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HEHORA.NDUH. 

TO: nr. Rhomberg 
· }!r. Ridler 

FRO}!: J. Marcus.Fleming 

SUBJECT: Compensatory· Financing-Double Compensation­
Sequence of Ordinary Drawings 

Narch 10, 1967 

Quite probably wa shall soon have· to deal l'.7ith the question of 
improving the procedure for calculating double compensation in the event 
of a sequence of ordinary drawings occurring within the shortfall,period 
of the compensatory financing drawing~ One possible solution was out­
lined in the earlier drafts of the nnnex of the Colombia paper but was 
dropped. I would like you to consider the. relative merits of that solution 
and of one or two other possibles: 

1~ Calculate the compensatory element attributable. to each of the ordinary 
drawings as if it had been the only ordinary drawing in.the period, and. 
subtract the largest of. these compensatory elements from the shortfall. 
calculated: with respect to the compensatory drawing. 

2o Consider as compensation already paid either the pr~rated shortfall 
associated with the.latest ordinary drawing or the sum of the prorated 
portions of all the ordir,i.ar.t drawings, "t::rhichever is the less. 

There may_ be other and better solutions. 

We ought also to consider how to assess the compensatol"Y element 
in an ordinary drawing which' takes place nftcr the end of the-shortfall 
period associated with the compensatory financing request but before the 
said request. · 



'.. 

Mr. Ridler F~bruary 24, 1967 

J. l'uircus 1?Iem:i.ng 
. ~ 

Niger--Compensato!I Financing 

We can deal ·with the question of ex-French colonies receiving some 
sort of .nn export suppott from France.ot' thf.l European Community.when the 
problem arises. Hy present prejudice would be in favor of adopting some 
convention under which any s~s paid to countries with respect to export 
or price shortfalls should ·be counted in our comp~nsatofy f immci11g calcu~a­

. tions as if they were export receipts. 

cc: Mr. Rhomberg 



F£brua.ry 24:. 1967 

~T. H:.irc:.m Plcning 

Cci:lpenaatory Fim1nc:t.ng--Ncw Zi<::Al::tud 
You::. Ner::ioranch1m to Ur. Sch~:artz of Jnnu~nr ::.in 

P.. drawing by Ne•tl Zea.land would be th~ fi rf'lt tiii1c that u rn.ore-or~lcss 
rlevelopcd primacy producer made use of the facility, nnd rk'1rr Z~aland would be 
'l:"athcr witrn to hnvo. a gooc; c&se and not on.-:. that de.ponded too much ori opti-
1dstic c.z~port projections., 

1 thinl:. we should be -.a little wary of becoming too much :1.nvolvc:<l in 
the e:·:port for.ecll.sts of membE~rso · t.le do not: wfr;b to eet in.to a position in 
whic1i we have ic:ore or les::i co1rn1.ttr:!d ourselves to timir r·~asonahlen!~ss ::l.n 
advance of ."1;;. nett.ml application. Forecasts are, <:\lvays b:i be mad<.~ by the 
i?uncl, nnd the burden ;Jif pr90f tlmt tlh:y are unreasonable should ,t'i.:. on the. 
country. 

1 feel very doubtful D.hoiit the propriety of going i::)ver. to a bn.ais of: 
e:;:changP. control. roccipts from· c:;:~portG i.t!thcr than e~qiort shipment V<!.:l.ues •. 
While I "l:l'Ottld. c~n~ee that th<; €;!:chi:rnge cont.rt.11 rocci-pt:t :::iight often be 1norc 
reli::.~vant to the pur.posc of coi!lfHmsutor.y firit:mcinf'.;, ncvf,fftbeless this T.!€H:»1 not 
ulm1ys be co (e.g., thcr.c might ba lags P.m\ lsa.<ls duo to excha.n~~(: speculation); 
an<i hes:te;ics th~ prira~ry consideration. :to the e1UBlity of tr.cntncnt as between 
dif fer<J111t countricfs. I ccrta.inly do .·iaot th:tnk. th<?.t· cmmtr1.cs shoi.ild- be g:b.·c:u 
a choic•< on. eacb occasi·on ns to whctqer c:.i:diangc· receiptn or e~port shipments 
should be U61}0,. !f we CD' admit cxchm.:ge contrp1. receipts, I think WE! _;shall:, 
h~'re to :r.equ1.re, count:rie~ to cl::oose once· :for· ~11 on which J:Jas:!.s the.y w:f,sh. 
their fluct1.L"lt.icns to be measured,. 

cc: M:r. Rhomberg 
Hr. Beveridge 



'1'01 Mr. ne.tug (Oil retUl'D) February 13, 1967 

FIOMI J. J. Polak 

SUB.JECT1 Co!pen!ator;y Financiug-ceylon 

The 1..,.era had •ome difficulty in the outgof.Da cable to Ceylon 
becaue tbey wanted to be assured that the calculation of Ceylon'• entitle­
ment did not hiDge on a particular way for double c_,_.ation which might 
later be rneraed. I •••ured 11J11elf, with Mr. I.idler'• help, that C.,lon 
would be •titled to one quarter of it• quota on any reaaoaable or unreaaon­
able way of treating the double compeu8&tion iaaue. 

!he lftJft'• wanted the door left open for calculation of the norm 
for earlier date• in this CODDec:tton. vhich were baaed on forecast• aa they 
would haw been aade earlier in the abortfall year. I told th• I would in 
no event agree to the aaldq of auch retroactive forec .. ta. 

I m •oaewbat concerned, however, about the fact that noms calculated 
for earlier date• in the shortfall year aay deviate cOStaiderably froa the norm 
calculated for the year ae a whole, a.en in cases where the tiM lag i• aa 
little aa one aonth. I ahould like J011 to consider, therefore, whether ve could 
not adopt the coDVeAtion that for purpo•e• of th••• calculation8 ve combined 
the three autiatical year• preceding the ordinary drawing that aight poaatbly 
onrlap with the compeneatory dravina, with the aae two future yeara that we 
uae to atiaate the ahortfall. Theae year• haw. in any aveut, aoaewhat of 
the character of noraal years in the near future rather than the 8J)ecif ic two 
year• followin1 the shortfall year. Thia techni.que would have the advantage 
that •• pracediq drawina• were closer to the ccmpenaatory drawing, they would 
be based on a norm that increaain1ly approached the norm for the ahortfail year. 
The gap between the atatiatical years and the f orecaated year• would increaae 
aa one vent l>ac:kJ but at the same time the weight would decline. In any 
nent, this would be a conv•tioll which I beline as nch llisht be better than 
the colrt'ention of at.ply tald.ng the •tatiatical average. 

CCI Mr. lboaber1 
Mr. 'Ridler 
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Mr. llidler 

J. J. Polak 

Ceylon;:=CompeneatoIY Financing 

You are quite right that the Legal Departaent'• memo 

could haft been written. better, ltut I would not bother to 

euggeet to thea to change it. 

CCI Mr. Pl.ming 
Mr.lhomberg 

l'ebruary 13, 1967 



e Office Memorandum 
~1'AR"'li 

TO Mr. Polak DATE: February 13, 19b'7 

FROM DlUlcan Ridler~ 
SUBJECT : Ceylon - Compensatory Financing 

With reference to the last paragraph of Mr. Evans' memo to files of 
February 10, rephrasing would be appropriate, possibly: 

••••. the Research Department has informed us that, according 
to the rules set out in SM/65/101 and used in the Ghana case, no 
part of these drawings would be considered to nave compensated 
for the shortfall for which the compensatory financing drawing 
request is made. On the basis of the statistical formula, no 
shortfall existed at the time of the January and Jlllle stand-by 
drawings. Although no determination of shortfall was made by the 
export forecast method at the time of these drawings, it was the 
view of the Department that even if the procedure were to use 
shortfalls determined by the export forecast method for purposes 
of double compensation, the compensable shortfall now existing 
would still be at least 25 per cent of quota. 

cc: Mr. l''leming 
Mr. Rhomberg 
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· ·Ceylon lla.s. -indicated, that ·it. would like to ask fox> e. 
cooipensatory fimncing dra.·wing in the amo1lnt of 50 per cent· of . 
its quota or $39 million. The Fund.has responded to tbis inquiry 
on two points e.s follows: · · · · 

L .·. ~J??rt .sbortfitJ.ls as a result· of a''diaa.ster. or, major 
emergencyl'. - Ceylon was told that they ba.d . not presented a. csse 
which indicated tb.a.t the shortfali resUl.ted !':ran "disasters or 
major emergencies" as atipulated in pare.graph ; ot the Compensa.tory 
Financing Dec;i;aion for a drawing ·up to'50per cent of quota. The 
"~ersenc.111 situa:tion tP:ey cite, is that ·11ceylon is-facing a.major 
emergency .Ol!Ting to t~e, :rapid' decline of: ezj;,ort. e&i'piog~ "e.t· a. time •, ' 

