confining 
compensatory financing to the ' former of these problems. 

In spite of the divergencies of view expressed in the course of the debate 
the Commission was able to agree on the following surnmar.r of its findings, 
concisely expressed in the following extract from its report. 

"It was unanimously agreed in the Commission that urgent action uas 
needed to mitigate the impact on primary exporting countries of instability 
in their export earnings. Nearly all delegates agreed that additional arrange
ments for compensatory financing were called f or. A majority of delegations 
held that the establishment of a new system was needed. In the vie·v of some 
other delegations, a thorough examination of the possibility of expansion 
of existing systems would be required bef ore any new system of compensatory 
financing should be set up. If such a mechanism were created, it should, 
in the opinion of most delegations, deal 1-1i th fluctuations in export proceeds 
as a whole rather than with the proceeds of single commodities, should be 
established on a world-uide rather than on a regional or other restricted 
geographical basis, and should be basically automatic in its functioning. 
The view was expressed by some delegations that the need for compensatory 
measures could be obviated by appropriate action to remove the basic causes 
of instability." 

As regards . future action it was clear that some further investigation 
,1as called for before governments would be prepared to corani t themselves 
to definite positions on the subject. At the suggestion of the U.S. delegation 
the Commission agreed on a t ,m-:-pr~nged approach. (1) Setting up of a Technical 
Working Group com.posed of governmental experts} with 1-1hich the IMF would be 
closely associated, ·whose primary job would be to examine the schemes for 
new compensatory institutions bearing in mind the assistance that _the Fund 
can provide, and (2) a _request to the Fund itself to prepare a report .on any 
possible expansion .in its ovm role with respect to compensatory financing. 
This request (see p. 9 below) is couched in general terms. In answer to this 
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request, the Fund could confine itself to a restatement of its policies 
with respect to its own resources (revised as necessary in the light of 
recent developments); it could n.ake proposals with respect to changes in 
its policies designed to provide additional arrangements for compensatory 
financing; it could take account of the proposals for setting up new compensa
tory institutions and comment on its own possible relation to any new in
stitutions; or it could do some combination of these things. 

The Commission expressed the desire that the Fund's report might be 
available "as soon as possible." These words implied some hope that the 
Working Group would, at some stage of its work, be able to take account of 
the Fund's report. It would in any event be expected that the Fund's report 
would be available for consideration by the Commission at its next session 
in May 1963, which would require completion of the report early in 1963. 

The conclusions of the Commission are set forth bel01·1 in the language 
of the Commission ' s Report. 

"The Commission while conscious of the urgent need for measures to 
offset fluctuations in the export earnings of primary exporting countries, 
felt that it ·uas not in a position to recommend acceptance of any :particular 
measure without a further study of the various schemes suggested in this 
connection. Consequently, it considered it necessary to study in greater 
detail systems of compensatory financing to mitigate the effects of short
term fluctuations in export earnings and at the same time to intensify 
examination of the necessary measures for remedying the unsatisfactory 
long-term trend in the export earnings of the primary exporting countries 
and the deterioration in their terms of trade. 

"It accordingly decided, subject to the approval of the Economic and 
Social Council, to set up a Technical '.-!orking Group composed of the repre
sentatives of the following Member Governments: Argentina, Australia, Brazil, 
Ceylon, France, Mali, Pakistan, s·ueden, U.I(., U.S. It further suggested 
that the Member Governments of the Technical Working Group should be invited to 
appoint as their representatives experts 1-ri th special knowledge of cornmodi ty 
problems and of compensatory financing arrangements. 

"The tenns of reference to the Technical Working Group lTould be as 
follows: 

(a) To examine, in the light of the views expressed and the conclusions 
reached during the tenth session of the Commission, of the documentation 
available to that session and of the assistance that the International 
Monetary Fund can provide to primary exporting countries to overcome the 
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problem of short-term fluctuationa in their export eamings, the scheme for 
a DIF submitted by the United Nations Group of Experts and the scheme of 
compensatory financing for fluctuations in export receipts drawn up by the 
Organization of merican States and submit its considered views to the eleventh 
session of the Commission together 1-ri th the text of a draft agreement including 
any necessary variants for the purpose of illustrating a specific mechanism 
for compensatory financing and for the purpose of facilitating decision by 
Governments on this subject. 

(b) To inquire, in the light of the studies already carried out on 
this .subject by the United Nations and by other international organizations, 
whether and to what extent a scheme for compensatory financing can be adapted 
for offsetting the long-term declines in export receipts of primarJ exporting 
countries and the deterioration in their terms of trade; and to consider what 
guidance could be tsiven to the Commission for its work relating to the other 
necessary measures for remedying the long-term situation. 

(c) To report in good time to enable the Commission at its eleventh 
session in 1963 to make recommendations to the ECOSOC. The report should be 
in the hands of the Secretary General before 12 January 1963 so that it may 
be distributed to Member Governments by 23 February 1963. 

"The Commission expressed the wish that the representatives of the Inter
national Monetary Fund should be associated with the Technical Working Group's 
deliberations. It also expressed the wish that observers from the Inter
national Bank for Reconstruction and Development, the United Nations Food 
and Agriculture Organization and the General Agreement on Tariffs and Trade 
should be present at these deliberations. 

"The Commission invited the International Monetary Fund, in the light 
of the discussion during the tenth session, and after consideration of the 
questions involved, to present, as soon as possible, a report as to whether 
and in what way the Fund might play an increased part in the compensatory 
financing of export fluctuations of primary exporting countries, and to keep 
the Technical Harking Group currently informed of the progress of its 
deliberations on the subject. 

"The Commission expresses the hope that the Technical '.larking Group will 
be able to hold its first session shortly after the thirty-fourth session of 
the Economic and Social Council." 
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Statement on Compensatory Financing Before the Commission on 
International Commodity Trade, 132nd Meeting, 18 May 1962 by 
Mr. J. J. Polak, Observer from The International Monetary Fund 

Since this Corranission met a year ago, a great deal of interesting 
and important work has taken place on the subject compensatory financing 
of export fluctuations. The proposals based on insurance payments and 
premiums and on contingent loans, that were presented to this Commission 
by an Expert Group in 1961, have been elaborated in a thorough report by 
the U.N. Secretariat. Under the auspices of the OAS another Expert Group 
has produced, in great precision and detail, a different approach to the 
problem, based on the provision and repayment of credit on an automatic 
basis. 

The Fund has been following these developments with the greatest 
interest. As the Managing Director of the Fund stated at ECOSOC last 
month, 11 they form part of the efforts evident in many quarters to find 
ways of meeting the needs of the less developed countries." The primary 
producing countries constitute some four-fifths of the total Fund member
ship, and a very large share of Fund activities consists of working out 
with these countries programs of action in the financial field that will 
benefit the development of their productive resources. In performing 
this task the Fund has necessarily become aware of the unsettling effects 
that fluctuations in ex:port proceeds can have for these countries. The 
Fund has also been interested in these various proposals because some of 
the functions of the new institutions contemplated are rather closely 
related to the Fund 1 s ovm functions. 

The members of this Commission will recall that, at an early stage 
of its deliberations on the subject of compensatory financing, the Com
mission requested from the Fund a report on its policies in this field. 
This report, entitled "Fund Policies and Procedures in Relation to the 
Compensatory Financing of Commodity Fluctuations" was submitted to this 
Commission in the spring of 1960. It stated in considerable detail the 
policies applicable to the use of the Fund's resources for the compensa
tion of export fluctuations, and these policies were restated by Fund 
representatives at subsequent meetings of this Commission and of the 
Expert Group. 

Briefly speaking, the Fund's policies on the use of its resources 
by a reember are related to a country's quota in the Fund. Drawings that 
do not exceed the first 25 per cent of this quota, the so-called 11 gold 
tranche, 11 are given 11 the overwhelming benefit of any doubt, 11 which means 
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that they are virtually automatic. The Fund's attitude towards drawings ,; 
falling within the next 25 per cent of the quota, the so-called "first 
credit tranche, 11 is a liberal one, provided that the member itself is also 
making reasonable efforts to solve its problems. Requests for drawings 
beyond these limits, i.e., in the higher tranches require substantial -
justification, in the form of a sound program to establish or maintain , 
the enduring stability of the country's currency at a realistic rate of 
exchange. 

The Fund bas made it clear that it considers the provision of 
foreign exchange to assist in the compensation of short-term fluctuations 
in export proceeds a legitimate use of Fund resources, not only in the 
earlier but also in the higher quota tranches. As was stated in our 1960 
paper 11 members of the Fund that are taking appropriate steps to preserve 
internal financial stability and to maintain their balance of payments in 
equilibrium, taking good years with bad, and that are otherwise making 
satisfactory progress toward the fulfillment of the Fund's purposes can 
anticipate with confidence that financing will be available from the Fund, 
which, in conjunction with a reasonable use of their own reserves, should 
be sufficient to enable them to overcome temporary payments difficulties 
arising from export fluctuations. 

In applying these principles the Fund has in :many actual cases given 
sympathetic consideration to the difficulties of countries whose payments 
problems have been occasioned or aggravated by crop failures or other 
export fluctuations of a genuinely short-term character. While the Fund 
will, as indicated, want to be assured (increasingly as drawings reach 
into higher tranches) that the drawing member adopt policies adequate to 
enable it to overcome its payments difficulties, it is clear that no 
additional corrective policies are required to the extent that a member's 
balance of payments deficit is due to temporary factors of the nature 
just mentioned. In discussing with the member its program to attain 
payments equilibrium the Fund always takes account of adverse factors of 
a genuinely temporary character. It would, of course, be clear that a 
country experiencing a declining export trend, say because of the exist
ence of large surplus stocks overhanging the market for its major commod
ity, could not plan on a continuing payments deficit while relying on 
short-term credits to stave off its difficulties. 

In 1961 the Fund's transactions with primary producing countries 
have been larger than in any previous year; 22 countries drew a total 
of $979 million. Repayments by prin:ary producing countries were $350 
million, leaving a net increase in Fund transactions outstanding with 
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the nonindustrial countries of shout $630 million. The total amount 
outstanding of Fund drawings by the primary producing countries has, _ 
indeed, shown a persistent tendency to increase from around one quarter 
billion dollars in the early 1950's to about $1-5 billion at the end of 
1961. 

The causes which led to the use of Fund's resources were manifold 
and (as we indicated to this Commission on earlier occasions), the 
evidence does not suggest declines in export proceeds as the single main 
cause of the balances of payments difficulties of the countries assisted. 
Frequently, these difficulties were closely related to increases in imports 
associated with excessive internal credit expansion. In a number of 
countries, however, a faltering in export receipts contributed to, or 
was the main factor responsible fnr, the underlying payments problem. 
Among the countries that used the Fund in 1961 where export shortfalls or 
stagnating exports have added to the difficulties, were Argentina, Austra• 
11~, Brazil, Colombia, Nicaragua, Honduras, Ecuador, Turkey, the Philippines, 
Indonesia, Ceylon and the UAR. 

At the present time, 28 primary producing countries have drawings 
outstanding from the Fund; three others are entitled to draw between 5n 
and 100 per cent of their quotas under stand-by arrangements. In all, 
19 countries, all but one primary producing, have open stand-by arrange
ments with the Fund which, if fully drawn, would raise the outstanding 
drawings of many of these countries to the equivalent of three-quarters 
of their quotas or their full quotas and, in two instances to 125 rer cent 
of quotas. In agreeing to drawings of such magnitudes compared to 
c0untries' quotas, the Fund has in recent years made frequent use of the 
special provision under which net drawings by a country may re allowed 
to exceed 25 per cent of its quota in a year. 

In several cases, a stand-by has been arranged in anticipation of 
payments difficulties arising from export shortfalls; Syria, where exports 
were adversely affected hy poor crops, has recently made such an agreement. 

In general the Fund's policies with respect to compensatory financing 
have been treated with understanding both by the Group of Experts under 
Sir John Crawford's chairmanship and by this Commission. A number of 
suggestions have been ma.de by the Experts and by the Commission for certain 
modifications and developments in that policy. The Fund has taken note of 
these suggestions and 1s continuing to give consideration to them. In 
considering these matters , the Fund will of course bear in mind the 
proposals for action in this field by other institutions. 

• 
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This Commission has various proposals before it, whose common 
objective 1s to supply compensatory financing on a more or less automatic 
basis. As I stated before, the Fund has been following these matters 
with great interest in the past; it is ready to participate actively in 
any subsequent international , discussions of these or other proposals 
for compensat~ry financing. 
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Compensatory Financial Measures to Offset 
Fluctuations in the Export Income of Primary 

Producing Countries 

LParagraphs 1 through 4 Introductori7 

5. It was unanimously a.greed in the Con,.mission that urgent action 
was needed to mitigate the impact on primary exporting countries of 
instability in their export earnings. There was general agreement, also, 
with the view that additional arrangements for compensatory financing 
were called for. A considerable number of delegations held that the 
establishment of a new system was needed. In the view of some other 
delegations, a thorough examination of the possibility of expansion of 
existing systems would be required before any new system of compensatory 
financing should be set up. If such a mechanism were created, it should, 
in the opinion of most delegations, deal with fluctuations in export 
proceeds as a whole rather than with the proceeds of single commodities, 
should be established on a world-wide rather than on a regional or other 
restricted geographical basis, and should be basically automatic in its 
functioning. The view was expressed by some delegations that the need 
for compensa.tory measures could be obviated by appropriate action to 
remove the basic causes of instability. 

LParagraphs 6 through 13 explain positions of countrie,ii 

Conclusion 

14. The Commission while conscious of the urgent need for measures 
to offset fluctuations in the export earnings of primary exporting coun
tries, felt that it was not in a position to recommend acceptance of any 
particular measure without a further study of the various schemes suggested 
in this connection. Consequently, it considered it tecessary to study in 
greater detail systems of compensatory financing to mitigate the effects 
of short-term fluctuations in export earnings •••• 

15. It accordingly decided, subject t0 the approval of the Economic 
and Social Council, to set up a Working Party •••• 

16. The terms of reference of the Working Party would be as follows: 
(a) To examine, in the light of the views expressed and the conclusions 
reached during the tenth session of the Commission, of the documentation 
available to that session and in the light of the assistance that the 
International Monetary Fund can provide to primary exporting countries to 
overcome the problem of short-term fluctuations in their export earnings, 
the scheme for a DIF submitted by the United Nations Group of Experts and 
the scheme of compensatory financing for fluctuations in exports receipts 
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dra.wn up by the Organization of American States and submit its considered 
views to the eleventh session of the Coro.mission together with a draft 
agreement for the purpose of illustrating a specific mechanism for compen
satory financing and for the purpose of facilitating decision by Govern
ments on this subject. (c) To report in good time to enable the Commission 
to take a decision on these questions at its eleventh session in 1963. 

17. The Commission expressed the wish that the representatives of the 
International Monetary Fund should be associated with the Working Party's 
deliberations. It also expressed the wish that observers from the Inter
national Bank for Reconstruction and Development, the United Nations Food 
and Agriculture OrganisRtion and the General Agreement on Tariffs and Trade 
should be present at those deliberations. 

18 . The Commission invited the International Monetary Fund, in the 
light of the discussion during the tenth session, and after consideration 
of the questions involved, to present, as soon as possible, a report as 
to whether and in what way the Fund might play an increased part in the 
corepensatory financing of export fluctuations of primary exporting countries, 
and to keep the Working Party currently informed of the progress of its 
deliberations on the subject. 

19. The Commission expresses the hope that the Working Party will be 
able to hold its first session shortly after the thirty-fourth session of 
the Economic and Social Council. 





May 3, 1962 

A Comparison of Formulae for Normal Exports 

by J. Marcus Fleming, R.R. Rhomberg and Lorette Boissonneault 

Introduction 

In recent years, a number of proposals have been made for arrangements 

whereby short-term fluctuations in the export receipts of p_~imary producing , 

countries would be automatically offset, in whole or in part, by inter-

national transfers in the form of grants, loans and repayrnents, or by 

insurance transactions. 

It is an essential feature of all of these schemes, and indeed of any 

conceivable scheme of compensatory financing, that compensable fluctuations 

iJ exports be defined in terms of the deviations of actual exports from some 

normal levelo Moreover, if positive and negative deviations are to come 

into approximate balance over an appropriate period, two conditions must be 

fulfilled: 

(a) The norm itself from which the deviations are measured must move 

with, though more gradually than, the movement in actual exports, and the 

shorter the period within which an approximate balance between positive and 

negative deviations is to be attained, the more responsive the norm must be 

to the movements in actual exports. 

(b) The norm should, ideally, reflect not only the actual e ports of 

the more or less recent past but also those of the more or less imminent 

future. Otherwise, if the movement in actual exports has a persistent 
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tendency in one direction, the movement in the nonn will lag continuously 

behind that in actual exports so that, if the persistent trend is upwards, 

positive deviations of actual exports from the norm will predominate, while 

if the trend is downwards, negative deviations will be the rule. 

In "Fund .Policies and Procedures in Relation to the Compensatory 

Financing of Commodity Fluctuations".!/a five year moving average of exports 

centered on the middle year is taken as the statistical definition of normal 

exportso The norm thus reflects the influence of exports up to two years 

before and two years after the year to which it relates. This definition 

seems--from the charts annexed to the present paper--to result in deviations 

that correspond reasonably well with what economists usually have in mind 

when they speak of short-term export fluctuations. We shall call this the 

'ideal" norm}/ 

As a basis for schemes of compensatory financing any such norm is 

"ideal" only on the assumptions (a) that payments to and from countries 

under the schemes are based on deficits and surpluses of actual relative 

to normal exports, and (b) that to the extent that import needs vary with 

exports such deficits and surpluses will remain uncompensated. 

Any attempt, however, to compensate or offset by financial means export 

fluctuations measured in relation to the "ideal•' norm, thus defined, runs into 

the difficulty that its value for any year cannot be derived from export data 

1/ IlvIF Staff Papers, November 1960. 
]/ Other definitions of the "ideal" norm are, of course possible. For 

the reasons given, however, any plausible definition would have to reflect 
in some way the influence of future, as well as of past, yearso 
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that are already established at the time when the estimation has to be 

made. For practical purposes, therefore, the norm for any year has to be 

estimated on the basis of data relating to the same or previous years. In

deed, it has usually been assumed that such "practical" norms can be based 

on data relating only to previous years and not to the year for .which the 

norm is calculated. This, however, seems to be an unnecessary restriction. 