· when· import prices h&ve · ljeen rising· and her :exterrie.1 assets have 
·re~bed dangerQUaly low leiiels". ·And further.; ·that the situation 
was "all.the more urgent.When the ·deterioration in the terms of 
trade ill. brought"~bout by~ increase inprice~.of an important 
food im)X)rt". Leaving a.side the point that compensatory financing . 
dl)es not · ccmpensate for· increases in ~port price~~, th~ size of · 
the ebo:rtfall does not detenn:ine whether it l'esulted.fran a 
"diaaater.or major emergency0

., 

.~XJ?Ort earnings di~ decline due to difficulties resulting 
:fran. · a strike. oi' ·workers in e:K;PQrting firms. However s this event 
cannot be classified as a ''disaster or ma;}or. emergency". 

g. Double· canpensation. "' The period f'or which export · da.t;a 
is available ~d for which the shortfall ia calculated i~ Decembei:" 

1, .1965 thro\lghNovember 30, 1966. The shortf'a.ll calCUlated by 
th~ statiatical formula amounts to $23 million, and by the export 
forecast method is predicted to·be we11·ab0Ye $30 million• Tbe. 
Ceylonese have_"calculated $39 million on the bas:i.s of their own 
ex.Port fo:recia.sta. . During ~he short.fall pe:rioo,. Ceylon made the 
:following drawings under outstanding sta.nd;..oby arrangement$: 

Januer.v 1966 
March 1966 
June 1966 
September 1966 
December i966 

· !? c. 50 ·million 
4.o ". 

. 7.,50 It 

$3 .. 75 . ,, 
. $1.50 million 

ThE1 drawing of $4 million ws in cormecticm with p~erit of' 
the gold tranche tor an increase in quQta and is the1--e.rore i}ot 
involved in the problem of.double can.pensation~ · 



- 2 -

With respect to the dl'a.wings in January and June of lS-66 
am.owiting to $15 million the Re2earch Department has info:ri:1ed 
UG that it has made caiculat.ions of' the e~rt shor·tfo.11 over 
the 12 months L'1¥11ediately p:recedini; each d;J;~a-wing using both 
the statistical fomula and the export foreca.~.l't method. They 
said that under either calculation there was no export shortfall. 
Therefore, thes~ draWings could not enter.· into the problern of 
double can.pensation. Since the short.fo...1.1 for the :period o:f 
December 30, 1966 to December 1. 11 l.967 predicted to be well 
above $30 million, no queirt.ion of double compensation. ari6es 
w.i th respect to the lost two drawings in Septarnber arid Decembe1· 
of 1966 .amounting to $J_1.,25 million. Even if all of these are 
a.ssun1ed ·to hs.ve comp~ . .msated for pa.rt of shortt:all ·and 
deducted from it, the 'balance is sti1l larger ·t~n the am.aun.t 
of ont;.! t!"auche of Ceylon's quota, wich eqoo.1 to $19.5 million. 

cc: Ml'o G61d 
Jl!.:t" l'olak 
Mr. Woodley 
Mr. lHcoletop0t1lo::s 
Mr.. Ridil:e r 

James G. Evans, J:r: o 

Senior Counsellor 



TO 

FROM 

SUBJECT : 

CONFIDENTIAL 

Mr. Polak 
, )) 

Duncan Ridler ~ 

Compensatory Financing - Ceylon 

DATE: February 7' 1967 

The advance notice of' a shortfall situation in Ceylon (Mr. Rajapatirana's 
letter of February 3, 1967) appears to be well-founded. Their own export 
forecasts are probably not unreasonable, and on that basis the shortfall 
would amount to somewhere between $37-39 million. Allowing for compensation 
imputed to previous stand-by drawings, in accordance with the rules used 
in the Ghana case, leaves an uncompensated shortfall of the order of $26 
million. Twenty-five per cent of Ceylon's quota is ~19.5 million. 

There would not seem to be any question of waiving the double 
compensation rule as suggested by the Ceylonese authorities, although 
there was no express anticipation of an export deterioration at the time 
of the stand-by arrangement. The question of double compensation would 
pose no difficulty if Ceylon were content with a request for a drawing of 
25 per cent of quota, but as a request for 50 per cent of quota is 
intimated, the issue could be seriously raised. 

The case for permitting a drawing of more than 25 per cent of quota 
under the emergency clause will have to be considered. The authorities 
stress (and have done so in the past) terms of trade problems. However, 
the situation which led to the sudden emergence of the present large 
shortfall was one of strike-bound exports during the whole of November. 
Preswna.bly a good part of these have now been shipped. Personally, I 
should feel they do not have a very stron8 case for claiming an emergency 
for compensatory financing purposes. 

I understand that there may be some difference of opinion on the 
extent to which Ceylon has been cooperating with the Fund, a condition for 
any drawing of more than 25 per cent of quota. Some members of the Board 
apparently pressed for more consideration of devaluation at the time of 
the stand-by arrangement. It is interesting that Ceylon now attributes 
part of the shortfall to the Indian devaluation. The higher cost of rice, 
also stated to be part of the emergency, is also related to Fund advice 
to reduce food subsidies. 

On the whole, a solid case could probably be ma.de for a 25 per cent 
drawing, and it would seem much more satisfactory if the authorities could 
be persuaded to limit the request to this amount. 

cc: Mr. Fleming 
Mr. Rhomberg 
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Kr. lhomberg Deceaber 6, 1966 

J. J. Polak 

Colq>en•atory financing and Stabilization Scheme•, Your Memorandum of 

JsJ.t ''· 19§6 

M I aantioned to you a few weak• ago, I think thi• paper would be 
improved by turning the second •ection (page 4 ff.) around. I would begin 
with contribution• in kind. Of the••• all one would have to decide would 
be that they were n.ot couidered exporu, since they did not ydld export 
proc .. da. I eee no need to COll]>ute an.y valuation for th••• con.tributiona . 
One could then follow thi• up by •tat1111 that commoditie• sold to a buffer 
stock would be Qonsidered as ezport• but that the financial contributiona 
made for tbia purpoee •hould be taken a• negative exports. Thia treatment 
would not, however, necea•arily apply to all financial contribution• made 
to all comaodity arrangement• . Soae of th .. e contribution are for the 
purpose of cOlllll04ity propaganda, and we have not followed the practice of 
treating export• net of the import• of good• and service• they required . 

CCI Mr. neadng 
Mr. lidler 
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-:.::_. · \ -, ·. ::e.:6t1~~- _.·6~-~ ~~~-:~~~b~; .... ~e·g~rdl~s~.:o; what ~s:j~dged.\~·.:b~. tfe:::priqe ·.el~sti.~it; •·-_· .. ·· · .. · 

· . . r-·_: · .·· -_·bf d~~d···fo~ 'th;·-~~~o~t~::··~f. th'~.:i~ivid~- rtie~Q6~·.·:: ·_.·Si~~e-.·su~: ~~rek~~~;~:· 
·.· ·.· ·. < .. ~-. :>:; ... ::·:~r~ geD'.~~y .. c~~ciud~d-- iu··::t~~-:·~se 6f. co~~~itie~-·~ii~·:;~ori~ d~Illaha ... f;;.\rhicli·.:: r .• - .. 

.. _, -:.· ' .. ::::;,;~i~. in~lasi1c.1fith· r~~~ci-~t: ... ·~~ -p~:l~e/ .. ·the· memb¢~··~ -~~~~~~ ~c-~ipt~. ~.~id-~~~,_ .. : :.-- . ~- <.·. · 
• .. : . ~- : • -~ • ..,.., ., ,_,·.. ~. _:. •••• • • " ', ! .,·.. • '."' " ••• .'-. • .. • • : •• . · ....... • • .. 

·· ..< :: _· .. _, y Even in these .. ca~es_ *t·.wo4d. ~e ne~e~Sa.~. to_ show:,:that.:.the· same :poli~.i~s .,.· _:: 
-~. :----._:· ... have no._i:. .. aiso reduced.' the'-volliine of':thci~_¢/eX:P·ort'6 whi~h fiI'e-:in ~~~l~sti·~·· . .-: .. ·. " .. 
. · '::.. , d~·.SO._aB to Offset 'the··adverse effect .Qll expo:i:t·r~9e;l.pt;s_:from~ commoditie's:· .. 

... : .. _ ·:: ·:<: ... ,'. ;~lie·· .dell\a,nd _fC)r' w~ic~ Js -~~~~~;.·~l~stic•: j . . . -'~. ' -:. ... ,: : .. . ·\·'..· ·. . . "i- ".·· .. · .· .. ··' 

. ··,·~·-· · .. ·· · .. ' . •, . -.. · :: ~.' .. :·· ;..,,,- ·~.· .. ,;· ... •·', .. ,, ' :· ,·- '. . . ·.• , .... ::..- . 
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lMtea ·lower thaD th•J' aott.al.1¥ tUl'Ded out to 1M it all pro4uoera of 

the eomaod.it7 bad. sold larpr UlOUDt. than were allooaffd to th• under the 

a.are-at. fhe taot that tbe 1D41Y1.4ual .eaber co"14 coaca...ui., have 

increaaed it• export proceed• troa the eomo41t17 1a queatioa 1n tbat z•r l>7 
v1tbdraw1.Dg troa the acreeaeat mhould. not l»e iaterpreted w mean tbat failure 

to vtthclrav place• the respouibW\J' tor tale lhorttall. upoa the ..-.r. 

A aecond ca•e which ld.gbt arl.•• would be that ot a llhorttall 1n a ,_r 

1D wbiah a prniou.11' uiaUag ~ity &Cl"HMllt baa ceued to uiat am 

1D vhich an incrn.•• 1n upon Ale• cau1e1 a U&rp pr1oe decline ill the 

vor14 •rket compared \o the tvo preoniDg ,.an 1 SA vhi<'.h tlle acre-at vu 

atill 1A force. lere apill, adher•ce ~ a ..-.r to t.be coaaodit7 ~Dt 

SA the two prece41Jla 7'!Ar• mould n.ot be taken a• ertcluce tbat the current 

ahorttall ia attributable to the countrie•' poliol•• in the paa\. 

tfhe general priaoipl.e lJ7 vblch the rand 1houl4 be 1Ui4e4 ill compeuato17 

tiu.aclng caaea wure the Mmber acUle:rea, or baa adhered in the paat, to a 

comod.1\7 agreeMat 1a ltrd.gbttorwarcl where tb.e acn-ent can be Judaecl to 

Mft, 1a pmral, t.lle effect ot atab1lldllfl the export recetpta ot p&rtlclpaUDc 

pro4uc1q eountri••· Although ata,iliatioa my llDt, in. :taot, alwap M 

achined in tile normal operation of the co•o41tJ qwat, and Jlellbera' 

prooee4a troa the ca...ocU.tJ _,. 1a aoae inataace• lHt 4eatabU1zecl 'b7 (a) \be 

1atro4uot1oa ot a Cf.l111odi"J a.crewnt, ('a.) it• ceaaauoa, or ( c) aJor ctbange• 

in it• prori•iou, it can 'be takeA at tace ftlue that •ch partioipatlac a_..r 

eratered 1ato1 and ooatimled to adhere w, 'the a&l'ftMDt 1D th• espeetatloa tbat 

it• esport ..,roceecl• fro. the comiodi\7 1A queet1oa voul.4 oYer the loaaer run 

tend to be ata•Ubed. The -~Ur 1 more oc.pli•ted. 1D t.he came 

ot comod1 ty agreemat• whoae s not olearlJ w atabUize tlle expon 

reoeipta ot .,.rticipaat pro4uo111g couatriea but, 11&7, '\O raiH the export 

proceed• 1n the lOll8er run v1th°'1t regarcl to the qUHtioa ot Mdiua-tera 

1~Uit7 ot export procee4a. lnertheleae, where an aaaeument ot the 

prorialou ot an agneaent 1.Ddicate that 1t 1• cl•rJ.7 in the longer-l'Wl 

1.Dtere•t ot ta. priaJ7 procluola& eouatriea ..-ned, 1-G beh00Ye1 t.he fund 

~o take a ll'beral 'riew with repr4 to the attribution ot upon ahortf&l.la 

to po11o1•• preacrS."4 to the eOWLtrJ UD4er the &gnaellt. 
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.. -a.DO;.- s~ould,· .if .possible1 ·re"'.'~nforce .... any. itl.~enti:ve ... i~u~ing members. to · · .. ,. · '·: . .... · :· .. 
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ot the oomaodity n•••ll&l7 to carq ou;t S.Oteneat1on in the ecw:i41t7 •l'Ut. 

Buch contr1'but1ou were requlre4 under tbe JRternaUonal tin q~ and 

are a.ov 'beillg d11cuaaed 1n the 1roup c01la14erta& an 1Dtermt1onal cocoa 

qreaat. Pl"OY14ecl tbat the operat1ou ot tbe acenay reault in 1reater 

ata"1.ll.t,- ot the export •rn.11ag• ot the i-.rUfipat1.ag ooatJ1.e1, eoatributiou 

1A toref.p uch&Qle or 1a kind can 'M eoaaiderecl a uoe1•17 coat 1Dcurred 

lt7 partiepatillg pro4uo1Jlc countr1e1 to ~U\.lre a more •table tJ.t:1 ct export 

•l'll1Dc• troa the comao41t7 ill que•Uoa. 

'WheD a pan1c1paUD& eou'17 make• a eODtriwt10D 1D toreip excbulge 

vhicll increases an exi•tiD& 'Mlaace of:tf~"'SeaW 4et1o1\1 1t eaa bave reoourae 
~ ' 

to th• 1uDd exi•Una pol.ioi•• on 1eaeral 4ravUga. It voul.4 'be reaaonable 

w extend the acope tor Pwad aatte-... 1D th••• caae• lJ7 pend.~ prod.ueiJll 

COUDtriea W take a4YUtqe or .. pollq OD coapeuator,y tiraaao~ of Qpe>rt 

tluctuatioU 1a the follovillc ft1'• 1oreip exoOa.Dae COD°\ri'but.10D8 bJ the 

part141patl»& aoutq to tb.e ageaq voul4 'M Uduc-t-.ecl. from apon renlpu tor 

pu.rpoMe of lletel'lllmnc the upon norm and &D1 ahorttall. Aa a re•u1t1 an 

ex1•t1D& export ahorttall vould increaae lJJ one halt ot the aaount of the 

toreip exchange coatrUNtion (au-1ag U&t there were no 11Uch ooat.ril»u:ilou 

la prior )'8Ar1), or the cont.r1'but1oa coul.4 PY• rile to a uorttaU where 

none e.xiated vha on11' the expgrt data alone are taken iato aooouat. 

81-Slarl.7, 1t a o~1'1 agreemeat proTl4tl tor ~n'i• 'DJ the 

apnq to procluoiJla eowatri•• whica eoul.4 'be coaa14el'9d aa reat1tut.ioa ot 

contributlou -.de •rlier 1-7 tile COllB'iJ7 1A que1tiDJ1, auch &llOWlt• voul.4 

baYe to lte added to a.porta prooee«a tor the ;r•r• 1DY01"4 1n the 

calculatiou ill order w detendne the uount ot a lbonta.U, or uoea~, 

ot exporta 4"M8ncl to tb• nora. 

the rat1oaJ.e tor wkSDg auch aD &ll0v&11ce ill the d.eteJ'lliDatloD Of &11 

upon ahoi-~ttilJ.l :>r exceH \&DCler the coapn1ato17 t1M.ae1Jlc pollq would 
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hyPoth~ti·~ pr~foes ~li9uld '.be·:-comput~a~· _J?of .'on'e·:thing/ :i:t:l(oui.~f b~ 
"" ".·· .;'. •« •' : >·:.~I)<•:~~! : '.> •!'';~ .. ~:\.~'.;:.,, ·~~: >~ '•!"· ·.··.';,:, :.'..' \•', .:~:: ', .,: <h~_::;~ ·-.;~\ :·:~1 ".: ',.:I' • 
ne¢easa,ry J;o. ~ke atr-' aSS1¥11Pt~ori ~boµt·,~'the pri.Qe<"elastic;l;ty of. demail,d·'.-i"or 

·,1· .• - .: ~. :, _::t~{:· ~orrnrio,ditY.~·: ~; ;-~~~eoveri ~t·. ·~o~ii ~~ necessa~· t~ La·~~dme "t~e p6rli6~: Of 

., .. ·-~- )~h~· ~mo~i:·6~~ti:~~~~e;q.:·:h;:;·~)t1ci~ant·c6imtii~s tq tne·-'~genc~· that ;Juid'. 
. • • I ' •• ' • L • ~.~~ ' • • • ~; ! • 4' • • • ' .... i ' '. • .. : " ' . • -'··' '. , ... ' ' •••. 