It is certainly true that the data must relate to periods prior to the 

time of estimation, but when the ultimate purpose is to measure compensable 

variations the e3timation of the norm may well take place after the year to 

which the norm relates. In any event any estimate of a compensable varia

tion involves estimating not only the norm but also the actual level of 

exports for the year in question, and whatever estimate is 'made for the 

actual year can and should be used also in the calculation of the norm. If 

a preliminariJ estimate of actual exports for any year is made on a partially 

forecast basis before the end of that year, the same preliminary estimate 

can be used in calculating the norm, and this will reduce the effect of any 

errors in estimating actual exports on the measurement of the compensable 

variation. 

The question arises of how to assess the relative merits of alternative 

methods of estimating the 11:practical11 norm. In a general sense, it would seem 

that the more closely such a norm approximates the 11ideal11 norm the more · 

satisfactory it will be. This opens up the possibility of a statistical 

testing of alternative ":practical" norms in terms of their closeness of fit, 
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as determined by least squares regression, to the 0 ideal" norm. However, 

it must be borne in mind that the "ideal" norm has been chosen as such by 

reason of a complex of qualities--notably smoothness and approximate 

·balancing of shortfalls and excesses within a fairly short period of years, 

etc.--which are difficult to measure or even to define precisely, and it is 

quite possible as we shall see, that the result of one formula may deviate 

slightly less, in a statistical sense, from the "ideal" norm than another, 

and yet constitute on the whole a less satisfactory "practical" norm. 

In the present paper, therefore, we seek to evaluate alternative 

formula for determining "practical" norms partly by co:rr.:r;aring their closeness 

of fit to the "ideal" norm (as defined) and partly by com:i;aring their move

ments on time charts relative to the movements of actual exports and of the 

"ideal" norm, respectively. 

Estimates of export norms by governments for the purpose of determining 

appropriate national policies, or even by international organizations for the 

pur.f?ose of advising their members on policy or for the purpose of providing 

compensatory credit on a discretionary basis, can be made on the basis of a 

combination of quantitative and qualitative information relating to the cir

cumstances of the particular country. In such cases it may be helpful, if 

only as a stage in the process of arriving at a "practical" norm, to combine 

relevant statistical data for immediately preceding years (including for 

certain purposes the current year) in dynamic (forecasting) formulae derived 
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by statistical regression from data relating to a considerable number -of 

years. For such purposes, the ·formulae can be tailormade to fit the c'ir

cumitances of each country and may differ, as regards both the determining 

variabl~s and t -he relative weights assigned to them, from country to country. 

Moreover, though the actual exports of immediately preceding years will 

·always bulk large in the estimation of export norms, data reflecting other 

economic magnitudes likely to affect future exports e.g. domestic cost 

trends or the level of economic activity in other countries might well find 

a place .in such ca:~ulations. 

The situation is altered--and the scope for accurate estimation consider

ably narrowed--when the formula soight is one designed to be of service in 

connection with a multinational scheme for compensatory financing. For this 

purpose there is need of a formula of a type that is recognizably uniform 

as between countries, and that can be applied to an individual case both 

quickly and without resort to potentially controversial statistical manipula-

tions. 

The present paper deals exclusively with formulae deemed to be 

sufficiently simple in concept and uniform in character to be acceptable 

in connection with an international scheme. These formulae are tested for 

their relative degree of approximation to "ideal" export norms as defined 

above. The approximation can never be as close in the case of formulae 

applied uniformly to all countries as in that of formulae tailormade to suit 

the circumstances of individual countries. It is hoped to review formulae 

of the latter type in a subsequent paper. 
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The relationships tested 

Practical norms have been calculated for 43 countries over the period 

1951-61 according to a variety of formulae. In all of these the "practical" 

export norm, x, is expressed as a weighted su.m of actual exports, x, in the 

current year and in preceding years, i.e. 

x =ax +ax +ax etc. where the subscript signifies the year 
t o t 1 t-l 2 t-2 

to which the variable refers and a
0

, a
1

, a
2 

etc. are constant coefficients. 

'Iihese formulae fall into two main classes: 

A. Those in which the coefficients a, a
1

, a, etc., measuring the 
o 2 

extent to which the "practical" norm for year tis influenced by the actual 

exports of years t, t-l, t-2 etc. respectively, are determined a priori; and 

B. Those in which the coefficients a, a, a
2 

etc. are determined by 
0 1 

least squares regression on the nideal11 norm, Nt (defined as a 5-year moving 

average centered on the middle year), i.e. the coefficients are so chosen 

as to minimize the percentage discreF6tcy betwe en i and Nt. 
I. • t 

Of the "practicaln norms so calculated a few have been charted, while 

a somewhat larger selection has'been included in Table 2 and a still larger 

selection in the Appendix Table. 

In one type of Category A formula, equal weights are given to the 

eA-:ports of such years as are included. Thus, in the cases set forth in 

Table 2 the 11practical11 export norm of any year is equal respectively, to 

(1) the actual exports of the current year [it= xt] , 

(2) the actual exports of the preceding year [xt = xt-
1

], 

I 

t 
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(3) the 'unweighted' (i.e. equally weighted) mea.J:./of the exports 

- 1 ) of the two preceding years [xt = 2 (xt-l + xt_ 2 , 

(4) the 'unweighted' mean of the exports of the three preceding 

years [i = 1= (x + x + x )], 
t 3 t-1 t- 2 t- 3 

(5) the 1unweighted' mean of the current year and preceding year, 

(6) the 'unweighted' mean of the current year and two preceding years 

Norms based on the 'unweighted' means of longer periods of years 

than those shm-m above show a poorer approximation to the "ideal" mean and 

are generally less satisfactory than those set forth above.:?-./ 

Table 2 also shmrn 

(7) a particular unequally weighted mean of the current year and the 

- l l 1 
twc previous years ( xt = 2 xt + 4 xt.-l + 4 xt_ 2]. This particular formula 

is not, strictly speaking, of an a priori character, since it is a conscious 

approximation to one of the formulae arrived at by least squares regression. 

A second type of Category A formula is also shown in Table 2, namely 

one in which the "practical" export norm for any year is equal to 

1/ The term "mean" signifies that the coefficients sum to zero. 
]/ For "unweighted" means covering 4 years, see Appendix Table. 
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(8) a figure arrived at by extrapolating a straight line trend fitted 

(by leas~ s~uares) to actual exports over the preceding six years, and 

(9) the value for the current year of a straight line trend fitted 

to actual exports over a six year period ending in the current year. 

Trends for longer or shorter periods than those shown here yield 

!'practical" norms that approximate less closely to the "ideal" norms than 

those based on the six year trends (See Appendix Table). As is demonstrated 

in the Appendix, norms arrived at by trend fitting as at (8) and (9) above 

can ne expressed as weighted means of actual exports in the six years ending, 

respectively, in the preceding year and in the current year, with unequal 

coefficients or weights. They, therefore, belong, where we have put them, 

in Category A. 

For each "practical" norm of Category B, the coefficients expressing 

the influence on the "practical" norm for any year of actual exports in the 

several preceding or current years have been arrived at by a single least 

squares regression calculation including all countries. More precisely, 

the coefficients are such as to minimize the average percentage discrepancy 

between x and N for all 43 countries and all the years covered in the 
t t 

calculation in question. Of the "practical" export norms of Category B, 

four are included in Table 2 viz. those expressing the "practical" norm for 

any year as a weighted sum of actual exports in 

(l) the two preceding years, 

(2) the three preceding years, 

f 

t 
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(3) the current year and the preceding year, and 

(4) the current year and two preceding years. 

In all these cases, the regre·ssions have been calculated (to permit compari

son) over the same period, 1951 to 1959 inclusive. Formulae including a 

large·r number of previous years I exports could have been--and some have 

been--calculated (See Appendix Table). With each addition of a year to the 

formula the 'fit' between xt and Nt necessarily improves. But with each 

such additional year the number of years that can be included in the 

regression calculation declines anc one can feel less and less confident of 

the validity of the results. As can be seen from the Appendix Table, the 

closeness of fit does not in fact increase very materially even when the 

number of years' exports included rises from 3 to 7. It has therefore been 

decided to stop short in Table 2 at the former figure. 

Table 1 sets forth the coefficients or weights assigned by regression 

analysis under the various Category B formulae to actual exports in each 

of the years covered by the formula. 

Table 1. Coefficients by which Actual Exports in Each of the Years 
Covered by the Formula is Multiplied to Yield a "Practical" Export 

Norm for the Current Year 

Formula t t-l t-2 t-3 

B.l * * .64 .38 ➔~ * 
B.2 ** .63 -33 .07 
B-3 .54 .46 * * * * B.4 .47 .28 .26 
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It will be noted that all the coefficients are positive, ana_ that 

the later the year the higher and more positive they are . (These features 

are not necessitated by the nature of the calculation. ) For formulae 

including year t-4, the regressions yielded coefficients for that year 

that were both small in magnitude and statistically of low significance. 

In general the coefficients add to more than unity, and the further back 

in time is the average year covered by the formulae, the higher is the 

sum of the coefficients. In this way, the general upward trend in the 

exports of the 43 countries is reflected in the calculation. 

Coefficients for Category B formulae have been worked out by regression 

analysis not only for the period 1951-59 but also for overlapping sub

periods. As is sho1m in the Appendix the coefficients arrived at for the 

various formulae are remarkably stable in the various sub-periods. 

t 
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Table 2. Extent of Discrepancy Betueen Practical Export Norm (on alternative 
definitions.) and the Ideal Export Norm ·(defined as a centered 5-year 
moving average of actual exports) for 43 Primary Producing Countries 

. 1 
Percentage Standard Deviation-

Es 4~imate based on: 1951-59 1955-59 

A .., A Pri.orj_ Formulae 
(1) Current year's exports 11.4 9.0 
( 2) Preceding year·1 s exports 12.5 10.1 
(3) Preceding 2 years' exports, equal weights 11.1 9.0 
(4) Preceding 3 years' exports, equal weights 12.9 10.6 
(5) Current year's a~d preceding year's exports: 

equal weights 7.6 6.2 
(6) Current year's and preceding 2 years' exports: 

equal weights 6.9 6.1 
(7) Current year's and preceding 2 years ' exports: 

weights 50:25:25 6.3 5.6 
(8) Trend of 6 preceding years extrapolated to 

current: year ••• 10.8 
(9) Current year's value of trend of 6 years ending 

in current year ••• 6.2 

B ... Formulae with Coefficients Based in Regression 
(l) Preceding two years' exports 10.4 8.6 
(2) Preceding three years' e;rports 10a3 8 .. 6 
(3) Cur:rent year •·s· and preceding years' exports 7.6 6.l 
( 4) Current year's and preceding 2 years' exports 6.1 .5.4 

]j Root mean square percentage deviation of 11practical" norm from "ideal" norm. 

In Table 2 the standard percentage deviation of the various "practical" 

norms f.rom the "ideal" norm is shmm not only for the period 1951-59 as a 

whole, but also for the sub-period 1955-59):/ This has been done largely 

to facilitate comparison between the results ~hown for fonnulae A 8 and 

J/ The category B formulae for which standard deviations are shown 
for the sub-period 1955-59 have the coefficients arrived at by regression 
for that sub-period, not for the period 1951-59• 
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A.9 (-uhich are not available for the earlier part of the :period) and those 

shmm for other formulae, but it also shows the stability of the ranking of 

the different practical norms with respect to the magnitude of the deviation 

in question, - a fact that is brought out even more convincingly in the Appendix 

Table where standard deviations are given for various sub-periods. The general 

decline in the standard deviation in successive sub-periods results from the 

greater stability of export earnings as the disturbances following the Korean 

Har were left behind. 

Evaluation of the tests 

(l) Formulae t hat give_ a substantial weight to the current year's 

exports in the computation of the "practical" norm fit the "ideal" norm more 

closely than those · that exclude the current year. 

(2) As follows from the nature of the mathereatical process involved, 

formulae for which the coefficients or weights are assigned by least squares 

regression yield a better fit than those in which weights are assigned 

a :priori. The reason why the results of formula A.7 are close to those of 

B.4 is that the weights of the former were specifically chosen as an 

approximation to those of the latter. On the other hand, the results of 

4.S' 
~ are close to those of B.3, because the least sq~ares coefficients of 

the latter happen to be close to the equal weights of the former. 

(3) .Among the formulae using "unweighted" means, a closer fit to the 

"ideal" norm is obtained by using the exports of the preceding two years 

~ ~1 
(~) than by using the exports of the preceding three years(~). This 

, 
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is not surprising in view of the definition the "ideal" norm itself which 

gives weight to the last preceding and second last preceding years but not 

to the third last preceding year. 

(4) Similar considerations help to explain the fa.ct that formula A.6 

gives a closer fit than formula A.5. However, the fact that fo.rmulae A. 7 

and B.4 give a closer fit than formula A.4 (i.e. the fact that a better fit 

is obtained when the current year is given a specially large weight) does 

not follow from the definition of the "ideal11 norm, but indicates that the 

current year is a better predictor of the years immediately following than 

are past years. 

(5) the 'unweighted' arithmetic mean of the previous 3 years (A.4) 

lies, in general, further from the "ideal" norm, and the 'unweighted' 

arithmetic mean of the previous 2 years, (A.3) lies only slightly closer 

to that norm than does the current level of actual exports (A.l). This does 
; 

not mean that A.3 and A.4 fluctuate more widely than A.l. On the contrary, 

such moving averages of several years' ex:ports necessarily pursue a smoother 

course than do the exports of a single year. Their wider deviation from 

the 11ideal11 norm results from the fact that where the long-term trend of 

exports is upward (do-wnward) the "practical" norms A.3 and A,,4 may lie for 

extended periods substantially below (ab.ove) the 11ideal" norm. 
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(6) The percentage standard variation of the"practical" with respect 

to the "ideal" norm is, for the closest fitting of the 11practical" norms 

(A.7 and B.4), 50 to 5l per cent less than that of the "practical" norm 

with the poorest fj_t, (A.4), and 45 to 47 per cent less than that of current 

actual exports. 

(7) Even for the "practical" norm showing the closest fit to the "ideal" 

norm, (B.4) the average deviation over the l95l-59 period is more than 6 per 

cent, and of the a priori norms other than A"7, those showing the closest fit 

1 have an average deviation for the same period of 7 to 72 per cent. 

Comments on the Charts 

The Charts annexed to this paper show, for 43 primary producing countries, 

the movements over the period l95C- 61, of four different "practical" norms, 

together with actual exports and (up to 1959) the 11ideal11 norm. The four 

11:practical" norms selected for charting are not confined to those that best 

fit the 11ideal11 norm but include some of those most frequently considered 

as practical norms in connection ·with schemes of compensatory financing, 

together with some that show a better approximation to the "ideal" norm. 

They are, running from top to bottom of the Charts: 

A.4 Preceding three years' exports: equal weights, 

A.3 Preceding two years' exports: equal weights, 

A.6 Current year's and preceding 2 years' exports: equal weights, and 

B.4 Current year's and preceding 2 years' exports: weights determined 

by least squares regression. 

·" 

• 
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Examination of the Charts illustrates certain features of the different 

"practical" norms that are not revealed by the single statistical measure 

of percentage standard deviation from the "ideal" norm, discussed in the 

previous section. 

Thus it is clear that where the long-term trend in actual exports is 

definitely upwards or dmmwards the deviations of actual e}..rports from the 

11practical" norm are in all cases predominantly negative or positive, 

respectively. This is, of course, the more serious the greater (up to a point) 

is the average length of time between the years on whose exports the "practi

cal" norm for the current year is based and the current year itself, i . e . 

the higher are the weights given to the more distant preceding years . 

The "practical" norms all lag to some extent behind actual exports. 

Here, again, the lag is the longer the higher are the ·weights given to the 

more distant preceding years. Of the formulae illustrated in the Charts, 

the lag is greatest for the scheme shovm in the ~op panel of the Chart (A.4) . 

In this case, :the average lag (of 2 years) appears to correspond roughly to 

half the length of the average export cycle in many countries and in those 

countries the "practical" norm therefore appears to move countercyclically 

to actual exports. This is an undesirable feature of any norm that is to 

·be used as a basis for compensatory financing. 
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Though the t2ractical
1
norm (A.3) shown in the second top panel of the 

Charts fits the 11 ideal11 norm more closely than does that (A.4) shown in 

the top strip, its movements are more abrupt and it is doubtful whether 

on balance it is superior to A.3 for purposes of compensatory financing. 

A similar objection could be brought against the "practical" norm shown 

in the bottom panel (B.4), as against that shown in the second bottom panel 

(A.6). In this case, however, it is arguable that the disadvantage of 

lesser smoothness is outweighed by the advantage of better timing in the 

movements of the nor m, and hence a better balance of surpluses and deficits 

of actual exports with respect to the norm. 

Conclusion 

As we have seen, the merits of different formulae for arriving at a 

"practical" export norm for the purl?ose of compensatory financing cannot be 

assessed by any single measure. However, a very important measure would 

appear to be the smallness of the deviation of the "practical" norm in question 

for an "ideal" norm defined as a centered 5-year moving average of actual 

exports. Judged by this test as well as by other characteristics, such as 

smoothness, promptness of response to changes in long-teri-~ trend, etc. formuJ_ae 

that give weight to the current year and the two preceding )ears appear to 

be preferable to those giving no weight to the current year. As the weight 

assigned to the current year's exports rises above one third the "practical" 

norm will move still closer to the "ideal" norm, but ·with some loss of smooth-

ness. 

• ,. 



Appendix 

This appendix sets out the procedure by which the standard deviations 
given in Table 2 of the text and in Table A of the Appendix have been 
computed and the methods by which the coefficients in Table 1 of the text 
and in Table B of the Appendix have been derived. 

The normal level of exports, or the "ideal norm", N, for country j 
at time tis defined as the centered 5-year moving average of exports, x: 

1 
Njt = 5 ( xj,t+2 + xj,t+l + xj,t + xj,t-1 + xj,t-2). 

/. .. particular "practical norm", x, of' the form 

+ a X 
n t-n 

will differ from the value of the ideal norm for the country and year in 
question by a discrepancy or "error", U.t• The criterion of goodness of 
fit which has been chosen in this study~ uses these deviations expressed 
as fractions of the respective values of the ideal norm (u.t = U.t/N.t). 