.. . 'have·-. beek'-ffqld" :iii-. the market :.~ther :thall stored: or. otherwise. withheld by 
' •• ·:·.:::·'" .• ''·,', ', --~·-·~: •• ' . v· ~:· ~~_ .. ' '.· ~_;.. .: ·~-- ~ •• ' ~ • • ·.» .. • ·, '"· :._• • ,. • . 

'• ,.· 

,._ '._ prciaucins ·e:cilin:tr:t~a~: :.. .,.. .... _. : 
... ~~ _cs~~ond ;~~~~ii'~'1<be-:eyen ·~o_r~--~~rt~t.:.' !}/ pro;i~:to~· f~r -~~.__,. / .. ·: - , 

-- ·::-; ·aD:-. :~;:·J:owance _in 't~e·:'_-~~ortira'i~~/comp~tatioh~~oi: ::;~t~ib~t°e~_~:·~tocks. ·vei~e~ .a:t;· .. - -., . 
... ,;•".:·•' ,. ·_.~::: ·~:'·.· •. !(: .','_:i\,'w',~,'.:.,,:,f·:, ·:·-~ ... ~ .. ,' ... ~•~'', ·.','".~"• • •:'.· .. ··.;.,;•, '' ''' '.}':t ••_,• 

. -.:tJ.Y:PottietiCal.' prices that are:, ,low:el'. '.:than,. ·current -~i"ket\pr;l.ces'. would $izrlplY: :' ... 
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J. Harcus. Plenr1irig 

'fable l of 1963 Report on ~fcom!lensatory · Fiuancing of 
1:!11'.Port Fluctuatious" 

October. l.9, 1966 

We have . been raquest:ed by the. UNCTA.'O Intergovertrmentnl Group on 
Supplementary Financing to prepare an u1mating ~ith data as reeent as 
possible of T::i.ble 1, on page 19 of: our 1963 R~port ori. ncompensat.ocy li':b:u.mcing 
of. Expoy;t Fluctuations•11

· Could thfa be ~et in hl.!nd? 

We have also been "r~:questc<l to prepare:. in consultation with the Dank, 
an est:lma.te of the.effects of rec~~t ch~ugeG in our cohl9ensatory financing 
fatd .. lity on the arinual cost of ths supplerne11t:ney ffuuncing schemeo 

The Bank. bee also be.en asked to :prepare, i'!.1 ccm.ei1ltstion with usp. a 
study on the.relative. impo:rta11ce.of shortfalls an<l ot:her causes of instability 
on the external f:bumcing ·of developr.1ent, mid" to the e:r;:teut possible, est:I.­
mates of the ef feeta of these ·causes on eelecte<l. countries. 

Could we tli.scuss · these last two stu4ie:;? 

cc~ Mr. Polek 
Nr 11 Schwartl?! 



TO Mr. J.J. Polak DATE: October 14, 1966 

FROM Duncan Ridler fftZ. 

SUBJECT :~:~s~tor;;~ng 
( . ---·- ..... ~-- · . .. .. ~-~··y"' 

Over the last few weeks, we have looked into the position of the 
following countries for purposes of compensatory financing. The initiative 
came either from government representatives, area departments or from this 
office. 

Ghana 
Ceylon 
Syria 
Tanzania 
India 
Several CFA currency countries 

Colombia 
Dominican Republic 
Haiti 
Tunisia 

Most of these were not at the moment in a shortfall position; the exceptions 
are Ghana, Dominican Republic, Tunisia and India. The Indian case is, 
hopefully, a very temporary result in the weeks immediately following 
devaluation. The other three are probably serious preliminaries. Some CFA 
currency countries have shortfalls, but there appears to be no real question 
of calling on the facility. 

We are being asked more by Area Departments to attempt to forecast a 
shortfall to the month; in addition to projecting the two years following. 
This seems useful in giving more time for preliminary discussion and 
consideration in relation to other drawing or standby applications. 

My usual procedure now is to review the position of all primary producing 
members about every two months, and in cases considered advisable to contact 
the Department concerned. The number of cases of shortfall brought up by 
the periodic review has been increasing through the year; to eleven at the 
beginning of September; 

Burma 
Dominican Republic 
Ghana 
Sudan 
Tanzania 
New Zealand 

Cameroon 
Ivory Coast 
India 
Syria 
Vietnam 

For various reasons some of these were not in the running for more detailed 
investigation of the position. 

cc: Mr. Fleming 
Mr. Rhomberg 
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oat. October J.2 11 J,966 . 

AUTHORIZATION 

/ s /Frank A. Southard, Jr. ' 
1 Signature 
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INTERN/\TIONAL MONETARY FUND 

WASHINGTON D.C. 

To: ___ Ma_·"""-r"""ou_a_Fl_• _aroi_· ·~n_.. ({ . ._ ________________ _ 

·Interf'und Geneva 

is made "!I will not be able to.ref'uaa ito Howavar w 
(?lWl-<l.C 

voul,d wry muoh hope tho. t 1 t 'Will no~ be-":raised. Regards . 

Southard 

.• !I fi 



September 23.;; l.$66 

~1l~~~ll~~:!!~~~±f~_il1_~~ ra~~BJ.!l 9 ~~ ~
1

t.tc1J .. i ~I o~ 
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y~·ospects. 

le.st three years is the rasult 

much of t.hia period. 

be used more :t•1·equent1y in the futw.·e~ 
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ti-le C\!:.°"ld' e E::~ect..tt:¥.·-1e Directors, it;;~dc '-1.. l1UL~b~1~ ~'f" cl1.nt.1!£CS ir.t tl~e ?acil:L·ty 
1"#E ,tVctG-J J:>ce-1S10,..,, rlrVd d.:··C'·,~·d;/:.Jt:ll'VYtN<S /eiit°"i:;/.?7 a .. hi.L 

t::.:nis \md. /\ 'l'h::i p::i."fuci:Jal ~:'c::d.:.ui·cs of thc;i ne•,r policy are a::.: f'ollo'\-il!J: 

t;o 
6' {;:" /t//JJ.1.r/,<.~d 

o // . Se~T. :~ 6 , : 

It was decided to 

system under ·~•hich members r::::pay the Pund within an outside l:imi ·t of three to 

five y;,;.arz .. 

f'luctus.tio:a.s in. thcd.1~ e>..1Jo1·t receipts, net of' the amounts of tl'2.D.Ga.ct.ions under 
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MEMORANDUM 

TO: The Files October 10, 1966 

FR.OM: J. J. Polak 

SUBJECT: Cc;>mpensatoty Financing~Dominican Republic 

After a lengthy discussion it was agreed: 

(a) That civil var, etc., should be considered as among the 
factors outside the countries' control that would entitle a country to 
Compensatory Financing. 

(b) That the actual situation in the Dominican llepublie was 
not of disaster or 11tAjor emergency, so that the question of a second 25 
per cent could not arise in this case. 

The legislative history cited by the lawyers did seem to indicate, 
however, that "disasters or major emergencies" would include noneconomic 
events such as civil disturbances. It was also noted that the Dominican 
Republic did meet the second test for the second tranche in the sense that 
it bad "been cooperating with the Fund----~-----," although this cooperation 
had not led to agreement on a program. 

cc: Mr. Pleaing 
Mr. Rhomberg 
Mr. Ridler 



Mr. Hick• October 10, 1966 

J. J. Polak 

Come~atort 1~118.1lcing Decision and Member•' Fund Poaitioqa 

I agree with you that it i• not practicable at the preaent time to re­
define countrie•' Gro•• F'u1ld Poaition• on the baai• of 250 per cent of quota. 
The greatest difficulty in thi• connection i• perhap• to diatinguiah between 
cowtries that can aud those that cannot avail themaelvea of the Coapenaatory 
linancing Deciaion. The Decision itself does not make any such diatinction 
and you will recall that Ed Dale 11ade quite 80lllathing of the theoretical 
poaaibility of the U.S. drawing under this facility. While the two compensatory 
tranche• are, of cour•e, available only if a country runs into an export 11hortfall, 
that doaa not sake their use lea• likely than •ay the fourth credit tranche. We 
may, therefore, at aometime 1n the future want to define Grose P'und Po•itiona 
from a 250 per cent base, or we aay at leaat indicate in a le•• •tatistical context 
that thia would be a rea•onable alternative vay of measuring them. 

The poaition i• different with reapect to the meaaurement of the gold 
tranche, since the compensatory facility is not automatic in the gold tranche 
way. I would see no basia, therefore, on the basis of the present policy to 
•uggeat that the aold tranche availability ought to be measured from a 150 per 
cent of quota baaa. 

As to the particular treatment in Int.maUona'L llnanoi.a't statl11tlas1 

I agTee with your new definition of the total tranche poait1ou. I would think, 
however, that we ahould avoid complicating further the definition of the gold 
tranche. Since the number of caaee where gold tranche type drawing f acilitie• 
will ariee in the credit tranche• aa a result of outatandina compeuaatory 
drawing• would probably be quite rare, I would suggest that you handle them 
by makia.g a f ootuote allowance for thi• possibility in your def tuition of the 
Reserve Position in the lund. I wo\1ld add a footnote there, or a eentence in 
parenthesis, indicating that, for countrie• who•• eurrency the Fund holcla 1n an 
amount lea• than the quota, diaragardina holding• ari•ina from compeaaatory draw­
ing•, the gold tranche po•ition i• replaced by the excess of the quota over Pund 
holdings not ari•ing from com.peuaatory drawings. 

Two other pot.nu: In addition to the footnotes you suggest, I think 
one would also be necessary in the reserves table and perhaps to line lb on the 
country pages, but of course, only if this particular aspect of a compensatory 
draving applied. 

Secondly, may I mention that the words "ad aeparately" ending the 
little paragraph on "lea.ding• to the P'und" is perhaps a little cryptic even 
after the aection on "Fund borrowing." I would eug9est "either under the 
General Arrangement• to Borrow or othervi•e," or perhap• even better, a reference 
back to the aection on Fund borrowing inatead ef the laat clau ... 



G; Office Memorandum 
't-~~4.R't~ 

:~OM : ::lp::S ~ Jtj ' 
SUBJECT : The Compenstlary Financing Decision 

and Members' Fund Position 

DATE: October 7' 1966 

The Compensatory Financing Decision, by establishing drawing possibilities 
outside the tranche schedule and by providing that such drawings may carry Fund 
holdings beyond the 200 per cent limit, complicates the conception of members' 
Fund positions. Reserves, it seems to me, consist in the moneys available for 
use in the finance of deficits. The assurance of moneys in the event of a 
deficit arising from the most likely source of deficit would therefore seem 
to increase the Gross Fund Positions of raw material countries to 250 per cent 
of quota minus Fund holdings of their currencies, and to increase their Gold 
Tranche Positions to 150 per cent of quota minus Fund holdings. 

I doubt that anyone would agree to this presentation. I suppose there­
fore that we should instead redefine the terms to read: 

Gold Tranche Position = quota - .['"Fund holdings - tho~e arising 
from outstanding balances on "compensatory" drawin@/. 

Total Tranche Position = 200 per cent of quota - ,['"Fund holdings -
those arising from outstanding balances on "compensatory" 
drawingi/. 

This is palatable to me since near zero must be the drawing right value 
of drawings to which one is entitled on the formula: 

i/2 (_x __ 2 ___ +~:--1~_+ __ 2_Xa_ - Xa) 

with the further limits of 1/4 Q and confirmation by market analysis that 
X1, ~, or x3 will substantially exceed x0 • Perhaps it could be made under­
standable to readers if entries in 

columns 6 and 10 of Table I 
sections A and B of Table II 
line 2d of the Country Pages 

were footnoted to identify the compensatory drawings and their repayment, the 
amounts of compensatory drawings in the figures, or the amounts included in 
the Fund's holdings of a members' currency arising from compensatory drawings 
and if a pa ragraph were added to the text (after the pa ragraph on Stand-bys) 
reading: 
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11 Compensatory Finance. Countries dependent on raw material exports 
may also draw amounts up to 25 per cent of quota in each of two years 
to compensate partially for a short fall in export proceeds. These 
drawing possibilities are additional to those against tranche positions, 
may be made without regard to the 200 per cent of quota limit on Fund 
holdings of a members' currency, and re-establish themselves upon re­
payment. Such drawings must be repaid under the rules that apply to 
ordinary drawings, or earlier if export proceeds recover rapidly. 11 

I have always found it not possible to discuss the question of so-called 
compensatory financing without anger. Why should we wish to make a formal 
statement saying that if, as in the 1930's, the winds of deflation should blow 
in the industrial countries the Fund will do nothing either to help the raw 
material countries or to relieve the industrial countries from the repercussions 
of a dmnrward spiral of exports? Is this question wholly academic? 



. . . ~ October ll; 1$166 . 

· "Compene'a. tory finan~e. A member may draw amounts up to 50 per cent of 

quota to co~peneate for a sho~tfall in export proceeds from the mediµ:m•term 

trend value of exports, .~1th the qualification.that, except in the case of 

shortfalls resulting from disasters or major emergencies, outstanding drawings 

under the compensatory.facility may not increase by more than 25 per cent of 

quota in any l2•montb period. These drawing ~ossibilities are additional 

to ·ordinary drawings 1n the various quota tranches, may be made without 

regard to the 200 per cent of quota limit on Fund.holdings.of a. member's 

'currency,· and a.re re·e~tablished·upon repayment,. Such.drawings n;iust·be 

repaid µnder the .. ;rµl~s that apply to_ ordinacy drawings and, in addition, 

the Fund recommends :that a mem:b.et repay 1n the years following a drawing 

under the facility an amoU.n.t approximateiy equal to one, half of !!1UY:, excess . 
' • ! ' - - ~ • 

:of exports· over the medium-term trend value of exports .. "· 

. ; 
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TO Mr. J. J. Polak DATE:: September 8, 1966 

FROM R. R. Rhomberg 

SUBJl:CT : Compensatory Financing Decision 

My initial suggestion to Mr. Nicoletopoulos regarding the second part 
of paragraph (7) of the Decision was to add a separate sentence explaining 
the period with respect to which the calculation of excess exports will be 
made. He felt, however, that this would give too much emphasis to the nature 
of the calculation in a passage that would not refer to a legal obligation of 
the member but merely to a Fund recommendation. Mr. Nicoletopoulos therefore 
suggested the wording in the new version of Attachment I, leaving it open for 
you to raise the point once more in the meeting with the Managing Director 
this afternoon. 

I believe the wording is still somewhat misleading. I think there is 
a minimum correction the words "each uf" in the penultimate line should be 
crossed out and the word "periods" should be changed to the singular "period." 

In the alternative formulation first suggested by me the sentence would 
have ended after the words "medium-term trend of its exports." The paragraph 
could end there with the method of calculation left implied or explained 
more fully in the text of the paper. If, however, a reference to the 12-month 
period for which the excess is to be calculated is found to be necessary, 
it would be possible to add a new sentence: "'rhe excess of exports over the 
medium-term trend will be calculated with respect to each of the four 12-month 
periods following the period of the shortfall with respect to which the 
drawing was made." 

I also mentioned to Mr. Nicoletopoulos the question of the medium-term 
trend calculation in the content of repurchase preference. I believe that it 
has always been in Mr. Fleming's mind that calculations of export excesses 
for purposes of repurchase• would be strictly in accordance with a statistical 
fonnula and not on the basis of market analysis. The present language of 
paragraph (7), which merely refers to the medium-term trend would imply that 
this trend is to be established as stated in paragraph (6) of the Decision, 
i.e. based partly on appraisal of export prospects. It is Mr. Nicoletopoulos' 
understanding that this is indeed now the intended interpretation. The method 
of determining the medium-term trend established in paragraph (6) has great 
justification in the case of shortfalls, where it leads to a Board Decision 
on a drawing, then in cases of export excesses, where it leads to a recommendation 
to the member presumably without Board Decision. I believe that the introduction 
of market analysis into this repurchase recommendation procedure might cause 
considerable difficulty. 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

Explanation of Repurchase System (11} 

As indicated on page 2 of SM/66/lo4, in the case of System No. 11 

the repurchase provision (i.e., paragraph (7)) of the decision would contain 

a clause recozmnending that members use one half of any export excesses that 

they may have in any year to repurchase any outstanding drawings under 

paragraph (5). I should like to make it clear that this clause would not 

create a legal obligation for members. I believe that this calls for 

further explanation. 

A member's representation as to repurchase under System (11) would be 

the same as that made in cases of ordinary drawings, i.e., that the drawing 

member would comply with the principles of the Decision of February 13, 1952. 

As Executive Directors are aware, such representations do not, as such, 

create a legal obligation, although they are often made binding on members 

as terms of a waiver under Article V, Section 4. The recommendation to 

members to use in repurchase one half of their export excesses would not 

create a legal obligation for members even in such cases, i.e., where the 

member's representation that it will repurchase in accordance with the 

principles of the 1952 Decision has been made legally binding under a waiver. 