. J J J 

This procedure makes the errors for different countries comparable and 
permits an evaluation of the closeness with which a particular practical 
nonn approximates to the ideal norm on the average for all countries 
and for all years included in the computation. The measure of the average 
discrepancy given in Table 2 of the text is the standard deviation (the 
root-mean sq_uare) of the 11 errors" u ·t (j=l, 2, ... , 43; t = 1951, 1952, ... , 
1959). J 

Since this procedure does not distinguish between the errors for 
different countries and for different years, the notation may be simplified 
accordingly. :-.re write u. for the difference between the two nonns expressed 

l 

as a fraction of the ideal norm, 

u. = 
l 

N. - X. X. 
_i __ 1_ = 1 - ]. 

N. N. 
J. l 

where the subscript i runs over all countries and all years. He can write 

where X. stands for the ratio of the exports of the country and the year 
to whicfi0 i refers to the respective ideal norm, and X.

1
, x.

2
, ... , X. , 

l l lll 

stand for the corresponding ratios of the country's ex:ports in the first, 
second, ... , n-th, preceding year to the ideal norm orthe CtXTent year; 
a

0
, a

1
, ... , an are ·~_as given in eq_uation (1). 
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To determine the root mean square deviation for any chosen practical 
norm we compute 

,-ni-2 

l ~ u. 
\ j i=l l 

~ m 

where mis the number of countries (in the present study 43) multiplied 
by the number of years for which the computation is carried out (for 
instance, 9 years in the case of the period 1951-59). These calculations 
are facilitated by obtaining the expression ~ui2 from equation (2) in 
terms of the coefficients ak (k = 0, 1, ... , n) and of the sums of squares, 
and the sums of the cross-products of the Xik (i = 1, 2, ... , m; 
k = o, 1, ... , n). Having obtained these moments once, the goodness of 
fit of any (linear) practical norm can be derived by substituting the 
numerical weights of this norm, including zeros where applicable, into the 
expression for ~ui2· For instance, for the practical norm that gives 
equal weights to the preceding three years we would have a0= O, a1= 0.33, 
a2= 0.33, a3= 0.33, a4= 0, a5= 0, ... , an= 0, and ~ui2 would be given by 

(3) 2 
Eui = m - 2(al~xil + a2EXi2 + a3~xi3 - ala2~xilxi2 

- ala3~Xi1Xi3 - a2a3~Xi2Xi3) + al
2
EXii 

+ 2<;'V 2 + 2 "X 2 
a2uf\.i2 a3 ~ i3 

In order to find the set of weights, a:, which will minimize the 
root mean square deviation for a practical ~orm which takes account of a 
given ntunber, n~ of current or past yearsr exports, we set the first 
derivative of ~u? with respect to each of the weights equal to zero and 
obtain n' equatiofis of the form 

2 o~u. 
l 

= - a ,X. ,) (-X.k) = 0 n in i 

which are similar to the so-called normal equations of standard least
squares regression procedure. 'Ihese n 1 equations can be solved for the 
n' values of af: 

-1 . 
/'£X.kX .. 7 \'£X.kl 
- i' l 11 - --< i J. r 

a \.. __) 

(k=O, 1, ... , n'; • 1 ' J = 0 , 1, ... , n ) 

where braces enclose column vectors and the square brackets contain : the 
matrix of the second moments around the origin of the Xik· It follows 

.. 
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from the method of their derivation that these 11 optirnal 11 weights, ak, 
yield the smallest possible percentage deviation between th~ ideal norm 
and the practical norm for the period over which they have been fitted . . 
Appendix Table B __ shows the .weights a~ which were computed fo.r the different 
subperiods. · Optimal weights have been derived for three overlapping sub
periods, 1951-55, 1953-57, and 1955-59, in addition to the computations for 
the full period 1951-59. It is seen that the optimal weights remain 
fairly stable from one fitting period to another. The standard errors 
of these weights have been found to range from 0.01 to 0.06. 1he weights 
that apply to the current year and to the two preceding years are generally 
at least 5 to 10 times as large as their standard errors. 

Another type of practical norm mentioned in the text is the extra
polation of a straight-line trend fitted over the preceding e years. 
For instance, if Q = 6, we compute a trend equation from the exports of 
years 1 to 6 and make the extrapolated value for year 7 our p~actical .:· 
· · norm for that year; similarly, extrapolation to year 8 of a trend 
equation fitted to years 2 to 7 gives the norm for year 8, and so forth. 
Alternatively, the practical norm can be defined as the trend value for 
the current year computed from a trend equation fitted to the export data 
for the current and the 8 - 1 preceding years. 

\Thile this method appears at first blush to be quite different from 
the one discussed previously, it can easily be reduced to similar terms. 
The practical norm may be expressed as a linear function of the 8 pre
ceding years' exports with coefficients which are given by the standard 
regression procedure of fitting a linear trend. 

In fitting a trend line to 6 observations of a variable y we get 
the equation 

where c0 

Yt = c0 + c1t 

= r.t
2 

Ey t - zt r,y t t 

e r.t2 - (zt)2 
and 8 r,yt t - Zt Zyt 

e r.t2 - (r.tf 

all summations being from 1 toe. The extrapolation one year beyond the 
fitting period is 

Ye+l = c0 + c1 (e + 1). 

The proportional deviation of the ideal norm from the practical norm, 
defined as the extrapolated value of the straight-lire trend over the 
preceding e years, is then 

(4) u. = 1 - rAe + eBe-7 X.l + ,LA:, + (e - l)Be Jx.2 + •.. + Me+ BQ 7 X.,... 
J. - l. 0 - J. - v- lv 

-- ~t
2 

- (e + 1) ~t o (o + 1) - r.t 
and B8 = ------------ .,· (t = 1 2 ("\) 2 2 2 2 ' ' ·•·J ',:,. 6 ~t (Et) e zt - (Et) 
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For any given trend period e, say, a 6-year trend, AQ and B are given 
constants and the coefficients of the X's in (4) are0 given 6 coefficients. 
From the moments of the X's and a formula analogous to (3) the percentage 
standard deviations for different moving trends can be immediately derived 
without actually fitting the individual trend equations. 

This approach to the problem shows that the moving-trend extrapolation 
method of determining the practical norm is merely one of an indefinitely 
large number of possible weighting schemes of the past 9 export values. 
Such a set of weights can never be superior to the set ak (k = 1, 2, ... , G), 
which is derived by minim:i.zing ~ui2, and it could be equally good only 
by coincidence. The weights implied by the various moving trend methods 
of defining a practical norm are given in Appendix Table A where they 
can be compared with the corresponding optimal weights determined by 
least-squares and with the a priori weights that have been considered. 



... 

( 1) 
( 2) 
( 3) 
( 4) 
( 5)* 
( 6)* 
( 7) 
( 8) 
( 9) 
(10) 
(2.1)* 
(12)-x-
(13) 
(14) 
(15)** 
(l6)** 
(2.7)* 
(18)* 
(19)** 
(20)** 
(21)* 
(22)* 
(2.3)** 
(24)** 
(25)* 
(26 )~-
(27)*-X· 
( 28 )-x-➔~ 
(29 )-x-
(30)* 

- 5 -
Appendix Table A. Extent of Discrepancy Between Practical EArport Norm 
(on alternative definitions) and the Ideal Export Norm (defined as a 

centered 5-year moving average of actual expor ts) for 43 Primary 
Producing Countries 

Practical Norm: Weights applied to Percentage Standard 
exports of period Deviation 1/ 

t t-1 t-2 t-3 t-4 t-5 t-6 t-7 1951 1951 1953 1955 
1959 1955 1957 1959 . 

1.0 11.4 12.8 9 .3 9 .0 
1.0 12.5 14.2 10.6 10.1 

.5 .5 7.6 8.5 6.7 6.2 
. 5 .5 11.1 12.8 10.1 9.0 

.54 .46 7.6 8.5 6.6 6.1 
.64 .38 10.4 11.7 9 .2 8.6 

.33 .33 .33 6. 9 7.6 6.5 6.1 
.33 .33 .33 12.9 14.6 12.1 10.6 

.5 .25 .25 6.3 6.7 5.6 5.6 
.5 .25 .25 11.7 13.1 10.7 9.6 

.47 .28 .26 6.1 6.5 5.6 5.4 
.63 .33 ._07 10.3 11'.5 9.2 8.6 

.25 .25 .25 .25 9 .3 10.3 8.9 7.9 
.25 .25 .25 .25 -- -- 14.5 12.6 

.7 .4 .1 -.2 9.2 10.4 7.9 7.2 
1.0 .5 0.0 -.5 -- -- 14.6 13.8 

.47 .28 .26 0.0 6.1 6.5 5.6 5.4 
.72 .28 ·.06 -.04 9.2 8.6 

.6 .4 .02 0. 0 -.2 -- -- 6.7 6.6 
.8 .5 ~2 -.1 - .4 -- --- 13.1 11.5 

.52 .30 .22 .04 -.06 -- -- 5.4 5.3 
.73 .40 -.05 -.03 -.06 -- -- 9 .0 8.3 

.52 .38 .24 .10 -.05 -.19 -- -- 6.4 6.2 
.67 .47 .27 .07 -.13 -.33 -- -- 10.8 10.7 

.51 .31 .23 .04 -.03 -.07 -- -- 5.3 5.2 
.65 .38 .06 .06 -.08 -.07 -- -- -- 8.2 

.46 .36 .25 .14 .04 -.07 -.18 -- -- -- 6.6 
.57 .43 .29 .l4 0.0 - .l4 -.29 -- -- -- 11.4 

.48 .33 .23 .04 -.02 -.06 -. 01 -- -- -- 5.2 
.65 .38 .06 .06 -.08 -.07 0.0 -- -- -- 8.2 

]:_/ Root mean square percentage deviation of 11practical 11 norm from "ideal" norm. 

* ~-leights determined by regression. The weights given above refer to the period 
1951-59 or the first subperiod for which the calculation could be made. The 
regression weights for ~he other subperiods are shovm as Appendix Table B below. 

H· Heights implied by the extrapolation frqµi moving trends. See discussion 
in the Appendix. 
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Appendix Table B. :Jeights Determined by Regression 

Nu.rnber of Line of Fitting . Regression weights applied to eX})orts of year 

:Jeights Table A Period t t-1 t-2 t-3 t-4 t-5 t-6 t-7 

2 years ( 5) 1951-59 .54 .1.i-6 
1951-55 .55 .45 
1953-57 .55 .45 
1955-59 .55 .46 

( 6) 1951-59 .64 .38 
1951-55 .64 .40 
1953-57 .72 .30 
1955-59 .65 .36 

3 year-s (11) 1951-59 .47 .28 .26 
1951-55 .48 .26 .28 
1953-57 .51 .29 .22 
1955-59 .49 .31 .21 

(12) 1951-59 .64 .31 .07 
1951-55 .63 .33 .07 
1953-57 .62 .31 .12 
1955-59 .71 .28 .03 

4 years (17) 1951-59 .47 .28 .26 o.o 
1951-55 .48 .26 .27 .02 
1953-57 .51 .29 .22 0.0 
1955-59 .49 .32 .23 -.02 

(18) 1953-57 .72 .28 .06 -.04 
1955-59 .65 .36 .01 -. 01 

5 years (21) 1953-57 .52 .30 .32 .04 -.06 
1955-59 .49 .31 .21.i. .03 -.05 

(22) 1953-57 .73 .29 .06 .01 -.08 
1955-59 .67 .37 .04 .06 -.12 

6 years (25) 1953-57 .51 .31 .23 .04 -.03 -.07 
1955-59 .48 .33 .24 .04 -.02 -.06 

(26) 1955-59 .65 .38 .06 .06 -.08 -.07 

7 years (29) 1955-59 .48 .33 .25 .04 -. 02 -.06 -.01 

(30) 1955-59 .65 .38 .06 .06 -.08 - .07 o.o 
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80 

60 

40 

Practical norm= O. 47xt + O. 28x + o. 26x 
t-1 t-2 

Ideal Norm / 

Exports 

v_,/~ 

/ 
/ 

Practical Norm 

20'---~ __ _._ __ .,__ _ _,_ __ ....._ __ .,___~ ______ .,__ _ _,_ __ ....._ __ ..__ ........ __ _ 
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FINLAND 
Million$ 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

1000 

800 ----~_,...._~~~-----,
600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

Practical norm= 1/2(Xi-1 + xt_2) 

Ideal Norm 

-✓ 

/ 
/ 

Practical norm= 0. 47xt + o. 28x + o. 26x 
t-1 t-2 

Ideal Norm 

1948 '49 •so '51 '52 •53 '54 •55 '56 

Practical Norm 

Practical Norm 

Practical Norm 

--( ~-- _\ 
Practical Norm 
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GHANA 

Million$ 

400 

300 

200 

100 

400 

300 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

--~- ~--~--~~~---::~~~:::::::::.~-~~---\-
Practical Norm 

Exports 

Practical norm= 1/2(Xi-l + xt_2) 

Ideal Norm 

Practical Norm 

Exports 

100 1-------------------------------------~ 

400 

300 Ideal Norm 

200 
----"------

Practical Norm 

Exports 

100 1----------------------------------------~ 

400 

Practical norm = 0. 47xt + 0. 28x + o. 26x 
t-1 t-2 

300 Ideal Norm 

200 Practical Norm 

Exports 

100 ..._ _______ .._ _ ___,, __ """'-__ ..._ _ _,_ __ ...._ _ _,._ __ """'-_____ L.-.._....&.. __ ...._ _ _._ __ _, 
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GREECE 
Million $ 

250 

200 

150 

100 

250 

200 

150 

100 

250 

200 

150 

100 

250 

200 

150 

100 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

,,-- .,,,., ----
.,,,.,-- Practical Norm --

Practical norm= 1/2(Xi-1 + xt_2) 

Ideal Norm 

----
,,,. -- Practical Norm 

-/ -,,,.,,,.✓-\ ---------- Practical Norm 

Practical norm = 0. 47xt + 0. 28x + 0. 26x 
t-1 t-2 

1948 '49 '50 '51 '52 '53 '54 '55 '56 '57 
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---
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GUATEMALA 
Million $ 

150 

100 

50 

150 

100 

50 

150 

100 

50 

150 

100 

50 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Exports 

----
/ 

/ 

-,,,----

Practical Norm 

Practical norm= 1/2("t-l + xt_2) 

Exports 

Exports 

/ 
./ 

/ -.,-

___ Practical Norm 

/ 
/ 

/ 

--
- - - - Practical Norm 

----------

----

Practical norm = 0. 47xt + o. 28x + o. 26x 
t-1 t-2 

Exports 

/ 

/ .,. 
---

.... -.,,. Practical Norm 

Ideal Norm 

----- ..... __ 

Ideal Norm 

Ideal Norm 

Ideal Norm 
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HAITI 
Million$ 

60 

40 

20 

60 

40 

20 

60 

40 

20 

60 

40 

20 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Ideal Norm 

Practical norm= 1/2("t-l + xt_2) 

Ideal Norm 

Ideal Norm 

Practical' norm = 0. 47xt + 0. 28x + 0. 26x 
- t-1 t-2 

1948 '49 '50 '51 '52 '53 •54 •55 

Practical Norm 

Practical Norm 
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HONDURAS 
Million $ 

100 

80 

60 

40 

100 

80 

60 

40 

100 

80 

60 

40 

100 

80 

60 

40 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Ideal Norm 

~ - - - /:>,-.c;:s..--,s:m:::::-~-~-~>~!!!!'ll&c:::........_iiiii-..;::£45:...::;;~--f _ _ ------
Exports 

Practical Norm 

Practical norm= 1/2("1:-l + xt_2) 

Ideal Norm 

~--5;! --, - - -- \ /"':>---"!--~> ~--=-
~ ..... // ,_,,,, 

Exports 
Practical Norm 

Ideal Norm 

Exports 
Practical Norm 

Practical norm = o. 47xt + O. 28x + o. 26x 
t-1 t-2 

Ideal Norm 

~ C>------ - ------
Exports 

Practical Norm 
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ICELAND 
Million $ 

80 

60 

40 

20 

80· 

60 

40 

20 

80 

60 

40 

20 

80 

60 

40 

20 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("-t-l + xt_2 + xt_3) 

Exports 

Practical norm= 1/2(Xi-1 + xt_2) 

Ideal Norm ------ --------

Exports 

Exports 

-----___ .,..,, ,,.,,--,-

---

Practical Norm 

__ \_,,,., _ ........ 
-

_,..,,..- -------

Practical Norm 

Practical norm = O. 47xt + o. 28x + O. 26x 
t-1 t-2 

Ideal Norm 

Practical Norm 

Exports 
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INDIA 
Million $ 

2000 

1500 

1000 

2000 

1500 

1000 

2000 

1500 

1000 

2000 

1500 

1000 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("1:-l + xt_2 + xt_3) 

Practical Norm 

Ideal Norm 

Practical norm= 1/2(Xi-l + xt_2) 

PracticaJ Norm 

Exports 4- j ':,.__ 
~ ---

Ideal Norm 

Practical Norm 

Exports ~-\~ 

-

- ' -
----

Ideal Norm 

Practical norm = O. 47xt + o. 28x + o. 26x . 
t-1 t-2 

Practical Norm 

------

Exports ~/ -• ~ 
. ~ l,~~"""'---;?-~~~-;,.--,e!\!!!!!!!!!!!ll~~'C...c~-..;~~-~~l!----

ldeal Norm 
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Million $ 

1500 

1000 

800 

600 

400 

1500 

1000 

800 

600 

400 

1500 

1000 

800 

600 

400 

1500 

1000 

800 

600 

400 

INDONESIA 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Exports 

Practical norm= l/2(Xi-1 + xt_2) 

,I 

/ 
/ 

/ 
I 

/\. 
// Practical Norm 

// 

Practical norm = O. 47xt + o. 28x + O. 26x 
t-1 t-2 

1948 '49 '50 '51 '52 •53 '54 •55 

Practical Norm 

Ideal Norm 

Ideal Norm 
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IRELAND 

Million$ 

600 

400 

200 

600 

400 

200 

600 

400 

200 

600 

400 

200 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Ideal Norm 

-----
_ _,,,,,,/.,,,,, --_,,,_-

---

Exports Practical Norm 

Practical norm= 1/2(Kt-l + xt_2) 

----=-~- - -----~ ---__ ___,,,\✓ 

Exports 
Practical Norm 

Practical norm= 1/3(xt + xt 1 + x ) 
- t-2 

Ideal Norm 

Exports 

--,,,,-

_ _,,,,.,,,..\---
:;....--

Practical Norm 

Practical norm = O. 47xt + O. 28x + o. 26x 
· t-1 t-2 

Ideal Norm 

,,,.., 

=/✓, 
Exports Practical Norm 
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Million $ 

1500 

1000 

750 

500 

1500 

1000 

750 

500 

1500 

1000 

750 

500 

1500 

1000 

750 

500 

MALAYA 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical Norm 

Practical norm= 1/2(Xi-1 + xt_2) 

Practical Norm 

✓~---1 
' ' ~'--~--~-., 

Practical Norm ---- _/ 
' 

Practical norm = O. 47xt + O. 28x + o. 26x 
t-1 t-2 

Ideal 
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MEXICO 
Million$ 

1000 

800 

600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Ideal Norm 

Exports Practical Norm 

Practical norm= 1/2("t-l + xt_2) 

Exports Practical Norm 

-------

Ideal Norm ~ ... ,=-;::=::::a.--.----,.,,,,,._~ 
~--/ 

~\ 
Exports Practical Norm 

Practical norm = O. 47xt + O. 28x + o. 26x 
t-1 t-2 

Ideal Norm 

-\ 
Practical Norm 

Exports 
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MOROCCO 

Milli,_n~---------------------------------------, 

400 

300 

200 

400 

300 

200 

400 

300 

200 

400 

300 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("1:-l + xt_2 + xt_3) 

Norm 

-----\-
- Practical Norm 

Exports 

Practical norm= 1/2(Xi-1 + xt_2) 

Ideal Norm 

/ 

,,,,,,.,,,,--·\ ------Ill!'.:- -_,,,,,, Practical Norm 
Exports 

----, 
------~~ Practical Norm 
Exports 

Practical norm = 0. 47xt + 0. 28x + 0. 26x 
t-1 t-2 

Ideal Norm 

Practical Norm 

Exports 
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NEW ZEALAND 
Million $ 

1000 

800 

600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

1000 

800 

600 

400 

Ideal norm = centered 5-year moving average 
Practical norm= l /3(JC.i-l + xt_2 + xt_3) 

Ideal Norm 

,...._~d\~~~~~~~~---~ ---=~--
.,,,,.,,,,., ' 

--- ,,,,., Practica 1 Norm 
Exports 

Practical norm= 1/2(Xi-l + xt_2) 