The purpose of the clause would be to express the hope of the Fund, 

based on what it would regard es an appropriate application of the principles 

of the 1952 Decision, that members would use export excesses to repurchase 

drawings under paragraph (5) still outstanding, but members which did not 

act in accordance with that recozmnendation would not be violating an 

obligation. 



'?r:r- · ~~ 
DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

Revision of SM/66/77 from page 23 onwards 
on the assumption that Repurchase System 8 

of SM/66/97 is adopted 

- 23 -

~-~.J) 

[The following passage, to the end of the section on "Compensatory 
Facility and Fund Liquidity," diverges substantially from the corresponding 
passage from the foot of p. 22 to p. 26 inclusive in S~I/65/101, and 
proposes a type of mixed repayment system for compensatory drawings 
different from that proposed in S?-I/65/101. These changes were made to 
meet the point made by a number of Executive Directors that repurchases 
out of export excesses, though avoiding the difficulties that would arise 
from repurchase require~ents occurring at a time of poor or mediocre 
exports, might have difficulties of their own in that the atrount of the 
repurchase obligation would not be known in advance. 'fhe system now pro­
posed attempts to avoid or mitigate both sets of difficulties, in a Manner 
not unduly expensive to the Fund.] 

Two difficulties arise with respect to this fully compensatory system 
of repurchases out of export excesses. [The first concerns the predicta­
bility of repurchase obligations.] In the first place, countries might 
occasionally find it difficult to repurchase compensatory drawings to the 
full extent of any excess of actual over trend value of exports, partly 
because an expansion in exports would probably entail some increase in 
import requirements, and partly because the obligation to repay would not 
be known with certainty until after the event. This difficulty should not 
be exaggerated. OWinp, to the manner in which export excesses are calculated, 
only one half of any increase in exports over the avera~e level in the two 
years preceding the excess year could ~ive rise to a repurchase, and if 
serious problems on repurchase should nevertheless arise owing to circum• 
stances affecting other items in the balance of payments, it would always 
be possible for the Fund, under appropriate conditions, to a~ree to an 
ordinary drawing at the time of the compensatory repurchase. Nevertheless, 
it is interesting to see what would be the effect on. the performance of the 
scheme if repurchases were reouired to the extent not of the entire excess 
of exports but only of a part--say, one half--of such excess. [it is 
possible that countries might pref er to have their repurchase obligations 
expressed in a more predictable form.] 

From Table 4 it can be seerr that a system wit~ se~:!-co~pensatorv 
repurchases--i.e., repurchases equivalent to one half of any export excess 
in the preceding twelve months--would show slightly better smoothness and 
approximation ratios than would one with fully compehsatorv repurchase, 
at least where outstanding compensatorv drawings are subject to a limit . 
This at first sight somewhat surprising result is attributable to the fact 
that the repurchases a.re spread over a number of "excess" years. for which 
export availabilities would otherwise have remained in their original 
unadjusted state. The average amount of drawin~s outstanding is somewhat 
greater under the semi-compensatory than under the fully compensatory 
svstem of repurchase but less than under the present fixed-term system. 
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The second difficulty [arises from the fact that under the] about 
system_! of repurchase out of export excesses is that a proportion of the 
repurchases [of compensatory drawings] would probably remain outstanding 
for longer periods than has hitherto been deemed compatible with the 
temporary c~~racter of Fund assistance. This does not mean that repay­
ment would normally be more delayed than under the 3 to 5 year rule. 
Indeed, .if, as indicated in Table 4, the amount of compensatory drawings 
outstanding is generally likely to be less when repayments [are geared to 
exports] are fullv compensatory or semi-compensatory than when they are 
made under the 3 to 5 year rule, the average length of time for which a 
drawing remains outstanding will also probably be less in [the former than 
in the latter case.] either of~ two former cases than in tl;e last-
mentioned case. More direct measurements of probable periods for which 
compensatory drawings would remain outstandin~ if repayments were [also] 
on a fully or semi-compensatory basis are given in Table 5, which is based 
on th~ experience of the years 1951-64. From this it can be seen that, under 
a fully compensatory repurchase system, even with an unqualified limit of 
50 per cent of quota, some two thirds of all compensatory drawinrs would be 
repaid within 3 years, and more than four fifths within 5 years. The 
residue remaining outstanding beyond 8 years might be about 1 per cent. 
Under a semi-compensatory system, the proportion_9f drawi!1gs rema_!ning out­
stanclinp.: at tlie end of anv Ri ven period j_s n:iturc-.lly eorr:ewhat greater. In 
considering these results, it should be borne in mind that the repurchase 
obligations under Article V, Section 7, would, of course, continue to 
apply--a fact which could not be taken into account in the calculations set 
forth at Table 5. 



- 24 -

Table 4. Compensatory Financing: Fund Scheme 
with Va~ied Forms of Repayment, 1951-641/ 

Repayments System 
Scmi-

Fixed TernJI • Compensatory.31 Comp"ZM'""frtory/!./ ?:ixedl2/1.2/ 

25 Per Cent of Ouota Limit 

Approximation Rati~/ .023 .028 .031 [. 026] .030 
Smoothness Ratial/ .029 .045 .048 [. 036 J .047 
Average Drawings Outstanding.~/ .29 .17 .21 [. 26] .20 

50 Per Cent of Quota Limit (Ungualif ied) 

Approximation Ratio 
Smoothness Patio 
Average Drawings Outstanding 

.034 

.046 

.48 

.042 

.072 

.36 

.044 

.073 

.47 

[. 041] 
[. 060] 
[ .48] 

. 042 
~ 
.38 

Approximation Ratio 
Smo'othness Ratio 

50 Per Cent of Quota Limit (Oualified) 

.043 

.071 
Average Drawings Outstanding 

.035 

.047 
• 45 

.043 

.071 

.28 

[.042] 
[.060] 
[. 42] ill 

Approximation Ratio 
Smoothness Ratio 
Average Drawines Outstanding 

.100 

.121 
1.36 

No Lil'\it 

.155 

.216 
1.49 

[.160] .120 
[.205] .166 

(1. 77] 1.17 

l/ Weights of .50, .25 and .25 applied to years t, t-1, and t-2, respectively, 
for estimating calculated norm. 100 per cent compensation of calculated shortfall. 

2/ Air~unts outstanding at end of three years are assumed to be repaid one half 
in-the fourth and one half in the fifth year after drawing, regardless of level 
of exports. 

11 100 per cent of export excesses applied to repayment in all years. 
ii 50 per cent of export excesses applied to repayment in all years. 
Ci/ Repayment in five equal instalments, beginnin~ in the year following the 

shortfall year: repayments on past drawings are deducted from exports for the 
purpose of computing shortfalls.] 

.,2/ 50 per cent of export excesses aoplied to repayment in the first three vears . 
In the fourth year either half the aT!'ount outstanding at the end of the third year 
or half of the export excess (whichever is the greater) applied to repayment. In 
the fifth vear any a~ount outstanding at the end of the fourth year repaid. 

6/ Proportionate decline in root mean square percentage deviation of export 
availabilities from trend value of exports. 

7/ Proportionate decline in root mean square percentage deviation of export 
availabilities from trend value of such availabilities. 

§_I Average for all years of total amounts outstanding, in billions of U.S. 
dollars. 
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[If the requirement that the Fund ass.istance be "temporary" could be 
deemed to be adequately met by the manner in which export shortfalls and 
excesses are calculated, and by the statistical probability that the 
average period of repayment will be short, this change is one which it 
would be advisable to adopt. However, it is considered that this require­
ment] It is considered that the requirement that Fund assistance be 
temporary would not be adeguatelv met by a mere statistical probability 
that the average period of repayment will be short, but calls for a fixed 
maximum term for every drawing. [which would make it] 1!:!!.s being so, it 
would be difficult to adopt [the repayment system under consideration] 
either the semi-compensatory or even the fully compensatorv repurchase 
svstem in an unmodified form. 

A "mixed" system on the following lines would [seen: to meet] do some­
thing towards meeting both of the difficulties referred to above and [to] 
would combine many of the advantages of "compensatory" and "fixed term" 
repurchase respectively: 

[The original text to the end of Section IX on page 26 is omitted.] 

(a) If any export excesses should occur in the first four years 
following the shortfall year with respect to which a compen­
satory drawing had been made. an amount equivalent to one 
half cf the excess would be devoted to repurchase. 

(b) If the amount of the drawing to be repurchased under (a) above 
with respect to the fourth year following the e~o~tf ~ll vear 
were less than half of ti1e amount of the drawing still out­
standing before that repurchase, an additional amount egual 
to the difference would be repurchased. 