Ideal Norm 

I _,,,a ~ 
~~d-.~~~~~-~--~~ -- ---,-. ::sz .)liu/4- -

.,,,,.-" ---- Practical Norm 
Exports 

Ideal Norm 

---
Practical Norm 

Exports 

Practical norm = 0. 47xt + 0. 28x + o. 26x 
t-1 t-2 

~~~ ............. ~~---~--,ea--1~ ⇒- \ Ei 
~ Practical Norm 

Ideal Norm 
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NICARAGUA 

Million $ 

80 

60 

40 

20 

80 

60 

40 

20 

80 

60 

40 

20 

80 

60 

40 

20 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3(:K.t-l + xt_2 + xt_3) 

Practical norm= l/2(Xi-1 + xt_2) 

Exports 

/ 
/ 

/ 

Exports 

,,,,,,/ 

Ideal Norm ,,,/ 

,,,,.------
/ ,,, 

/ 

/ 
/ 

/ 
/ Practical Norm 

/ 

/ 

/ 
,,,,✓"\ 

/ ____ / 

/ 

./" Practical Norm 
/ 

/ 
/ 

/ 
/ 

Norm 

Exports ,,,,,,,, Practical norm= O. 47xt + O. 28x + 0.26x 
/ W M 
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PAKISTAN 

Million $ 

700 

500 

300 

700 

500 

300' 

700 

500 

300 

700 

500 

300 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical Norm 

Ideal Norm 

Practical norm= 1/2(Xi-l + xt_2) 

,,,,----,.tractical Norm 

' ' ' ' '-
' ' ..... 

Ideal Norm 

Practical Norm 

Exports 

Ideal Norm 

Practical norm = O. 47xt + O. 28x + o. 26x 
t-1 t-2 

--
Exports 

----..., Practical Norm 

' ' ' ---

Ideal Norm 

1948 '49 •so '51 '52 '53 '54 '55 '56 '57 '58 

---
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PARAGUAY 
Million $ 

40 

30 

20 

Ideal norm = centered 5-year moving average 
Practical norm = 1/3("t-l + xt_2 + xt_3) 

Practical norm= 1/2(Xi-1 + xt_2) 

40 

30 
;;;~r~ts-~~~-~~.;::;-"""-~ _:..:-:::.:;.~~------~-::,~~~~~-llllliiii__.;-;=-,~ 

Practical Norm 
Ideal Norm 

20 

40 

30 

Practical Norm 
Ideal Norm 

20 

Practical norm = O. 47xt + O. 28x + O. 26x 
t-1 t-2 

Practical Norm 
40 

30 ~ 
20 
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PERU 

Million $ --------------------------------------
500 

400 

300 

200 

500 

400 

300 

200 

500 

400 

300 

200 

500 

400 

300 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical Norm 

Practical norm= 1/2(Xi-l + xt_2) 

-- / 

-✓ 

Practical norm= l./3(xt + xt-l + xt_2) 

------, 
Practical Norm 

Ideal Norm 

Practical Norm 

Practical norm = O. 47xt + o. 28x + o. 26x 
t-1 t-2 

1948 '49 '50 ' 51 '52 '53 '54 '55 '56 '57 

---
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PHILIPPINES 
Million$ 

600 

400 

200 

600 

400 

200 

600 

400 

200 

600 

400 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

---------------/\ ____ _ 

Practical Norm 
Exports 

Practical norm= 1/2(Xi-1 + xt_2) 

Exports 

Exports 

/ 
/ 

/. ____ ../ \ 
Practical Norm 

Practical Norm 

----..-,---

-----------

Practical norm = O. 47xt + o. 28x + o. 26x 
t-1 t-2 

/' Practical Norm 
Exports 

1948 '49 '50 '51 '52 •53 '54 •55 
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PORTUGAL 

Million $ 

400 

300 

200 

400 

300 

200 

400 

300 

200 

400 

300 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Ideal Norm 

---~-- ------ -, 
Practical Norm 

Exports 

Practical norm= 1/2(Xi-l + xt_2) 

Ideal Norm 

Practical Norm 

Exports 

__ -(-
-- I\ 

-- Practical Norm 

Exports 

Practical norm = o. 47xt + O. 28x + O. 26x 
t-1 t-2 

Ideal Norm 

Practical Norm 

Exports 

1948 '49 '50 "51 '52 '53 '55 '56 '57 

---

--

---
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SOUTH AFRICA 
Million$ 

1500 

1000 

500 

1500 

1000 

500 

1500 

100 

500 

1500 

1000 

500 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

..----------
.,,.., 

.,,...,,.. -----,.,.,.._..,, Practical Norm 

Exports 

Practical norm= 1/2(Xi-1 + xt_2) 

--------,,-
/ 

---_.,,,,,,,' Practical Norm 

Exports 

-----.,,..,.,,..,.,,,,._.,,...,,,,.-
Practical Norm 

Exports 

Practical norm = O. 47xt + O. 28x + O. 26x 
t-1 t-2 

----,,,,,,7 

.,,, ..... ;ractical Norm 

Exports 

--
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---
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-------

---
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• 
SPAIN 

Million$ 

700 

500 

300 

700 

500 

300 

700 

500 

300 

700 

500 

300 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("-t-l + xt_2 + xt_3) 

Exports 

-
. ----\ 
-- Practical Norm 

Practical norm= 1/2(Xi-l + xt_2) 

Exports 

Practical Norm 
Exports 

Practical norm= O. 47xt + O. 28x + O. 26x 
t-1 t-2 

Practical Norm 
Exports 
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Million $ 

200 

150 

SUDAN 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + x1_3) 

100 Practical Norm 
Exports 

Practical norm= 1/2("-t-l + xt_2) 

200 

150 

100 Practical Norm 
Exports 

200 

150 

100 Practical Norm 
Exports 

Practical norm = o. 47x
1 

+ O. 28x + O. 26x 
t-1 t-2 

200 

150 

100 Practical Norm 
Exports 
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THAILAND 

Million $ 

500 

400 

300 

200 

500 

400 

300 

200 

500 

400 

300 

200 

500 

400 

300 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical Norm 

Exports 

Practical norm= 1/2("t-l + xt_2) 

Practical Norm 
Exports 

Practical norm= 1/3(xt + xt 1 + x ) 
- t-2 

Exports 

Practical norm= 0. 47x + 0. 28x + o. 26x 
t t-1 t-2 
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TUNISIA 

Million $ 

150 

100 

50 

150· 

100 

50 

150 

100 

50 

150 

100 

50 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical norm= 1/2(Xi-1 + xt_2) 

Practical norm = O. 47x + O. 28x + o. 26x 
t t-1 t-2 

1948 '49 '50 '51 '52 '53 '54 '55 
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Practical Norm 

Practical Norm 

Practical Norm 
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• 
TURKEY 

Million $ 

400 

300 

200 

400 

300 

200 

400 

300 

200 

400 

300 

200 

Ideal norm= centered 5-year moving average 
Practical norm= l/3("t-l + xt_2 + xt_3) 

Practical Norm 

Practical norm= 1/2(Xi-l + xt_2) 

Practical Norm 
Exports 

,,,,. ,,,,.,,,,. Ideal Norm 
,,,,. Practical Norm 

Exports 

Practical norm = O. 47xt + o. 28x + o. 26x 
t-1 t-2 

1948 '49 '50 '51 '52 '53 '54 '55 
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UNITED ARAB REPUBLIC 

Million $ 

600 

500 

400 

600 

500 

400 

600 

500 

400 

600 

500 

400 

Ideal norm= centered 5-year moving average 
Practical norm= l/3("t-l + xt_2 + xt_3) 

Practical Norm 

Exports 
--"-------...... _ 

Ideal Norm 

Practical norm= 1/2(Xi-l + xt_2) 

Practical Norm 

Ideal Norm 

Exports 

Practical norm = O. 47xt + o. 28x + o. 26x 
t-1 t-2 

Exports 

Practical Norm -... ~ --...... -............. ---
Ideal Norm 
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URUGUAY 

Million $ 

300 

200 

100 

300 

200 

100 

300 

200 

100 

300 

200 

100 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical norm= 1/2(Xi-l + xt_2) 

-----,Practical Norm 
', 

Practical Norm 

Exports 

Practical norm= 0. 47x + o. 28x + 0. 26x 
t t-1 t-2 

Practical Norm 
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VENEZUELA 
Million $ 

3000 

2000 

1000 

3000 

2000 

1000 

3000 

2000 

1000 

3000 

2000 

1000 

Ideal norm= centered 5-year moving average 
Practical norm= 1/3("1:-l + xt_2 + xt_3) 

----- Practical Norm 

Exports 

Practical norm= 1/2(Xi-1 + xt_2) 

Exports 

Exports 

/ _ _,,,,, 
- - Practical Norm 

Practical Norm 

-- --

Practical norm= O. 47xt + O. 28x + O. 26x 
t-1 t-2 

Practical Norm 
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., 

' I 
YUGOSLAVIA 

Million $ --------------------------------------------
600 

400 

200 

600 

400 

200 

600 

400 

200 

600 

400 

200 

Ideal norm = centered 5-year moving average 
Practical norm= 1/3("t-l + xt_2 + xt_3) 

Practical Norm 

Exports 

Practical norm= 1/2("1:-l + xt_2) 

Practical Norm 

Exports 

Practical norm= 1/3(xt + xt-l + xt_2) 

Practical Norm 

Exports 

Practical norm= O. 47x + O. 28x + O. 26x 
t t-1 t-2 

Exports 

1948 '49 '50 '51 '52 '53 '54 

/ ----
,, ,,,,,, 

,,,,.,,,, 
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,,,,,, 

. Practical Norm 

'55 '56 '57 
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_ .... ::..--

.,,-, 
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,,,,,, ,,,,,, 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

INTERNATIONAL MONETARY FUND 

Compensatory Financing of Commodity Fluctuations 
and the Role of the IMF 

Prepared by the Research and Statistics Department 

April 26, 1962 

Introduction 

In April 1960 the Fund staff submitted to the UN Commission on Inter
national Commodity Trade a study_!/ in response to a request by that Commission 
that the IMF inform it regarding its policies and procedures regarding inter
national measures to compensate for fluctuations in receipts from the export 
of primary commodities . Since then, the topic of compensatory f inancing has 
been actively discussed by a number of international bodies. Notable among 
these is the UN Group of EJ\.'I)erts2/which, in January 1961 produced the report 
entitled "International Compensation for Fluctuations in Commodity Trade,"3/ 
the UN Commission on International Corrmodity Trade, at its 8th (1960) and 9th 
(1961) sessions, the Group of Experts reporting to the Special Meeting of 
the Inter-American Economic and Social Council of the Organization of 
American States at Punta del Este in August 1961 ~/and that Special Meeting 
itself • .2,/ 

The most detailed deliberations to date, however, are those undertaken 
in recent months by a group of governmental experts set up by the Organization 
of American States at the Punt.a del Este meeting, to analyze the proposal for 
the stabilization of export proceeds contained in the report of the first 
Expert Group to the Punta del Este meeting, as well as any other alternative 
proposals, and to prepare a draft plan for the creation of mechanisms for 
compensatory financing. 

1/ "Fund Policies and Procedures in Relation to the Compensatory Financing 
of Ccr.:.modity Fluctuations" · (SM/60/14, Rev. 2. Also Staff Papers, November 
1960.) 

2/ Appointed by General Assembly Resolution 1423 (XIV). 
3/ UN document E/3447. 
!/ See _ "Latin American Export Commodities: Market Problems 11 especially 

Chapter IV, 11Measures to Offset _Fluctuations in Export Receipts." 
2./ See Report by IMF obser.vers _ SM/61/71. 
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The meeting resulted in the preparation of a plan for the setting up 
of a new intergovernmental institution on a world scale, termed "Inter
national Fund for Stabilization of Export Receipts."2;/ It is contemplated 
that this plan will be transmitted to the United Nations for the information 
of, and almost certainly for discussion by, the 10th session of the ColLIIlission 
on International Commodity Trade, which takes place in Rome in May 1962. 

At this meeting the Commission on International Commodity Trade will 
also have before it the proposal for a Development Insurance Fund, put for
ward in January 1961 by a UN Expert Group and elaborated in a recent report 
by the UN Secretariat, as well as a scheme on somewhat similar lines for 
applying compensatory financing to individual commodities, recently worked 
out by the Secretariats of the UN and the FAO . Since governments have now 
had ample time to consider the scheme for an Insurance Fund this plan may be 
discussed in some detail. On the other hand, governments have had only a 
brief time to consider the Organization of American States plan. The most 
that can be expected, at the Rome meeting, is that the Corrmission on Inter- · 
national Commodity Trade 1-1ill decide whether to take as a basis of future 
discussions the Organization of American States plan, the UN insurance plan 
or some other alternative and will arrange to pursue such further discussions 
later in the year. It is possible also that as a supplement or alternative 
to these schemes the question may once again be raised of widening the 
activity of the IMF in the sphere of compensatory financing of export fluctua
tions of primary producing countries. 

In the following sections a brief account of various proposals for the 
compensatory financing of export fluctuations that have been made in recent 
years, including both those affecting the use of IMF resources and those 
involving the setting up of new institutions, is provided for the Board's 
inf arm.a tion. 

I. Suggestions for Increased Compensatory Use of IMF Resources 

The following are the principal suggestions that have been made by 
UN or Organization of American States Experts regarding the policies and 
practices of the IMF in the use of its own resources . 

(a) Qualitative criteria for the use of Fund resources . The Commission 
for International Commodity Trade , at its session of May 1961 "considered 
that it ·would be desirable if the Fund would study the question 1-1hether the 
present criteria for the use of its resources are fully adapted to circum
stances in 1.1hich payments difficulties arise mainly from fluctuations in 

];/ See Report by IMF ob servers ( SM/ 62/ 33) • 
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primary product markets." The Group of Experts reporting to the Organization 
of American States Conference at Punta del Este on the market problems of 
Latin American Export Commodities was more explicit. "It is not clear" 
they said (p. 25) "why unsatisfactory financial policies should debar 
countries from temporary aid to offset cyclical fluctuations on their export 
receipts. A country that has inflation must, in the interest of its own 
development, take measures to restore financial stability. It is neverthe
less entitled to help ·when its export receipts decline because of adverse 
conditions in world markets ." To Mr. Qureshi also, in Appendix III of the 
UN Experts Report, it seemed unfair that the Fund 's assistance should be 
used "as a handle to force borrowing countries to pursue policies considered 
appropriate by the Fund." (p. 80) . 

(b) Stand-by or near stand-bys for compensatory financing. According 
to the Report of the UN Expert Group (p. 29) "Through the increased use of 
stand-by arrangements or consultative procedures the Fund should aim to 
clarify with interested members the conditions which would assure that the 
full use of the quota without ·uai ver ( Fund holdings of 200 per cent of a . 
member's currency) or even more will be readily granted if it appears justifi
able according to forecasts of commodity markets and other relevant considera
tions." 

(c) Extension of gold-tranche criterion to later tranches. The follov~ 
ing suggestion is contained in the report of the UN E:hrperts (p. 28). "In so 
far as drawings on the Fund are automatic, a country whose export proceeds 
fall has reliable access to a source of compensatory financing. At present 
only 25 per cent of a member country's quota comes close to being automati
cally available. Any significant increase in this percentage which the Fund 
could institute would be a valuable step towards providing compensatory 
financing to meet the needs of primary producing countries when threatened 
with the adverse impact of a decline in export proceeds." 

(d) Automatic compensatory drawing rights in first credit tranche. In 
Appendix II of the Report of the UN Experts one of the Experts (M. L. Qureshi) 
suggested that "to offset fluctuations in the export proceeds of primary pro
ducing countries, compensatory drawings and repayments should be determined 
automatically by a formula . The fluctuations should be measured as a deviation 
from a trend which can be estimated on the basis of a moving average of three 
preceding years. A shortfall in ex.port proceeds in any year should entitle 
the country concerned to draw from the Fund automatically up to, say, an a.mount 
which causes the Fund's holdings of the country's currency to equal 125 per 
cent of its quota----- Subseq_uently, when export proceeds are above the trend, 
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the excess earnings should be used automatically to repay the earlier draw
ings." From the context it appears Mr. Qureshi had i n mind full compensation 
of shortfalls as defined, up to the 125 per cent point, and subsequent repay
ment of the ·whole of any excess of export proceeds over trend. 

(e) Automatic compensatory drawing rights additional to normal facilities • 
.At the Special Meeting of the Organization of American States at Punta del 
Este, Chile advanced the proposal that Fund members affected by price declines 
in important export commodities should be enabled to draw from the IMF in 
amounts determined by the magnitude of the price decline in question relative 
to the average price of the preceding 3 years and by the volume of exports 
affected. Drawings under these special arrangements would be repaid 1-1hen 
prices rose above the level of the three preceding years. The ability of 
members to make ordinary drawings "'.muld not be affected by the amounts 
outstanding under these special arrangements. 

II. Schemes for Compensatory Financing Outside the Fund 

As was mentioned above three schemes for the compensatory financing of 
export fluctuations, using resources other than those of the International 
Monetary Fund, are likely to be discussed at the May 1962 meeting of the 
Cow.mission on International Commodity Trade in Rome. 

Two of these schemes are designed to provide cc~pensatory payments fnr 
shortfalls in the over-all exports of countries and envisage the setting up 
of institutions with a world-wide membership, whose functions inevitably 
overlap, to a greater or lesser extent, with those of the International 
Monetary Fund. 

(l) The UN Experts, though hopeful that the compensatory financing 
activities nf the IMF would gain in importance, doubted whether these 
activities, present or prospective, offered a complete answer to the need 
for measures to offset instability in the export trade of primary producing 
countries. Their principal recommendation involved the setting up of some
thing in the nature of an international social insurance fund. To this fund 
all members would make annual contributions, determined mainly by the level 
of their exports and national income, sufficient, in the aggregate, to 
cover actual or prospective disbursements over a period of years. Claims 
would arise in case of export shortfalls measured against average receipts 
in the preceding three or four years and (partial) compensation for such 
shortfalls would take the form of either (a) "grants," (b) "contingent 
loans" offering a somewhat more substantial compensation for such short
falls, and repayable out of such surpluses over trend as might subsequently 
oc.cur within a 3 to 5 year period, any amount outstanding at the end of 
that time to be written off, or of (c) some mixture of grants and contingent 

l 
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loans. Each of the variants of this scheme would, and is intended to, effect 
a net transfer of income from industrial and high income primary producing 
participants as a group to low income primary producers as a group. In the 
"grant" variant of the scheme the incidence of benefits and costs would, of 
course, depend on the basis of assessment of contributions, the method of 
determining shortfalls, and the degree of compensation provided for short
falls. Suppose a scheme under which contributions are proportional to 
export proceeds, shortfalls are measured relative to a moving average of 
the preceding 3 years, shortfalls up to 5 per cent of exports are uncompensated, 
and 50 per cent of additional shortfalls are compensated. Had such a scheme 
been in cperation over the 7-year period 1953-59, it is estimated that con
tributions and benefits would have averaged $468 million per annum and that 
industrial and high income primary producing countries would have made a net 
contribution to low income primary producing countries averaging $241 million 
per annum. 

Variants of the scheme involving "contingent" loans--i.e. loans auto
matically repayable out of any surpluses over trend for a_~ericd of years 
and cancellable thereafter--would, of course, be less costly. Data provided 
by the UN Experts suggest that, with a similar scale of compensation to that 
already considered, with repayments on a similar basis, but with cancellation 
of any portion of a debt remaining outstanding after 3 years, repayments might 
on the average an:.ount to something like 40 per cent of benefits. 

With the exception of the Swedish representative in the Commission on 
International Com.reodity Trade there has been little indication, on the part 
of industrial countries, of support for the insurance proposals of the UN 
Expert Group. Even many of the primary producing countries appear to be 
deterred from supporting it, probably because of apprehensions as to the 
effect it might have on the willingness of industrial countries to provide 
aid in other fonns. 

(2) An extensive description of the scheme put forward by the Organiza
tion of American States Group of Experts on the Stabilization of Export 
Receipts, was given in the IMF observers' Report on the Meeting of that Group 
(SM/62/33) and need not be repeated here. Some comparisons between the UN 
and the Organization of American States schemes may, however, be useful. 
Both schemes provide financial assistance to countries whose export proceeds 
fall belou a statistically determined standard--viz. a moving average of the 
preceding three years. But whereas the UN scheme is on an insurance-cum
contingent loan basis the Organization of American States scheme is on a pure 
loan basis. Under the UN scheme all members could participate formally on 
the same basis, paying in insurance premiums and receiving outright benefits 
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and contingent loans; under the Organization of American States scheme, on 
the other hand there would be t :wo classes of members, one of which ( the low
income primary producers) would pay subscriptions in cash but would be en
titled to borrow, while the other ·would provide resources in the form of 
permanent credit arrangements, but would not have the right to borrow. 
Whereas the UN scheme would be likely to involve a more or less continuous 
net transfer from the industrial and the high income primary producing 
countries to the low-income primary producing countries, the Organization 
of American States scheme is intended to be financially self balancing and 
the only element of aid involved is the provision of credit at rates of 
in~erest based on those prevailing for government paper in industrial 
countries. While the UN scheme sets no limit on the assistance that may 
be received, conf'ines any repayment to what can be met out of export receipts 
in good years, and cancels debts that persist too long, the Organization of 
American States scheme limits the amount that each country can borrow, and 
insists on repayment within five years. 

(3) The third scheme applies the UN insurance-cum-contingent-loan 
principle with certain modifications to individual products. Under these 
proposals 50 per cent of shortfalls from the previous three years average 
in export receipts from the commodity in question would be compensated, with 
symnetrical repayments on export excesses over that average. Any remaining 
obligations would be cancelled after three years. Three main variants have 
been examined by the UN Secretariat: (a) A scheme covering exporters onlyj 
such a scheme, however, would result in net transfers among primary producing 
countries and is therefore thought to offer little incentive for exporters to 
participate. (b) A scheme covering exporters and importers; the latter would 
contribute but have no occasion to draw; this would be in- part an aid scheme 
11ith net transfers from importing to exporting countries. (c) The third 
approach examined provides compensation for price fluctuations only, en
titling exporters to compensation when prices are below, and importers when 
they are above, a trend level computed on the basis of a series of previous 
years' exports. 

In connection with- schemes (1) and (2), particularly the Organization of 
American States scheme, the idea has been mentioned--though not definitely 
proposed--that the new institution in question should be in some way associated 
with the IMF. The UN Expert Group, while considering that it would be 
"premature to be specific about the form of machinery suitable for insurance 
proposals" suggested that "one approach would be to set up the necessary 
funds as a trust fund to be administered by the most suitable existing 
organization." In its subsequent discussion of structural factors hampering 
the growth of exports of commodities, 11hich, it considered, ushould be the 

1 
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subject of discussion between affected countries and the authority administer
ing any new compensatory fund" the Experts mentioned that "Among other agencies 
the IMF, in its dealings with members has regard to these matters through its 
regular consultations." In the Organization of .American States plan eArplicit 
mention of the possibility of associating the proposed Export Stabilization 
Fund with the IMF is made both on the Report of the Expert Group and in the 
draft Articles of Agreement. The Report states, "The institution should 
cooperate with other international organizations having similar interests, 
particularly the International Monetary Fund in the case of a world-wide 
institution and the Inter-American Development Bank in the case of a regional 
institution. It is essential to avoid unnecessary duplication of technical 
facilities and staff already available in other institutions. On the important 
question of the precise relationship between the institution and the Inter
national Monetary Fund, in the case of a world-wide institution, a wide range 
of possibilities was considered, from complete integration at one extreme to 
complete autonomy at the other extreme. The Group of Experts found, however, 
that the weightiest considerations are largely of a political nature and, 
therefore, beyond the competence of technical experts. Consequently, the 
Group thought it best to leave this question for decision at a political level 
at a later stage.u 

III. Guidance to Fund Observers 

In the light of considerations set forth in the preceding sections it is 
suggested that the Fund representatives at the forthcoming meeting of the 
Commission on International Commodity Trade in Rome should be instructed (a) 
to declare the great interest of the Fund in the problem of the underdeveloped 
countries generally; (b) to restate the present policies of the Fund with 
respect to financing of export fluctuations and mention the assistance the 
Fund has recently been giving to countries with faltering export proceeds; 
(c) to state that the Fund has taken note of the various suggestions made as 
to the development of its policies and is continuing to give considerationf 
to these suggestions, bearing in min the possibility that separate institutions 
may be set up for the explicit purpose of providing automatic credit· and (d) 
to state that the Fund is ready to par actively n discussions@n alter-
native meansj for compensatory financin • ...___ cJ_.;, fv...J 

~ 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

For Immediate Attention 

Kr. Jorge Del Canto 
EBD/62/55 

Ro-om 807 

April 26, 1962 

To: Members of the Executive Board 

From: The Secretary 

Subject: UN Commission on International Commodity Trade - 10th Session 

On May 14-23 the CICT will hold its 10th Session at FAO Head
quarters in Rome. This meeting will be preceded by a Working Party of 
CICT to consider the annual review of the situation of international trade 
in primary commodities and, on May 7-14, by a Joint Meeting with the FAO's 
Committee on Commodity Problems. 

Amongst the items on the CICT agenda will be that of compensatory 
financial measures to offset fluctuations in the export income of primary 
producing countries. The CICT will have before it the report of the UN 
Group of Experts on this subject (UN Document E/3447) with which the Fund 
cooperated. The reports of the discussions on this subject which took pJia.ce 
recently under the auspices of the Organization of American States (see 
SM/62/33) will probably also be before the Commission. 

It is proposed that the Fund shall be represented at this group 
of meetings by Mr. J. J. Polak, Mr. Marcus Fleming, and Miss Gertrud Lovasy 
of the Research and Statistics Department, and Mr. George Nicoletopoulos of 
the Legal Department as the course of the discussions calls for. 

In the absence of objection by the close of business on Tuesday, 
May 1, 1962, the proposal will be deemed approved by the Executive Board 
and so recorded in the minutes of the next meeting thereafter. 

Other Distribution: 
Department Heads 
Division Chiefs 
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FROM 

SUBJECT : 

Office Memorandum . 
~ 

Mr. E.W. Robichek 

P. J. Brand/P 
Compensatory Financing 

DATE: April 25 _, 1962 

My principal misgiving about the draft paper is the indication 
that the Fund should go further than it has in providing compensatory 
financing for declines in export receipts and thereby dig the ground 
from under any separate scheme. I do not think this is either necessary 
or desirable . It is true that pages 11-13 are couched in terms of what 
is technically feasible, but it is hardly necessary to discuss feasi
bility since a lot of things are possible within the framework of the 
Fund ' s authority . The intention seems to be to promote some sort of 
special export compensation arrangement within the Fund. I consider 
proposal (d ) on page 17 particularly unfortunate in that it seems to 
hold out a "carrot", namely _, that the Fund would relax. its policies if 
the member countries abandoned their plans for a separate scheme 
(whether or not closely related to the Fund). I think this kin;1: of 
maneuver should definitely be avoided. 

I take it that my above comments are more or less in the same 
direction as Mr . Finch ' s reaction . 

Aside from the above, I have indicated corrections in wording 
which seem~ to be necessary in a few places. 



Mr. C. David 





A Co~~arison of Forecasting 
Formulae for Normal Exports 

March 29, 1962 

by J. Marcus Fleming, R.R. Rhomberg and Lorette Boissonneault 

In recent years a number of proposals have been ma.de for arrange

ments whereby short-term fluctuations in the export receipts of primary 

producing countries would be automatically offset, in whole or in part, 

by international transfers in the form of grants, loans and repayments, 

or by insurance transactions. 

It is an essential feature of all of these schemes, and indeed of 

any conceivable scheme, of compensatory financing that compensable fluctua

tions in exports be defined in terms of the deviations of actual exports 

from some normal level. Moreover, if positive and negative deviations 

are to come into approximate balance over an appropriate periodJtwo 

conditions must be fulfilled: 

(a) The norm itself from which the deviations are measured must 

move with the movement in actual exports, though more gradually than the 

movement in actual. exports, and the shorter the period within which an 

approximate balance between positive and negative deviations is to be 

attained, the more -responsive the norm must be to the movements in actual 

exports. 

(b) The norm should, ideally, reflect not only the actual exports 

of the more or less recent past but also those of the more or less immediate 

future~ Otherwise, if the movement in actuaJ. exports has a persistent 

tendency in one direction, the movement in the norm will lag continuously 
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behind that in actual exports so that, if the perslstent trend is upwards, 

positive deviations of actual exports from the norm wtll predominate, and 

if the trend is downwards , negative deviations will be the rule. 

In 11Fu.nd Poli cies and Procedures in Relation to the Compensatory 

Financing of Commodity Fluctuations"l:/a five year moving average of ex

ports centered on the middle yea:r· is taken as the statistical definition 

of nonnal exports. The norm thus reflects the infJ.uence of e.x:ports up to 

two years before and t·wo years after the year to which it relates. This 

defini t j_on seems--from the charts rxintai.ned in that paper--to result in 

a.eviaticns that correspond reasonably well wi.th what economists usually 

have in mind wh~n they speak of the coffip~nsation of short-term export 

fluctuations. 

Any attempt, however, to ccLpensate or offset by financial means 

export :fluctuations measured in relation to this ideal statistical norm 

1·uns i nto the pra.c t :tcal difficulty that the norm for any year cannot be 

derived frcm export data that are already established at tbe time when 

the estimation has to be made. The essence of a national policy of 

stabi.lization involving the use of compensatory financing (whether by 

means of national reserve movements or by international transfers) is 

that the country should strive to bring about a level of imports related 

(apart from any temporary factors affecting import needs themselves) to 

the normal level of exports. Policies designed to achieve this end must 

themselves be undertaken in advance. Thus a government pursuing a policy 

of stabilization wil l act in 1962 in such a way as to adjust imports in 

];/ IMF Staff Papers, November 1960. 
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1963 to the normal. exports of 1963. But this norm, as defined above, 

can only be estimated with the aid of forecasts of ex:ports in 1963, 1964 

and 1965 {taken in conjunction with the already known exports of 1961 

and 1962). ·Again, it is desirable that actuaJ. compensatory international 

transfers (loans or grants) should be made as soon as possible after the 

export deviation to which they relate, e.g. that any shortfalls of actual 

exports in 1962 beneath the norm for 1962 should be compensated by the end 

of that year. But this means that by the end of 1962 it should be possible 

to estimate the norm for that year, which involves anticipating actua.1 

exports in 1963 and 1964. 

It is clear that for practical purposes some method has to be found 

of forecasting normal exports--defined _as we defined them--for any year 

on the basis of data relating to previous years. The definition of 'norm' 

as a moving average centered on the middle year would seem to indicate 

that the natural method of doing this would be to forecast actuaJ. exports 

for a number of years ahead and then deduce from past and forecast figures 

the level of normal exports for the year in question. However, insofar 

as statistical methods are employed to make the forecast, there seems to 

be no advantage in proceeding by this roundabout route: it is simpler to 

forecast normal exports--as defined--directly. 

Insofar as export norms are being forecast by the countries themselves 

for the purpose of determining appropriate policies or even by organiza

tions such as the IMF for the purpose of advising their members on policy 

or for the purpose of providing compensatory credit on a discretionary 

basis, the forecasts in question can be on the basis of a combination of 
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quantitative and qualitative infonna.tion relating to the circumstances 

of the paTticul~r country. Even in such cases it may be helpful as a 

stage or element in the forecasting process to combine reJ.evant statis

tical data of immediately preceding years in dynamic (forecasting) 

formulae derived by statistical regression from data relating to a consider

able n:xrnb2r of years. For such purposes, the forecasting formulae can be 

tailormade to fit the circumGtance.3 of each country and may differ, as 

~egards both the d~termining variables and the relative weights assigned 

to them, from colmtry to ~cu-ritry. Moreover, though the actual experts 

of immediately preceding years will always bulk large in the forecasting 

of ex.port norms., data reflecting other economic magnitudes likely to 

affect future exriorts e.g o domestic cost trends or the level of eccnomic 

activ-ity in other- countries might well find a place in such calculations. 

T!:J.e situation is altered, and the scope for accurate forecast:i.ng 

eonsiderab]y narrowed--when the formula sought is to serve in connection 

with a multi-national scheme for compensatory financing. For this purpose 

a general formula will have to be selected vJhich can be applied to a case 

at hand quickJ.,y and without resort to potentially controversial statisti

cal manipulations. 

The present paper deals exclusively with formulae deemed to be 

sufficiently simple in concept and uniform in character to be acceptable 

in connection with an international scheme. These formulae are tested 

for their relative success in forecasting export norms as defined above. 

This success can never be as great as that of formulae tailormade to suit 

the circumstances of individual countries. It is hoped to test formulae 

of the latter type in a subsequent paper. 

• 
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The relations tested 

Some of the foreca.stj,ng relationships tested were of a simple type 

defined a priori without t~e use of regression. 

1. The export norm of any year is equal 

(a) to the actual exports of the previous year~ [Nt = Xt_1J, or 

(b) to the unweighted mean of the exports of the two pre·vious years, 

[Nt = ½ (xt-1 + xt-2)], or 

(c) to the unweighted mean of the exports of the three previous 

years, [Nt = _1/3 (xt-l + xt_ 2 + Xt_
3
)]. 

2~ The export norm of any year is a homogeneous linear function of 

the exports of the three previous years, that is to say, the estimated 

norm is a weighted average of the e.x:ports of the three previous years; 

the weights were determined by least squares regression (without constant 

term) over the years 1948-58 in four different ways: 

(a) Both actual exports and normaJ. exports were aggregated year by 

year for 43 countries and a least squares regression was applied to the 

annual aggregates. 

(b) Regressions of export norms on actual exports were obtained for 

the individual countries, and each of the three resulting coefficients,· or 

weights, was averaged over the 43 countries. 

(c) A third set of coefficients was taken from a single regressio~, 

for all years an~ all countri.es, of normal. expqrts on actual exports in 

each of the three preceding years,expressed in U.S. dollars. 
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(d) The fourth set of weights was obtained from a similar regression 

equat ion, save that in this case the exports and norms of each country were 

first expressP.d in index numbers (averase exports for each country= 100). 

Table 1 sets forth the coefficients or weights assigned by regression 

analysis under the various formulae of type 2 to each of the 3 years pre

ceding the year for which normal exports are to be estimated. 

'I1able 1 ., Coefficient s by Which Actual Exports in Each of the Three Preceding 
Years is Multiplied to Arri.vc at an Estimate of Normal Exports in the Current Year 

Formula t -•l t-2 t ... 3 

2(a) a51 .25 .. 28 

2(b) .58 .29 $17 

2(c) 60 .. 33 .ll 

2(d) .61 .33 .09 

It will be observed that in all cases the coefficients for the 

immediately preceding year (t-l) are considerably higher than those for 

ei.ther of the earlier years, and in all cases but one the coefficient for 

t wo years previous (t-2) is considerably higher than that for 3 years 

previous ( t- 3) • Formulae including year t-4 were tried out but the re

gressions yielded insignificant coefficients for that year. In general 

the coefficients seem to add to more than unity: viz,, 1.04 or--in the 

case 3{ d),..,-L.03. In this way the general upward trend in aggregate ex

ports of all l.i-3 countries is reflected in the calculation. 

• 
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3tt Normal exports for any year in each country were estimated by 

extrapolating the straight line trend of actual ex:ports of that country 

over a moving period of preceding years. The straight line trends are 

calculated for moving periods of 4 different lengths: 

(a) 7 previous years, 

(b) 6 previous years, 

(c) 5 previous years, 

(d) 4 previoQs years. 

4. Actual exports for any current year and two subsequent years were 

est:lmated by applying to average exports for the two _preceding years a 

strai.ght line trend of exports calculated by regression over a certain 

period of previous years. Normal eAr:ports for the current year are then 

calculated by the definition of this norm, i.e. as a 5-year moving average 

centered on the -~ddle year. This reduces to Nt = 0.5 (Xt-l + Xt- 2) + 

1.5 c', where c' is the regression coefficient of Xt on t for a moving 

period of years prior tot. These straight line trends of exports are 

calculated for moving periods of four different lengths, 

(a) 7 previous years, 

(b) 6 previous years, 

(c) 5 previous years, 

(d) 4 previous years. 



Table 2. Forecasts of Normal Exports of Primary Producing Countries 
(defined as centered 5-year moving average of actual exports) 

Err0rs as per cent of mean exports 1951-58, average of 43 countries 

Estimate based on: Period through 1959: 
1958 as indicated: Mean 

Mean Standard Error Error 

l. A priori formulae 

(a) Last year of exports 

(b) I.a.st two years of exports, equal weights 

(c) Last three years of exports, equal weights 

2. !#st three years of exports, weiehts based on: 

(a) Regression applied to total exports (43 countries) 

(b) Average of coefficients of 43 countries 

(c) Regression applied to all countries: dollar value 

(d) Regression applied to all countries: indices 

3. One_ ye~ar extrapolation from moving trend of exports: 

(a) 7-year moving trend 

(b) 6-year moving trend 

(c) 5-year moving trend 

(d) 4-year mo7ing trend 

11.61 

10.26 

1L92 

10.00 

9.63 

9 e- 58 

91157 

(1955-58) 

10.36 

101106 

llft26 

13.14 
4. Extrapolation from average exports of last 2 years based on: 

(a) 7•-year moving trend 9e33 
(b) 6-year moving trend 9.65 

(c) 5-year moving trend 11.07 

(d) 4-year moving trend 13.08 

7.83 

7.55 

7.37 
7.34 

8.05 
8.25 

7.89 
10.15 

7.68 
8.44 
8.4o 

10.24 

It will be seen that two tests are offered of the relative accuracy 

of the different formulae in forecasting normal exports: 
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(1) Computed values for normal ex:ports have been compared with 

actual values of normal exports for the period 1951-58, in the case of 

formulae of types 1 and 2 and for the period 1955-58 in the case of 

formulae of types 3 and 4, and a standard error of estimate (as per cent 

of the mean nonnal export over the period 1951.58) has been computed. The 

first colu..rnn of Table 2 gives the averages over all countries of these 

percentage standard errors,, The periods to which the test applies are 

the same as those over which the regressions of the formulae of type 2 

were calculated, and represent the largest postwar periods for which 

complete data for the computation of normal exports could be obtained. 

( 2) Values for normal exports in 19_59 have been calculated from 

data of actual exports for 1957-60 and estimates for 1961, using avail

able data for the first 3 quarters of that year. The estimates for normal 

ex:ports in 1959 computed from the various formulae have been compared with 

actual normal exports and the residuals have been expressed as percentages 

of the mean of normal exports over the years 1951.58. The second column 

of Table 2 shows the averages over all countries of these percent~ge errors. 

The second test has the disadvantage that it covers only one year 

and that the actual export values assumed for 1961 may diverge slightly 

from the final values later to be reported for the full year. On the 

other hand the results under the first test_ may be slightly too favorable 

to formulae of type 2 in that the results are tested by data relating to 

the same period for which the least-squares regression coefficients have 

been derived, i.e. there is some, though probably not a serious, loss of 

degrees of freedom. The standard errors applicable to formulae of types 
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3 and 4, being based on a smaller number of years, will be less reliable 

-than those applicable to fcrmulae of types 1 and 2. It will be noted 

that the mean errors for 1959 are uniformly lower than the mean standard 

errors given in the first column of Table 2. rrhis fact is without signifi

canee in the evaluation of these tests; it merely implies that 1959 was a 

relatively "easy" year to forecast by any method, chiefly, no doubt, be

cause the 1959 estimates are not affe\.!ted by the Korean War disturbance. 

These tests s~em to show that: 

(a) The most s.ccurate, or least inaccurate, predictions of normal 

e2-:ports are those derived from formulae of type 2, vize, weighted avera.gt:s 

of' the actual e'h'J)orts of the preceding three years, and those of type 4, 

~rub-type (a.) a.nd (b), viz ~, extrapolations from average e:xports of the 

last 2 years ba.s8d. on 7 or 6 year~. straight line trends. 

(b) Of estimates made on the basis of the actual exports of the three 

preceding years those assigning an equal influence to the three past export 

values give less good results than those assigning an uneq_ual influence 

determined by regression analysis. The best estimates in thj_s category 

result from tyl)e 2(d)e This is to be eA-pected: since the weights are 

in this case aerived from all the data in index number form, their 

appl:i.cation gives the smallest percentage deviations of estimated from 

actual normal exports for any weighting scheme for the three preceding 

years. 

(c) Among the estimates of type 1, -where only unweighted averages 

of recent past exJ;)orts are considered, the results obtained by using the 

average of the last two years of exports are better than those using the 
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estimate on the last three years or on the last year alone. This is not 

surprising in v.i.ew of the relative weighting of the last three years that 

is found, by regression analysis, to give the best predictions. (See Table 1). 

(d) Of estimates using extrapolation of straight line trends derived 

from the data of previous years, those based on longer-run trends, up to 

6 or 7 years, give a better result than those based on short-run trends 

of 5 and 4 years. Still longer (i.e .. 8 years) trends, however, are found 

to give poorer results than do 7 year trends. 

(e) While some of the more elaborate formulae yield significantly 

better results than the 'naive' formula which takes the actual e:xports of 

each year to be the norm for the next year, the standard error is reduced 

only by 20 to 30 per cent. 

(fJ Even in the case of the best forecasting formulae the average 

deviation of estimated :from actual 'normal' exports was of the order of 

9-} per cent. Even in the good year 1959 it remained of the order of 

1 7"2 per cento 
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TO DATE: .March 15, 1962 

FROM 

Mr. Jorge Del Canto 

Paul J . Brand / ,fl!/ 
SUBJECT : Paper on Compensatory Financing of Commodity Fluctuations 
~ 

The paper as submitted to the Managing Director by Mr. Polak does not 
depart from the earlier draft plus proposed additions and amendments sent to 
us previously by Mr. Fleming . 

As I mentioned to you orally, however, we are anxious to ensure that 
the statement which eventually emerges with regard to the Fund ' s policies on 
use of its resources (aside from the new scheme) not be subject to misinter
pretation . This refers to the last sentence of the first full paragraph on 
page 6. It should be understood that it refers only to a situation where the 
exp:::>rt decline is entirely due to external factors, i.e., not to improper 
domestic or exchange policies . Moreover, it should be made clear that where 
a country has been and is in need of corrective policies, the mere fact that 
it also is experiencing an export decline caused by external factors will 
not give it access to the Fund ' s resources without adoption of the corrective 
policies which are needed in any event. If this is the meaning of uno ad
ditional corrective policies 11

, we are in agreement with the intent . Mr -:--r1eming 
had undertaken, however, to add some language clarifying this point and this 
should be done before the statement is finalized. 

As to other points, it should be mentioned that no decision has been 
taken by the OAS group as to the nature of the relations of the proposed 
Institute with the Fund (if the scheme is world-wide) . fhe description on 
page 13, therefore, must be considered as tentative. 

I also might call attention to the fact that the listing of Class B 
contributions in the first full paragraph on page 14 has been modified by the 
latest U.S . proposal, as shown in my memorandum of March 13. Of course, the 
latest U.S . proposal is also tentative and represents no more than a negotiating 
position . 
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and the Role of the IMF 

I am planning to subnit to the Managing Director early next 

week the attached memorandum by Mr. Fleming. If you have any sugges

tions with respect to it would you let Mr. Fleming or myself know by 

the end of Monday. 
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February 28, 1962 

Compensatory Financing of Commodity Fluctuations 
and the Role of the IMF 

Introduction 

Since April 1960 when a studyYwas submitted by the IMF to the UN 

Commission on International Commodity Trade, in response to a request by 

that Commission that the IMF inform it regarding its policies and pro

cedures in relation to the compensatory financing of co:mmodity fluctuations, 

the topic of compensatory financing has been actively discussed by a number 

of international bodies. Notable among these is the _UN Group of ExpertJ./ 

which, in January 1961 :produced the report entitled "International Compensa

tion for Fluctuations in Cor:r.modity Trade," the UN Commission on International 

Commodity Trade, at its 8th (1960) and 9th (1961) sessions, the Qroup of 

Experts reporting to the Special Meeting of the Inter-American Economic 

and Social Council of the OAS at Punta del Este in August 1961l/and that 

Special Meeting itself. The discussion is continuing, and may be approach

ing :practical issues. As a result of the Punta del Este meeting, the OAS 

set up a new group of governmental experts to analyze the _pr.9:po~al fo_r 

the stabilizat_ion of eXl)ort proceeds contained in _the report of the first 

Expert Qrou.p to the Punta del Este meeting, as we.11 as any other alter

native proposals, and to prepare a draft plan for the creation of mechanisms 

for compensatory financing. This second OAS Expert @roup is now in session 

and is supposed to ·report by the end of March 1962 so that the draft plan 

1/ ·11Fund .Policies and Procedures in Relation to the Compensatory Financing 
of . Connnodity Fluctuations" (sM/60/14, Rev. 2. Also Staff Papers, November 
1960). 

g/ Appointed by General Assembly Resolution 1423· (XIV). 

3/ See "Latin .American Export Commodities: Market Problems" especially 
Chapter IV, "Measures to Offset Fluctuations in Export Receipts." 
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can be considered by governments before the lOth session of the CICT, 

which takes place in Rome in May 1962. At this meeting the CICT is to 

have a further, intensive discussion of compensatory financing with t he 

aid of a further rep0rt prepared by the UN Secretariat. Since the govern

ments represented on the CICT will have had over a year to consider the UN 

Expert Group's report, it was hoped that so~e practical decisions might 

emerge. However, since the CICT will probably be confronted with a detailed 

proposal for a world wide compensatory scheme worked out by the OAS Ex:Perts, 

with the technical assistance of Mr. E. M. Bernstein, and since France is 

rumored to be hatching out still a third plan, it seems likely tbat the 

period of debate and indecision will be prolonged at least until the second 

half of l962. 

Most significant of all, a plan for compensatory credits to offset 

the export fluctuations of primary producing countries on lines roughly 

similar to the plan now under discussion in the OAS, is believed to have 

been worked out by an inter-departmental committee of the u.s. Government 

and may soon receive the official imprimatur. 

The .Americans have also obtained the agreement of the OAS Experts to 