(c) In the fifth year follm;ing the comT)ensat9rr_ drawing the drawing 
country would repurchase any amount of the. <lrawing still out­
standin~. 

However, to avoid double counting, if more than one compensatory drawing 
were outstanding at the same time, no repurchases out of export excesses 
would be reguired on any drawinP- while such repurchases could sti ll be 
reguired on an earlier drawin~. For example, where two compe11sc.tcry 
drawings were outstanding concurrently no repurchases out of exoort 
excesses would be made on the second drawing until after the first drawing 
had been running for four years, or had been completely repaid. 

For the reasons mentioned &t page 22 above, the calculation of the 
export trend with respect to which export excesses are incurred for the 
purpose of establishin~ repurchase obligations would be made by the Fund, 
in consultation with the member, solely on the basis of the statistical 
fornula used in the estimation of export shortfalls, i.e., without any 
attempt to forecast future exports. 



Total Drawin~s 

Repaid: 
Hi thin 3 years 

Outstanding after: 
Fifth year 
Eighth year 

Total drawinf!S 

Repaid: 
lr!ithin 3 years 

Outstanding after: 
Fifth year 
Eighth year 
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Table 5. Duration of Drawings under 
Compensatory Repayments Systems 1/ 

(Period = 1951-64) 

25% of Quota Limit 50% of Quota Limit 
(Oualified2 

Billions Per Cent Billions Per Cent 
of U.S. of of U.S. of 
Dollars Drawings Dollars Drawin~s 

Fully Compensatorv SystenJ:./ 

.89 100 1.24 100 

.74 83 .97 78 

.09 10 .15 llF .01 about 'Jll about 

Semi-coFpensatory Svsterrl!./ 

.69 100 1.01 100 

.41 59 .49 49 

.12 17 .33 33 

.03 about tJI .13 about 11J/ 

50% of Quota Limit 
(Ungualified2 

Billions Per Cent 
of U. s. of 
Dollars Drawings 

1.45 100 

.97 67 

.27 3/18 
about 1-

1.20 100 

.54 45 

.43 36 

.21 about 2cJ..I 

];/ Coefficients of .5, .25 and .25 applied to years t, t-1, and t-2, respec­
tively, to compute shortfalls. 

2/ One hundred per cent of excesses applied to repayment. 
1./ Since some of the drawings in question were still outstanding at the end of 

the period but had not yet reached their eiphth year, this fi~ure is an estimate. 
4/ Fifty per cent of excesses applied to repayment. 

As will be seen from Table 3, the perfonnance of this "mixed" system. 
of repurchase, over the years 1951-64, as measured by the approximation~ 
ratio and smoothness ratio, would have been better than that of the ''fixed 
term" (3 to 5 years) system of repurchase, equivalent to that of the fully 
compensatory system, and only slightly inferior to that of the eemi­
compensatory system of repurchase out of export excesses, irrespective of 
the severity of the limits on outstanding drawings. 
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The "cost" in terms of drawings outstanding is much lower than under 
the present system of fixed term repurchaseJ and almost as low as ender 
fully compensatory repurchase. 

X. Changes in the Compensatory Facility and Fund Liouidity 

[On page 19 above an estimate was made of the possible charge on Fund 
liquidity that might arise from additional drawings associated with an 
extension of individual country limits on outstanding col'l'.pensatory drawings 
from 25 per cent to 50 per cent of quota. At this point, a similar calcu­
lation is in order as to the charge on Fund liquidity that might result from 
adopting both of the] It mav be appropriate, at_!h!s no:f.nt. to es_timate 
the possible charge on Fund liquidity that might result from_~dditional 
drawings with the adoption of the two principal measures suggested above, 
viz., (a) the extension of the limit from 25 per cent to 50 per cent with 
the qualification that the increase in outstandings in any year should not 
exceed 25 per cent, and (b) the adoption of the "mixed" system of repurchase 
discussed above in place of the fixed-term system of repurchase which 
applies at present. Some additional claims on Fund resources might also 
arise from the proposed separation of the compensatory facility from the 
other drawing facilities of the Fund, but this cannot be quantified and is 
unlikely to be large. 

As can be seen from Table 4, if the compensatory facility had existed 
over the period 1951-64, and if all the 48 countries covered by the Table 
had made full use of the facility, the transition from "fixed term" repur­
chase with a 25 per cent of quota limit, to a "mixed" system of repurchase 
with a qualified 50 per cent of quota limit would [over the 1951-64 period] 
have involved an increase in the average level of [potential] compensatory 
drawings outstanding over the period from $290 million to ($420]$320 
million, i.e., an increase of[$130] $30 million • From the standpoint of 
Fund liquidity, however, what matters-is not so much the averave amount of 
compensatory drawings outstandinp, as the amount liable to be outs~anding at 
peak periods. It is estimated that, on the assurr.ption set forth above, 
the maximum level of [potential] compensatory drawings outstanding would 
likewise have risen from $400 ~illion (in 1955) to [$5601 $470 million (in 
1958), i.e., by ($1601 $70 million. On the assumption that peak year 
potential compensatory drawinRS outstanding have expanded since 1955-8 in 
proportion to quotas, the proposed chanres in limits and repurchase systems 
might, under present conditions, raise maximum potential compensatory 
drawings from $1,100 million to ($1,5001 $1,300 million, i.e., by ($4001 
$200 million. [Allowing for failure to use the full entitlement to compen­
satory drawinps and other factors,] Since, however, countries with adequate 
reserves will o~ten not use opportunities for compensatorv drawinrs that are 
open to them, and since any use made of the compensatory facility is likely 
to reduce to some extent requests for ordinary drawin~s, it seems unlikely 
that the increase in peak year drawings occasioned by the proposed changes 
would in practice exceed [$200 million] half the amount mentioned above, 
viz •• $100.rnillion. 
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XI. Conclusions for Action 

Hore than three years have !)OW elap~ed since the creation of the com­
pensatory financing facility, and though it has not been extensively used 
the Fund has had sufficient experience with it to review and reappraise its 
application and scope. As a result it has been deemed desirable both to 
clarify the circumstances under which the faciiity can be used and to 
introduce into it certain modifications designed to increase the e,f f ective­
ness of the assi'stance which the Fund provides to members. 

In determining the medium-term export trend for the purpose of calcu­
lating the export shortfall the practice· hitherto has been to give approxi­
mately equal weight to statistical and qualitative estimates, respectively. 
Experience suggests that qualitative estimates based on commodity analysis 
gives a closer estimate of the trend; consequently qualitative estimates 
will receive a greater weight in .the future. 

At present, the Fund is prepared to waive the requirement that total 
ou.tstanding_ drawings may not exceed the Fund holdings of a member's currency 
beyond 200 per cent of quota either to accorunodate compensatory drawings or, 
to the extent that compensatory drawings are outstaadin~, to accorunodate 
other drawin~s. However, drawings under the compensatory facility are 
included in Fund holdings of the member's currency in applying the tranche 
policies of the Fund to subsequent drawings. Full reco~nition of the 
special circumstances which give rise to compensatory drawings would make 
it desirable to separate this facility from normal drawing facilities of 
the Fund so that additions to the amount of compensatory drawings out­
standing would not in any way affect the tranche policies applicable to 
other drawings. 

While the use of the compensatory facility is t1l.ost needed when a 
shortfall appears, members ~ay be precluded or deterred from requesting use 
of the facility at that time since the full amount of shortfall can be known 
only after the interval of several reonths. To meet this problem it is pro­
posed that within six months of any drawing, members should be enabled to 
reclassify all or part of it as a compensatory drawinf.? and thus to l;'estore 
to that extent their normal drawing rights for future contingencies. 

Under the 1963 Decision outstanding drawings under the compensatory 
facility are limited normally to 25 per cent of quota. It is believed that 
an extension of the limit on outstanding drawings from 25 to 50 per cent 
of quota would add substantially to the value of the assistance provided. 
At the same time it is important to avoid such changes as would tend to 
weaken the ability of the Fund to exert its influence with members toward 
early adoption of sound corrective policies. It is, therefore, proposed 
that compensatory drawings outstandinp may amount to a maximum of 50 per 
cent of quota, but that during .any twelve-month period the amount of such 
drawings outstanding may not increase by more than 25 per cent of quota and 
that requests which would increase outstandin~ compensatory drawin~s beyond 
25 per cent of quota should be met only if the Fund is satisfied that the 
member has been [followinr, reasonably sound export policies.] [making 
reasonable efforts to solve its balance of payments problems.] 
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The question of repurchases of compensatory drawin~s has also been 
reconsidered. in light of the possibility that the course of export receipts 
may make it [difficult for a member to repurchase drawings fully] 
undesirable for members to concentrate repurchases_ within 3 to 5 years 
after the drawin~s. On the other hand, repurchase terms should not be so 
changed as to undermine the revolving nature of Fund resources. Balancing 
these considerations, it is proposed that [compensatory drawings should be 
repayable in equal annual instalments over a five-year period but that the 
member should be able to offset such repurchases against actual export 
receipts for the purpose of determining the aIDount of any new compensatory 
drawings if it is able to satisfy the Fund that it has been pursuing 
reasonably sound export policies] in the first three vears of a co~pensat2.!Y, 
drawing half of anv export excess should be repaid. in ~on~h ~ar half 
of any export excess or half the arrnunt ...Q..l;!!standinR 7 whichever is the hi.gher, 
and in the fifth vear repavment should be completed. 