communicate the main features of the OAS plan on an infor:mal basis to the 

governments of other industrial countries. 

Several questions arise from these discussions with respect to which 

the Fund will sooner or later have to determine its attitude. These a.re: 

(l) How far can the Fund go towards adopting various modifications 

that have been suggested in its policies and practices with respect to the 

use of its o-wn resources? 

.. 
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(2) What attitude should the Fund adopt towards proposals that have 

been made for setting up new international financial institutions or arrange

ments to provide compensatory financing for export fluctuations? 

(3) To what extent should the Fund show willingness to accept 

functions of administration or management with respect to such outside 

financial arrangements as countries may decide to set up? 

I. Com:pensatory Use of IMF Resources 

The following are the principal suggestions that have been made by 

UN or OAS Ex,Perts regarding Fund policies and practices in the use of its 

own resources. 

(a) Qualitative criteria for the use of Fund resources. The Coll'.llllission 

for Inte_rnational Trade, at its session of May 1961 "considered that it 

would be desirable if the Fund would study the question whether the present 

criteria for the use of its resources are fully adapted to circumstances 

in which payments difficulties arise mainly from fluctuations in primary 

product markets." The Group of Experts reporting to the OAS Conference 

at Punt~ del Este on the market problems of Latin .tm1erican Export Commodities 

was more explicit. "It is not clear" they said (:p. 25) "why unsatisfactory 

financial policies should debar countries from temporary aid to offset 

cyclical fluctuations on their export receipts. A country that has in

flation must, in the interest of its own development, take measures to 

restore financial stabillty. It is nevertheless entitled to help when 

its export r~ceipts decline because of adve1:9~_e cond.i tions in ~orld markets." 
·, 

To Mr. Qureshi also, in Appendix III of the UN Experts R~port_, it seemed 

unfair that the Fund 1s assistance should be used "as a handle to force 

borrowing countries to pursue policies considered appropriate by the Fund. 11 

(p., 80). 
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(b) Extension of gold-tranche criterion to later tranches. The 

following suggestion is contained. in the report of the UN Experts (p. 28)s 

"In so far as drawings on the Fund are automatic, a country whose export 

pr~ceeds fall has reliable access to a source of com:Pensatory financing. 

At present only 25 per cent of a member country's quota. comes close to 

being automatically available. .Any significant increase in this :percentage 

which the Fund could institute would. be a valuable step towards providing 

compensatory financing to meet the needs of primary producing countries 

when threatened with the adverse impact of a decline in export proceeds." 

(c) Automatic compensatory drawing rights in first credit tranche. 

In Appendix II of the Report of the UN Experts one _of the EXJ;:erts (M. L. 

Qureshi) suggested that "to offset fluctuations . in the export proceeds of 

primary producing countries, compensatory drawings and repayments should 

be determined automatically by a formula. The fluctuations should be 

rreasured as a deviation from a trend which can be estimated on the basis 

of a moving average of three preceding years. A shcrtfall in ex:port pro

ceeds in any year should entitle the country concerned to draw from the · 

Fund automatically up to, say, an amount which causes the Fund's holdings 

of the country's currency to equal 125 :per cent of its quota---- Sub

sequently, when export proceeds are above the trend, the excess earnings 

should be used automatically to repay the earlier drawings." From the 

context it appears Mr. Qureshi had in mind full compensation of shortfalls 

as defined, up to the 125 :per cent point, and subsequent repayment of the 

whole of any excess of eXJ;)ort proceeds over trend. He a:ppears to take no 

overt account of compulsory repurchases. 
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( d) Automatic compensatory drawing rights addi tionaJ_ to normal 

facilities. At the S:pecial Meeting of the OAS at Punta del Este, Chile 

advanced the pro:posal that Fund members affected by price declines in 

im:portant ex:port commodities should be enabled to draw from the Thill' in 

amounts detennined by the magnitude o'f the price decline in question 

relative to the average price of the preceding 3 years and by the vol1..lll:e 

of ex:ports affected. Drawings under these special arrangements would be 

repaid when prices rise above the level of the three preceding years . No 

mention was made of compulsory repurchases. The ability of members to 

make ordinary drawings would not be affected by the amounts outstanding 

under these s:pecial arrangerr€nts. 

( e) Stand-by or near stand-bys for com~ensatory financing. According 

to the Report of the UN Ex!)ert Group (p. 29) "Through the increased use of 

stand-by arrangements or consultative procedures the Fund should aim to 

clarify with interested rrembers the conditions which would assure that 

the· -full use of the quota without waiver (Fund holdings of 200 l)er cent 

of a member's currency) or even more will be readily granted if it appears 

justifiable according to forecasts of commodity markets and other relevant 

considerations." 

At the 1961 CICT meeting the Fund indicated its willingness, in 

connection with its current review of practice and :policies, to take into 

account the views expressed in the UN Experts ~eport and other UN bodies 

regarding the Fund's role in compensatory financing. Since that time the 

situation has been altered by the international discussions that have 

been proceeding with a view to setting up a separate international agency 
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devoted to the compensatory financing of commodity export fluctuaticns. 

These discussions, which are described in Section II below, now appear 

to be much more likely than was previously the case to attain to practical 

fruition. If some such agency comes into existence and especially if it 

operates, as is suggested in Section II below, to some extent as an 

affiliate to the IMF, both the case for extending the automatism of Fund 

operations and the pressure on the Fund to agree to such extension would 

be weakened.. 

In these circumstances it should suf'fice that the staff prepare, for 

incorporation in the Fund statement to the CICT and for the Annual Report, 

a new and up-to-date statement, backed where possible by reference to 

actual experience with Fund dra-wings, of the Fund's policies vis-a-vis 

primary producing countries faced by export declines. This statement 

should stress the extent to which the Fund seeks to assist members that 

are the victims of payments difficulties arising from the outside, and 

the measure in which members can count on Fund assistance in adverse cir

cumstances of this nature, even though Fund transactions beyond the gold 

tranche are not "automatic." 

Meanwhile consideration should be given at the staff level to the 

ossibility to any modifications of Fund policy with respect to financing 

f export fluctuations that would be appropriate should the :proposals for 

the separate International Compensatory Institution fail to win inter-

national acceptance. 
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II. Schemes for Com~ensatory Financing Outside the Fund 

Two schemes for the compensatory financing of export fluctuaticns, 

using resources other than those of the IMF, are at present under active 

international considerations; that for an Insurance Fund., put forward 

by the UN Expert qroup, and that for a Compensatory Loan Fund, current 

in course of elaboration by the ( second) OAS Expert G,roup. 

The UN Experts, though hopeful that the com:pensatory financing 

activities of the DIF would gain in importance, doubted whether the Fund's 

activities, present or prospective, offered a complete answer to the need 

for measures to offset instability in the export trade of primary producing 

countries. Their principal recommendation involved the setting up of 

something in the nature of an international social insurance fund into 

which all member contributors W<'uld pay contributions and against which 

members would make fi.nancial claims which would be paid aut0matically in 

prescribed circumstances. The contributions would be paid annually in 

proportion to exports, national income, or a mixture of the two, in 

aggregate amounts sufficient to cover eitller the actual disbursements of 

the year or the average prospective disbursements over a peri0d 0£ years. 

The benefits would be d.ra-wn in the :form either of ( a) grants offering a 

partial compensation for shcrtfalls in export proceeds below a trend 

figure based on a moving average of the preceding 3 or 4 years, or of 

(b) 'loans 1offering a son:ewhat more substantial com:pensation for such short

falls, and repayable out rif such surpluses over trend as might subsequently 

occur within a 3 to 5 year period, any amount outstanding at the end of 

that time · to · be written off, or of ( c) soir.e mixture of grants and 'loans.' 
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Each of the variants of this scheme would, and is intended to, effect a 

net transfer of income on balance from industrial and high income primary 

producing participants as a group. The incidence of' benefits and costs 

would, of course, depend on the basis of assessment of contributions and 

on the degree of compensation provided for shortfalls. On the assumptions 

that contributions were proportional to export proceeds, that shortfalls 

would have been measured relative to a moving average of the preceding 

3 years, t hat shortfalls up to 5 per cent of exports would have been un

compensatel, and 50 per cent of' additional shortfalls would have been 

compensated, it is estimated that contributions and benefits over the 7 

year period 1953-59 would have averaged $468 million per annum and that 

industrial and high income primary producing countries would have made a 

net contribution to low inc~me primary producing countries averaging 

$241 million per annum. 

Schemes involving 1contingent 1 loans--i.e. loans automatically repay

able out of any surpluses over trend for a period of years and cancellable 

thereaf'ter--would, of course, be less costly. Data provided by the UN 

Experts suggest that, with a similar scale of compensation to that already 

considered, with repayments on a similar basis, but with cancellation of any 

portion of a debt remaining outstanding after 3 years, re:payments might 

on the average amount to something like 40 per cent of benefits. 

In the resolution establishing the terms of reference of the UN Ex:pert 

Group, the General Assembly laid do-wn, or assumed, that any machinery to 

be created for offsetting tm balance of payments effects of coIDI11od.i ty 

fluctuations, should be 'within the frareework of the United Nations.' 
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Whether or not this was intended to include existing specialized agencies 

is unclear. The Expert Group itself', while considering that it would be 

'premature to be specific about the form of machinecy suitable for insurance 

proposals' suggested that 1one approach would be to set up the necessary 

funds as a trust fund to be administered by the most suitable existing 

organization.' In its subsequent discussion of structural factors hamper

ing the growth of e)..'l)Orts of commodities, which considered 'should be the 

subject of discussion between affected countries and the authority adminis

tering any new compensatory fund' the Experts mentioned that 'Among other 

agencies the IMF,- in its dealings with members has regard to these matters 

through its regular· consultations.' 

With the exception of the Swedish representative in the CICT there 

has been little indication, on the part of industrial countries, of 

support for the insurance proposals of the UN Ex:r;ert Group. Even many of 

the primary producing countries appear to be deterred from supporting it, 

probably because of apprehensions as to the effect it might have on the 

willingness of industrial countries to provide aid in other forms. 

Much more likely to receive serious consideration on the part of 

industrial countries is a scheme on the lines now under discussion in the 

OAS Expert Group. This scheme will probably appear in two variants, one 

applicable primarily to the Western Hemisphere, the other a world wide 

scheme. The latter variant, 'Which is strongly preferred by the United 

States, will pr6bably be referred for further discussion and elaboration 

to the CICT and the United Nations in general. The United States, whose 

policy though not yet .. officially promulgated, is understood to be nearing 
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the point of crystallization, is not far from being committed to the 

promotion of some sort of compensatory financing scheme on a loan basis, 

and appears to be broadly in support of the sort of scheme in process of 

elaboration in tbe Ex:pert Group, though without commitment as to its 

quantitative aspects and--as mentioned above--with a very strong preference 

for its uni .. ;:;:rsal, as distinct from its regional, variant. 

While the Report of the OAS Ex:pert Committee has not yet appeared a 

scheme for an Institution for Compensatory Financing will probably emerge 

with the foJ_lowing features: 

(a) Px-imary producing participants of less than a given per capita 

income will be entit led almost automatically to obtain partial compensation 

for sho:rtfalls in export proceeds as compared with a moving average of the 

3 preceding years. In exceptional cases, however, e.g. when the shortfall 

/ is due to deliberate action on the part of the governmer.t. concerned,or 

where the Institution decides that the transaction involves financial 

risks not contemplated by the Agreement, borrowing may be disallowed. 

(b) Compensation for shortfalls will be partial and will probably 

amount to two thirds of the shortfall (unless resources should turn out 

to be insufficient). 

( c) Compensation wil_l · take the form of loans with a maturity of 3 -

years which may be ex.tended after consultation to a maximum of 5 years. -

(d) Part--probably two thirds--of any excess of export proceeds 

over a moving average of the 3 preceding years will be used for prior 

repayment of loans contracted under (b). 

(e) Borrowings less repayn:ents will not be allowed to exceed a 

given maximum viz. 20 per cent of export receipts on the average of the 

preceding 3 years. 
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( f) The Institution may at its discretion provide loans up to part [ 

of the e:x:pected entitlement to compensation on the basis of preliminary 

estimates of exports. 

(g) The Institution may at its discretion provide special loans to 

countries whose principal exports have suffered a severe decline in value 

even if exports as a whole have not declined sufficiently to create an 

entitlement to borrow. 

(h) Should indebtedness continue for three years, or remain at the 

maximum for one year, or should there be inability to repay at the due 

date there will be consultations -with the country in question, tossibly 

involving outside organizations, with a view to (i) obtaining financial 

assistance in the form of postponement of repayn:ent to the Institution 

(subject to .the 5-year maximum), or refinancing (e.g. funding) of the 

indebtedness by outside agencies, and possibly (ii) recoil'.!ID.end:i.ng policy 

adjustments in the country itself. 

(i) The resources of the Institution for Com:pensa~ory Financing 

would be provided by subscriptions and possibly also by market borrowing. 

The subscriptions would be dxavm in part from the Category A menb ers (i.e. 

the poorer primary producing countries that are entitled, in suitable 

circumstances, to borrow from the Institution) in foreign exchange and 

in part from Category B members (i.e. the industrial and richer primary 

producing cotm.tries, that are never entitled to borrow) in the form of 

various sorts of stand-bys. Subscriptions of Category A members will be 

paid up by installments over 3 years. One ty:pe of stand-by furnished by 

Category B members would be used only to ensure the repayment of market 

borrowings. 
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(j) Subscriptions, loans, and repayments would be in a selected 

group of convertible currencies. The choice of the particular currency 

(within the selec·'.~ed group) to be borrowed, and to be repaid lies with 

the bo:i:row.f ng cou:n.try. · 

(k) Tr.1e liq~1id assets of the Institution will be. held in the 

currencies ~f the various Class B members in proportion to their sub

scriptions. The Institution will carry out whatever conversions are 

necessary to preserve these proportions. 

(1) The assets and liabilities of the Institution will be of constant 

value in t erms of gold. 

(m) Apart from worlcing balance~he liquid assets (investments) of 

the Instit.ut.ion will be held in a special type of short-term paper (Special 

Depository B1.11s). Market borrowing will also be on short-term. 

(n) The rate of interest received on the Special Depository Bills 

will vary with market rates on Treasury Bills. It is ex:pected to be the 

same in all countries.- ·The rates charged on loans will vary with the 

rates received on these bills, and will exceed theEe rates by ½ , . · 
_i:er · cent •. There will also be a½ per cent transactions charge. 

Interest will be paid on such portion of the capital subscrir,tions as is 

received in cash at a rate .of interest equal to or slightly less than 

that received on depository bills. 

(o) It is suggested by Mr. Bernstein that the Institution should 

have a Board of Governors meeting annua..lly, an Executive Board meeting 

quarterly, a General Manager and a small staff (half a dozen) of its ovm. 

It would be a separate legal entity and ·would take all important discre

tionary decisions. 
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(p) It is also suggested, however, that if the universal variant of 

the scheme is adopted the Institution should be affiliated to the IMF in 

the sense that: 

(i) The Managing Director of the Il-ifF wouJ.d be Chairman of 

the Board of Directors of the I.C.F. an.d -would interpret their 

policies between meetings; 

(ii) The Il\1F would either I>articipate in the consultations 

mentioned at (h) above, or even conduct the consultations itself, 

in which case it would presumably report to the I.C.F.; 

(iii) The IMF would provide Secretary, Treasurer, technical 

staff (and possibly office s!)ace!) for the Institution, and would 

administer its o:rdinary financial operations (other than raising 

market loans). 

(q) If the scheme is confined to Western Hemisphere countries it is 

generally assumed that functions similar to those suggested above for the . 

IMF would be performed by the Inter-American Bank. 

As regards the amount of resources likely to be required, a calculation 

based on the assumptions of 2/3 compensation for total export shortfalls, 

maximum permitted credit outstanding of 20 per cent of exports, 2/3 re~ay

ment of export excesses, and 100 per cent re!)ayment of such excesses after 

credit has been outstanding for 3 years--but no compulsion to .repay in toto 

at end of 5 years--indicates that for the 9 years 1952 to 1960-the maximum 

amount of credit outstanding for 63 low income countries would have been 

less than $1800 million, the figure nearly attained in 1958. This figure 

is quite sizeable as compared either to the maximum am~unt ever attained 
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of outstanding Fund drawings by these countries, (viz. $1290 million in 

November 1961) or as compared with the amotmt e-f unused drawing potential 

(up to the 200 per cent point) which these countries possess in the Fund 

at the present time (viz. $264o million). It has to be borne in mind, 

however, that the co,mtries concerned would certainly not all have chosen 

to make use of their theoretical borrowing possibilities under the compen

satory scheme had it been in operation over the 1952-1960 period. 

However, $1800 million is the amount generally mentioned as appropriate 

to an Institution of Com:pensa.tory Financing of world-wide scope. Of this 

amount $600 million would be subscribed by the Category A members, some 

$425 million by the u.s., $625 million from the Euro:pean industrial countries 

and $150 million from the high income countries of other regions. 

The relationship which the OAS Ex_perts suggest should prevail between 

the new Institution--if it is world -wide--and the Fund resembles that which 

exists between the I FC and the Bank, but is likely, in several respects to 

be a looser one. In the first place, membership of the Fund, though a 

sufficient condition of acceptance as a reember of the Institution, is not 

a necessary condition. In the second place, there is no provision, as yet, 

whereby countries bel onging to the Institution must be represented on the 

Board of Directors of the Institution, by the same directors as represent 

them on the Board of the Fund. In the third place, it should not be sur

prising if the membership of the new organization were considerably smaller 

than that of the Fund. 'Ihe advantages of membership are ver:y dubious for 

any poor country with ·a rising growth trend of ex_ports. .And the responsibi

lities -of B membership may not appeal to some of the better-off primary 

~XJ.)6rting cotmtries with very ·var1.able exl)orts who are nevertheless excluded 

from the facilities of the scheree. 



- l5 -

Even if the connection between the Fund and the Institution is no 

closer than has so far been envisaged by the OAS Ex.perts, the role envisaged 

for the Managing Director of the Fund, and the likelihood that, at any rate 

some of the Directors of the Institution would also be members of the Fund 

Board, would tend to ensure a certain degree of harmony between the actions 

of the Institution insofar as they are discretionary, and the :policies of 

the Fund. Moreover, inside knowledge of the likely outcome of the automatic 

compensatory mechanism in the way of loans and repayments over the ensuing 

months would help the Fund to make appraisal of the :payments prospects of 

some of its members and thus assist it in the conduct of its ovm business. 

One question that may arise is whether the Fund if it accepts the 

idea of association with the Institution . and the main lines of the Institu

tion itself should attempt to get the negotiation of the final provisions 

of the scheme--i.e., not merely the details of the arrangement between the 

Fund and the Institution but the governing instrument of the Institution 

itself--transferred from the United Nations auspices to those of the Fund 

itself. Any such attempt would probably be unwise as it would arouse 

suspicions that the Fund might try to pervert the scheme from its original 

intention. A better approach -would be for Fund representatives, after it 

had been agreed in principle that the Institution be affiliated to the Fund 

to participate actively in discussing the details of the scheme under UN 

auspices. 

There are various technical as:pects of the plan that will require staff 

consideration in that connection. It would, however, b.e ;premature to in

dicate Fund views on these technical as~ects before the views of countries 

on the broad outlines of the scheme have become kno-wn. 
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February 28, 1962 

Compensatory Financing of Cormnodity Fluctuations 
and the Role of the IMF 

Introduction 

Since April 1960 when a study.Ywas submitted by the IMF to the UN 

Commission on International Commodity Trade, in response to a request by 

that Commission that the IMF inform it regarding its policies and pro

cedures in relation to the compensatory financing of commodity fluctuations, 

the topic of compensatory financing has been actively discussed by a number 

of international bodies. Notable among these is the UN Group of Ex:pertJ/ 

which, in January 1961 produced the report entitled "International Compensa

tion for Fluctuations in Commodity Trade," the UN Commission on International 

Conrrnodity Trade, at its 8th (1960) and 9th (1961) sessions, the Group of 

Ex:perts reporting to the Special Meeting of the Inter-American Economic 

and Social Council of the OAS at Punta del Este in August 196~/and that 

Special Meeting itself. The discussion is continuing, and may be approach

ing practical issues. As a result of the Punta del Este meeting, the OAS 

set up a new group of governmental experts to analyze the pro:posal for 

the stabilization of eXJ;)ort proceeds contained in the re:port of the first 

Ex:pert Group to the Punta del Este meeting, as well as any other alter

native proposals, and to prepare a draft plan for the creation of mechanisms 

for compensatory financing. This ~econd OAS Expert ©roup is now in session 

and is supposed to report by th~ _end of M~ch 1962 so that the draft plan 

1/ "Fund Policies and Procedures in Relation to the Compensatory Financing 
of Commodity Fluctuations" (SM/60/14, Rev. 2. Also Staff Papers, November 
1960). 

g_/ Appointed by General Assembly Resolution 1423 (XIV). 

3/ See "Latin American Export Conmiodities: Market Proble~s 11 especially 
Chapter IV, "Measures to Offset Fluctuations in Ex:port Receipts." 
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can be considered by govermnents before the 10th session of the CICT, 

which takes place in Rome in May 1962. At this meeting the CICT is to 

have a further, intensive discussion of compensatory financing with t he 

aid of a further report prepared by the UN Secretariat. Since the govern

ments represented on the CICT will have had over a year to consider the UN 

Expert Group's report, it was hoped that soree practical decisions might 

emerge. However, since the CICT will probably be confronted with a detailed 

proposal for a world wide compensatory scheme worked out by the OAS Experts, 

with the technical assistance of Mr. E. M. Bernstein, and since France is 

rumored to be hatching out still a third plan, it seems likely that the 

period of debate and indecision will be prolonged at least until the second 

half of 1962. 

Most significant of all, a plan for compensatory credits to offset 

the ex:port fluctuations of primary producing countries on lines roughly 

similar to the plan now under discussion in the OAS, is believed to have 
- . . 

been worked out by an inter-departmental committee of the U.S. Govermnent 

and may soon receive the official imprimatur. 

The Americans have also obtained the agreement of the OAS Experts to 

communicate the main features of the OAS plan on an informal basis to the 

govermnents of other industrial countries. 

Several questions arise from these discussions with respect to which 

the Fund will sooner or later have to determine its attitude. These a.re: 

(1) How far can the Fund go towards adopting various modifications 

that have been suggested in its policies and practices m.th respect to the 

use of its ovm resources? 
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(2) What attitude should the Fund adopt towards proposals that have 

been made for setting up new international financial institutions or a:r.:i.·ange

ments to provide compensatory financing for export fluctuations? 

(3) To what extent should the Fund show willingness to accept 

functions of administration or management with respect to such outside 

financial arrangements as countries may decide to set up? 

I. Compensatory Use of IMF Resources 

The following are the principal suggestions that have been made by 

UN or ·oAS Experts regarding Fund policies and practices in the use of its 

o'W!l resources. 

(a) Qualitative criteria for the use of Fund resources. The Commission 

for International Trade, at its session of May 1961 "considered that it 

would be desirable if the Fund would study the question whether the present 

criteri•a for the use of its resources are fully adapted to circumstances 

in which pa:yments difficulties arise mainly from fluctuations in primary 

product markets." The Group of Experts reporting to the OAS Conference 

at Punta del Este on the market problems of Latin i\merican Export Commodities 

was more explicit. "It is not clear" they said (p. 25) "why unsatisfactory 

financial policies should debar countries from temporary aid to offset 

cyclical fluctuations on their export receipts. A country that has· in

flation must, in the interest of its O"Wll developreent, take measures to 

restore financial stability. It is nevertheless ·entitled to help -when 

its ·export receipts decline because of adverse conditions in world' markets." 

'l'o Mr. Qureshi also, in App~ndix III of the UN Exp~; t ·s Report, - it . seemed 

unfair that the Fund's assistance should be used "as a handle to .force 

borrowing countries to pursue policies considered appropriate by the Fund.n 
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(b) Extension of gold-tran~he criterion to later tranches. The 

following suggestion is contained in the report of the u,1 ::I;x:perts (p. 28). 

"In so far as drawings on the Fund are automatic, a country whose export 

pr<'.'ceeds fall has reliable access to a source of compensatory financing. 

At present only 25 per cent of a member country's quota comes close to 

being automatically available. Any significant increase in this percentage 

which the Fund could institute would be a valuable step towards providing 

compensatory financing to meet the needs of primary producing countries 

when threatened with the adverse impact of a decline in export proceeds." 

(c) Automatic compensatory drawing rights in first credit tranch~. 

In Appendix II of the Report of the UN Experts one of t~e Experts (M. _L • 
• 'l • • • 

Qureshi) suggested that "to offset fluctuations in the export proceeds of 

primary producing countries, compensatory drawings and repayments should 

be determined automatically by a formula. The fluctuations should be 

measured as a deviation from a trend which . can be estimated on the basis . 
·. • 

of a moving average of three preceding years. A shortfall in export pro

ceeds in any year should entitle the country concerned to draw from the 

Fun~ automatically up to, say, an a.mount which causes the Fund's holdings 

of the country's curren~y to equal 125 per cent of its quota---- Sub

sequently,_ wben _export proceeds are above the trend, the excess earnings 

should be used automatically to repay the earlier drawings." From the 

context it appears Mr. Qureshi had in mind full compensation of shortfalls 

as defined, up to the 125 :per cent point, and subsequent repayment of the 

whole of a:ny excess of export proceeds over trend. He appears to take no 

overt account of compulsory repurchases. 

( 

' 
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(d) Automatic ·compensatory drawing rights additional to normal 
. . i- . ; .. 

facilities. At the S~ecial Meeting of the OAS at Punta del Este, Chile 

advanced the proposal that Fund members affected by price declines in 

important ex:port CC"mmodities should be enabled to draw from the I MF in 

amounts determined by the magnitude of the price decline in question 

relative to the average price of the preceding 3 years and by the volU!Ile 

of ex:ports affected. Drawings under these special arrangements would be 

repaid when prices rise above the level of the three prece·ding years. No 

mention was ma.de of compulsory repurchases. The ability of rilemliers to 

make ordinary drawings would not be affected by the a.mounts outstanding 

under these special arrangements. 

( e) Stand-by or near stand-bys for compensatory financing. According 

to the Report of the UN Ex:pert Group (p. 29) "Through the increased use of 

stand-by arrangements or consultative procedures the Fund should aim to 

clarify with interested members the conditions which would assure that 

the full use of the quota without waiver (Fund holdings of 200 per cent 

of a member's currency) or even more will be readily granted if it appears 

justifiable according to forecasts of commodity markets and other relevant 

considerations." 

At the 1961 CICT meeting the Fund indicated its willingness, in 

connection with its current review of practice and policies, to take into 

account the views expressed in the UN Experts report and other UN bodies 

regarding the Fund's role in compensatory financing. Since that time the 

situation has been altered by the international discussions that have 

been proceeding with a view to setting up a separate international agency 
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devoted to the compensatory financing of commodity export fluctuations. 

These discussions, which are described in Section II below, now appear 

to be much more likely than was previously the case to attain to practical 

fruition. If some such agency comes into existence and especially if it 

operates, as is suggested in Section II below, to some extent as an affiliate 

to the IMF, both the case for extending the automatism of Fund operations 

and the pressure on the Fund to agree to such extension would be weakened. 

In these circumstances it should suffice that the staff prepare, for 

incorporation in the Fund statement to the CICT and for the Annual Report, 

a new and up-to-date statement, backed where possible by reference to 

actual experience with Fund drawings, of the Fund's policies vis-a-vis 

primary producing countries faced by export declines. This statement 

should stress the extent to which the Fund seeks to assist members that 

are the victims of payments difficulties arising from the outside, and 

the measure in which members can count on Fund assistance in adverse cir

cumstances of this nature, even though Fund transactions beyond the gold 

tranche are not "automatic." In particular the statement should bring 

out the f act that , to the extent that a country's balance of payments 

deficit is due to a contraction in its exports that is temporary or self

correcting, no additional corrective policies are required as a condition 

1 of a drawing by the member on the Fund. 

Meanwhile consideration should be given at the staff level to the 

possibility to any modifications of Fund policy with respect to financing 

of export fluctuations that would be appropriate should the proposals for 

the separate International Compensatory Institution fail to win inter

national acceptance. 
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II. Schemes for Compensatory Financing Outside the Fund 

Two schemes for the compensatory financing of export fluctuations, 

using resources other than those of the IMF, are at present under active 

international considerations; that for an Insurance Fund, put forward 

by the UN Ex.Pert Q-roup, and that for a Compensatory Loan Fund, current 

in course of elaboration by the (second) OAS Expert Qroup. 

The UN Experts, though ho:rieful that the compensatory financing 

activities of' the D1F would gain in importance, doubted whether the Fund's 

activities{ present or prospective, offered a complete answer to the need 

for measures to offset instability in the export trade of primary producing 

countries. Their principal recommendation involved the setting up .of 

something in the nature of an international social insurance _.- fund ~to 

which all member contributors would pay contributions and agai_ns~ which 

members would make financial claims which would be paid automatically in 

prescribed circumstances. The contributions would be paid annually in 
, . 

pro:riortion to exports, national income, or a mixture of the two, in 

aggregate amounts sufficient to cover either the actual disbursements of 

the year or the average prospective disbursements over a period of years. 

The benefits would be dra-wn in the form either of ( a) grants offering a 

partial compensation for shcrtf'alls in eXIJort proceeds below a trend 

figure based on a moving average of the preceding 3 or 4 yea:rs, or of' 

(b) 1loans I offering a son:ewhat more substantial CO?nllensation for such short

falls, and repayable out 0f such surpluses over trend as might subsequently 

occur within a 3 to 5 year :period, a:n.y amount outstanding at the end of 

that time to be written off, or of ( c) scree mixture of grants and 'loans •. ' 
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Each of the variants of this scheme would, and is intended to, effect a 

net transfer of income on balance from industrial and high income prima:-:y 

producing participants as a group. The incidence of benefits and costs 

would, of course, depend on the basis of assessment of contributions and 

on the degree of com~nsation provided for shortfalls. On the assumptions 

that contributions were proportiotal to eXJ.)ort proceeds, that shortfalls 

would have been measured relative to a moving average of the preceding 

3 years, that shortfalls up to 5 ~er cent of exports would have been un

compensatci, and 50 per cent of additional shortfalls would have been · 

coml)ensated, it is estimated that contributions and benefits over the 7 

yea;r period 1953-59 would have averaged $468 million per annum and that 

industrial and high income primary producing countries would have made a 

net contribution to low income primary producing countries averaging 

$241 million per annum. 

Schemes involving 1contingent 1 loans--i.e. loans automatically repay

able out of any surpluses over trend for a period of years and cancellable 

thereafter--would, of course, be less co3tly. Data provided by the UN 

Experts suggest that, with a similar scale of compensation to that already 

considered, with repayments on a similar basis, but with cancellation of any 

portion of a debt remaining outstanding after 3 years, repayments might 

on the average amount to something like 40 per cent of benefits. · 

In the resolution establishing the terms of reference of the UN Ex:pert 

Group, the General Assembly laid dovm, or assumed, that arzy- machinery to 

be created for offsetting tl:B balance of payments effects of cornmod.i ty 

fluctuations, should be 'within the framework of the United Nations.' 
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Whether or not this was intended to include existing specialized agencies 

is unclear. The EX];)ert Group itself, while considering that it would be 

'premature to be specific about the form of machinery suitable for insurance 

proposals' suggested that 'one approach would be to set up the necessary 

funds as a trust fund to be administered by the most suitable existing 

organization.' In its subsequent discussion of structural factors hamper

ing the growth of ex:ports of commodities, which considered 'should be the 

subject of discussion between affected countries and ·the· authority adminis

tering any new compensatory fund' the Experts mentioned that 'Among other 

agencies· the Il"lF, in its dealings with members has regard to these matters 

through its regular consultations.' 

With the exception of the Swedish representative in the CICT there 

has been little indication, on the part of industrial countries;- of 

support for the insurance proposals of the UN Exfert Grou]?. Even many of 

the primary producing countries appear to be deterred from supporting it, 

probably because of apprehensions as to the effect it might have on the 

willingness of industrial countries to provide aid in other forms. 

Much more likely to receive serious consideration on the part of 

industrial countries is a scheme on the lines now under discussion in the 

OAS Expert Group. This scheme will probably appear in two variants, one 

applicable primarily to the Western Hemisphere, the other a world wide 

scheme. The latter variant, which is strongly preferred by the United 

States, will probably be referred for further discussion and elaboration 

to the CICT and the United Nations in general. The United States, whose 

:policy though not yet officially promulgated, is understood to be .nearing 
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the point of crystallization, is not far from being co:rnmitted to thF 

:promotion of some sort of com:pensatory financing schen:e on a l o,1n be,s i s, 

and a:p~ears to be broadly in su:pport of the sort of scheme in process of 

elaboration in the Expert Group, though without commitment as to its 

quantitativ8 aspect s and.--as mentioned above--with a very strong preference 

for its unj_ .. ;~rsal.,. as distinct from its regional, variant. 

While the Report of the OAS Exl)ert Committee has not yet a:p:peared a 

scheme for en Institution for Compensatory Financing will probably emerge 

with the fo:· =:.owing features: 

(a) Primary producing rarticipants of less than a given per capita 

income w.i.ll be entitled almost automatically to obtain partial compensation 

for shor.tfalls in export proceeds as compared with a moving average of the 

3 preceding years. In exceptional cases, however, e.g. when the shortfall 

is due to deliberate action on the part of the governmerl:i concerned,or 

where the Institution decides that the transaction involves financial 

risks not contemplated by the Agreement, borrowing may be disallowed. 

(b) Compensation for shortfalls will be partial and will probably 

amount to two thirds of the shortfall (unless resources should turn out 

to be insufficient). 

(c) Compensation will -take the form of ·1oans with a maturity of 3 

years which may be extended after consultation to a maximum of 5 years. 

(d) Part--probably two thirds--of any excess of export proceeds 

over a moving average of the 3 preceding years will be used for prior 

repayment of loans contracted i.mder (b). 

(e) Borrowings less repayirents will not be allowed to exceed a 

given ma.:xinrum viz. 20 per cent of export receipts on the average of the 

preceding 3 years. 
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(f') The Institution may at its discretion provide loans up to part 

of the ex_pected entitlement to compensation on the basis of preliminary 

estimates of ex.ports. 

(g) The Institution may at its discretion provide special loans to 

countries whose principal ex_ports have suffered a severe decline in value 

even if exports as a whole have not declined sufficiently to create an 

entitlement to borrow. 

(h) Should indebtedness continue for three years, or remain at the 

maximum for one year, or should there be inability to repay at the due 

date_ t~ere will be consultations with the country in question, i:ossibly 

involving outside organizations, with a view to (i) obtaining financial 

assistance in the form of postponement of repayment to the Institution 

(subject to the 5-year maximum), or refinancing (e.g. funding) of the 

indebtedness by outside agencies, and possibly (ii) recommending policy 

adjustments in the country itself. 

(i) The resources of the Institution for Compensatory Financing 

would be provided by subscriptions and ]?ossibly also by market borrowing. 

The subscriptions would be drawn in part from the Category A menb ers (i.e. 

the poorer primary producing countries that are entitled, in suitable 

circumstances, to borrow f'rom the Institution) in foreign exchange and 

in part ~rom Category B members (i.e. the industrial and richer primary 
. -.. -- - ... . . - . 

producing comitries, that are never entitled to borrow) in the form of 

various sorts of stand-bys. Subscriptions of Category A members will be 

paid up by installments over 3 years. One ty:pe of stand-by furnished by 

Category B members would be used only to ensure the repayment of market 

borrovdngs. 
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(j) Subscriptions, loans, and repayments would be in a selected 

group of convertible currencies. The choice of the particular currency 

(within the selec-~P.d g~coup) to be borrowed, and to be repaid lies with 

the barrowi:r..g country. 

(k) The lj_g_-:tld e,ssets of the Institution will be. held in the 

currencies 0f the various Class B members in proportion to their sub

scriptions. The Institution will carry out whatever conversions are 

necessary to preserve these proportions. 

(1) ~h~ assets and liabilities of the Institution will be of constant 

value in tf:'.:r:-:ns of gold. 

(m) Apart from working bala.nce{bhe liquid assets (investments) of 

the Institution 'Will be held in a special type of shqrt-term paper (Special 

Depos:i.tory Bj_lls). Market borrowing will also be on short-term. 

(n) The rate of interest received on the Special Depository Bills 

will vary with market rates on Treasury Bills. It is ex:pected to be the 

same in all countries. The rates charged on loans will vary with the 

rates rec~ived on these bills, and will excee~ these rates by½· • · 

.rer· cent. . There will also be a ½ per cent transactions charge. 

Interest will be paid on such portion of the capital subscriptions as is 

received in cash at a rate of interest equal to or slightly less than 

that received on depository bills. 

(o) It is suggested by Mr. Bernstein that the Institution should 

have a Board of Governors meeting annually, an Executive Board meeting 

quarterly, a General Manager and a small staff (half a dozen) of its O'WD.e 

It would be a separate legal entity and would take all important discre

tionary decisions. 
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(p) It is also suggested, ·however, that if the universal variant of 

the scheme is adopted the Institution should be af'filiated to the IMF in 

the sense that: 

(i) The Managing Director of the IMF would be Chairman of 

the Board of Directors of the I.C.F. and would interpret their 

policies between meetings; 

(ii) The IMF would either :participate in the consultations 

mentioned at (h) above, or even conduct the consultations itself, 

in which case it ·would :presumably report to the I.C.F.; 

(iii) The IMF would :provide Secretary, Treasurer, technical 

staf'f (and :possibly office s:pace!) for the Institution, and would 

administer its ordinary financial o:perations (other than raising 

market loans). 

(q) If' the scheme is confined to Western Hemisphere countries it is 

gener~ assumed that functions similar to those suggested above for the 

IMF would be :performed by the Inte r-.American Bank. 

As regards the alllount of resources likely to be required, a calculation 

based on the assumptions of 2/3 com:pensation for total export shortfalls, 

maximum permitted credit outstanding of 20 :per cent of eA'J)orts, 2/3 repay

ment of eXl)ort excesses, and 100 per cent repayment of such excesses af'ter 

credit has been outstanding for 3 years--but no compulsion to repay in toto 

at end of 5 years--indicate s that for the 9 years 1952 to 196o the maximum 

amount of credit outstanding for 63 low income countries would have been 

less than $1800 million, the figure nearly attained-in 1958. This figure 

is quite sizeable as com:pared either to the maximum amount ever attained 
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of outstanding Fund d.ra1-Tings by these countries, (viz. $1290 million in 

November 1961) or as compared with the amount 0f unused drawing :potential 

(up to the 200 per cent point) which these countries possess in the Fund 

at the present time (viz. $264o million). It has to be borne in mind, 

however, that the coi.mtries concerned would certainly not all have chosen 

to make use of their theoretical borrowing possibilities under the com_pen

satory scheme had it been in operation over the 1952-1960 period. 

However, $1800 million is the amount generally mentioned as appropriate 

to an Institution of Compensatory Financing of world-wide scope. Of this 

amount $600 million would be subscribed by the Category A members, some 

$425 million by the u.s., $625 million from the European industrial countries 

and $150 million from the high income countries of other regions. 

The relationship which the OAS Ex_perts suggest should prevail between 

the new Institution--if it is world -wide--and the Fund resembles that which 

exists between the IFC and the Bank, but is likely, in several respects to 

be a looser one. In the first place, membership of the Fund, though a 

sufficient condition of acceptance as a member of the Institution, is not 

a necessary condition. In the second place, there is no provision, as yet, 

whereby countries belonging to the Institution must be represented on the 

Board of Directors of the ·Institution, by the same directors as represent 

them on the Board of the Fund. In the third place, it should not be sur

prising if the membership of the new organization were considerably smaller 

than that of the Fund. The advantages of membership are very dubious for 

any poor country with a rising growth trend of exports. And the responsibi

lities of B membership may not appeal to some of the better-off primary. 

~Xl)orting countries with very ·variable exports who are nevertheless excluded 

from the facilities of the scheree • 
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While a separate Institution providing compens~tory loans on a quasi

~utomatic q~sis may w~ll lessen the dependence of member countries on •. 

the use of Fund resources and hence reduce the Fund's ability tq influence 

their . p_o.pcies iJ?, an appropriate direction, it would be unwise ,_for the 

Fund to resist its establishment in any way. Any opposition to a scheme 
• ~ I • 

that on other grounds was attractiug support of less de~eloped _and in

dustrialized countries alike would be unlikely to be effective and might 

react ag~inst the Fund's own position. The question is rather whether _ 

the Fund should accept such association as is offered it with the new 

Institution. 

There are no doubt possibilities of friction involved in a_ close 

association between the Fund and any separately managed Institution. Clearly, 

the Fund's atti~~de must depend on the precise form of association that is 

propose4. Howev~r~ _even if the connection between the Fund and the Institution 

is no closer than has so far been envisaged by the OAS Expert.s, •.:~he_ role 

envisaged for the Managing Director of the Fund, .and the likelihood that, 

at any rate some of the Directors of the Institution would also be members 

of the Fund Board, would tend to ensure a certain degree of harmony 

between the actions of the Institution insofar as they are discretionary, 

and the policies of the Fuud. Moreover, inside knowledge of the likely 

outcome of the automatic compensatory mechanism in the way of loans and 

repayments over the ensuing months would help the Fund to make appraisal 

of the payments prospects of some of its members and thus assist it in 

the conduct of its own business. On balance it would seem that the Fund 

would do well to adopt a favorable attitude in principle towards association . 

with an Institution whose functions are so intimately related to its own. 
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One question that may arise is whether the Fun if it accepts the , 
idea of association with the Institution and the maln lines of the Institu-

tion itself should attempt to get the negotiation of the final provisions 

of the scheme--i.e., not merely the details of the arrangement between the 

Fund and the Institution but the governing instrument of the Institution 

itself--transferred from the United Nations auspices to those of the Fund 

itself. Any such attempt would probably be unwise as it would arouse 

suspicions that the Fund might try to pervert the scheme from its original 

intention. A better approach would be for Fund representatives, after it 

had been agreed in principle that the Institution be affiliated to the Fund 

to participate actively in discussing the details of the scheme under UN 

auspices. 

There are various technical aspects of the plan that will require staff 

consideration in that connection. It would, however, be premature to in

dicate Fund views on these technical aspects before the views ·of countries 

on the broad outlines of the scheme have become known. 

• 
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