XII. Decisi~ 

In the light of the foregoing considerations, Decision No . 1477-(63/8) 
of February 27, 1963, on Compensatory Financing of Export Fluctuations is 
hereby amended by the deletion of paragraphs (5) through (8) and the sub­
stitution of the following paragraphs: 

"(5) The Fund has reviewed its policies to detentline how it could 
more readily assist members, particularly primary exporters, encountering 
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. 

Drawings outstandin~ under this paragraph rnay amount to 50 per cent of the 
member's quota provided that: (i) such drawings will not be increased by a 
net amount of more than 25 per cent of the member's quota in any 12-month 
period, and (ii) requests for drawings which would increase the drawings 
outstanding under this paragraph beyond 25 per cent of the member's quota 
will be met only if the Fund is satisfied that the member has been [following 
policies reasonably conducive to the development of its experts.] [making 
reasonable efforts to solve its balance of payments nroblems.] 
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(10] (6) In order to identify more clearly what are to be regarded as 
export shortfalls of a short-ter~ 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 
exports prospects.] based partly on statistical calculation and partlv on 
appraisal of export prospects. 

[6] J1l [A member requesting a drawing under paragraph (5) will be 
expected to represent that it will make a repurchase corresponding to the 
drawing in equal annual instalm€nts to commence one year after the drawing 
and to be completed not later than five years after the drawing. However, 
in estimating export shortfalls for the purpose of drawings under para­
graph (5), the Fund will, if the member so requests, deduct from the figures 
for actual exports an amount equivalent to any repurchases made with respect 
to past drawings under paragraph (5) within 12 months of the request for the 
new drawing. A request for a drawing with respect to a shortfall which 
results in whole or in part from such deductions will be met by the Fund 
if it is satisfied that the member, in addition to fulfilling the require­
ments of paragraph (5), has been following policies reasonably conducive to 
the development of its exports.] 

A member requesting a drawing under paragraph (5) will be expected to 
represent that, within five years from the date of the drawing, it will 
repurchase an equivalent amount of the Fund's holdings of the member's 
currencv, as follows: 

(a) Subject to (b) below, not later than 30 days after the end of 
each of the four years following the drawing, the De~~~r will 
repurchase an amount of the Fund's holdings of itG c;~rrenc.v 
equal to one half of the amount by which the member's exports 
exceed the medium-term trend of its exports in each of the four 
12-month periods followinr, the period of the shortfall with 
respect to which the drawinP. was made. 

(b) Repurchases pursuant to (a) above in respect of a later drawin~ 
under parap.raph (5) ~ill be abated as long as repurchas~~ 
still be made pursuant to (a) above in respect of an earlier 
drawing under paragraph (5). 

(c) If the amount of the repurchase to be made not later than 30 davs 
after the end of the fourth year pursuant to (a) or (b) above is 
less than half the amount of the drawing remaining outstanding 
before that repurcnase, the member will repurchase an amount 
eguivalent to that difference not later than 30 days after the 
end of the fourth year. 

(d) Not later than the end of the fifth vear following the drawin~, 
the member will repurchase any amount of the drawing still out­
standing. 
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[7] (8) Whenever the Fund's holdings of a me~ber's currency 
resulting from an outstanding compensatory drawinP, under paragraph (5) are 
reduced, by the me~ber's repurchase or otherwise, this will restore 
pro tanto the member's facility to make a further co~pensatory drawing 
under that paragraph, should the need arise. 

[8] .i22.. When drawings are made under paragraph (5), the Fund will so 
indicate in an appropriate manner. Within six months from the date of any 
drawing which is not under paragraph (5) and to the extent that it is still 
outstanding, a member may request that all or part of the drawing be reclas­
sified and treated, for all purposes of this decision, as a drawin~ made 
under paragraph (5). The Fund will agree to such a request if at the time 
of the request the member meets the requirements for a drawing of an equal 
amount under paragraph (5) and makes the representation as to repurchase 
appropriate to such drawings, which representation will then be substi­
tuted for the original repurchase representation. 

[9] (10) In order to implement the Fund's policies in connection with 
compensafOry financing of export shortfalls, the Ftmd will be prepared to 
waive the limit on Fund hcldin~s of 200 per cent of quota, where appro­
priate. 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 parapraph (5) are still outstandin~. 

Moreover, the Fund will apply its tranche policies to drawin~ requests 
by a member as if the Fund's holdings of the member' s currency were less 
than its actual holdings of that currency by the anount of any drawings 
outstanding under paragraph (5). 

(11) 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. 
Hembers 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 exportin~ countries are, in many instances, 
facing unfavorable long-term exnort trends, and all are trying to meet the 
challenge of achieving more rapid and sustained development throu~h a 
strengthening and broadenin? 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 developinv 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. 

(12) The Fund will review this decision in the li?ht of experience anc 
developing circumstances." 
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Compensatory Financing of Export Fluctuations 

Draft Decision 

(To replace Section XII, pages 28~30, in SM./66/77, Revision 1) 

In the light of the forego:ing considerations, Decision No. 1477-(63/8) 
of February 27, 1963, on Compensatory Financing of Export Fluctuations is 
hereby a.mended by the deletion of paragraphs (5) through (8) and the sub-
stitution of the following paragraphs: · 

(5) The Fund has reviewed its policies to determine how it ~ou,l~ 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. 

Drawings outstanding under this paragraph (5) may amount to 50 per cent of 
the member's quota provided that (i) except in the case of shortfalls 
resulting from disasters or major emergencies, such drawings will not be 
increased by a net amount of more than 25 per cent of the member's quota 
in any 12·-month period, and (ii) requests for drawings which would increase 
the drawings outstanding under this paragraph (5) beyond 25 per cent of the 
member's quota will be met only if the Fund is satisfied that the member 
has been cooP,eratirig .. with the Fund in an effort to find, where required, 
appropriate soiutions. for its balance of payments difficulties. . 

The existence and amount of an export shortfall for the purpose of any 
drawing under,Xhis,paragraph (5) shall be determined with respect to the 
latest 12-mon;th period preceding the drawing request for which the FUlld has 
sufficient stE;.ti.stical data, and any excess of a shortfall over the drawing 
made under this paragraph (5) in respect to that shortfall cannot be carried 
forwar~ and covered by a later drawing under this paragraph (5). 

(6) In order to identify more clearly what are to be regarded as 
export shortfalis 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 based partly on statistical 
calculation and partly on appraisal of export prospects. 

(7) [A repurchase provision is not included at this time. Alter­
native repurchase schemes in the .light of the discussion at last Friday's 
Executive Board meeting are described in SM./66/104.] 
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(8) 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. 

(9) When drawings are made· tµider paragraph (5), the Fund will so in­
dicate in an appropriate manner·. ·Within six months from the date of any 
drawing which is not under paragraph "( '5) and to .the extep.t that it is still 
outstanding, a member may request that all or part of the drawing be re­
classified and treated, for all purposes of this-decision, as a drawing made 
under paragraph (5).· The Fund will agree to such a request if' at the time 
of the request the member meets the requirements ·for a drawing of· an equal 
amount tinder paragraph (5) and makes the representation as to repurchase· ap­
propriate to such drawings, which representation will then be substituted 
for the original repurchase representation. 

(10) 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 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 .a.c.cordance with para-
graph (5) are still outstanding. · · 

Moreover, the Fund will apply its tranche policies to drawing requests 
by a member as if the Fund's holdings of the member's currency were· less than 
its actual holdings of that cur·rency by the amount of any drawings outstanding 
under paragraph ( 5). 

(11) The provision of credit to deal: with the balance of paynients effects 
of export fluctuations provides irmnediate. relief .for a c·ountry'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 cooperated with·the Fund to find and adopt.the measures necessary to 
.this end. Beyond _immediate balance of payments difficulties, the primary· ex­
porting countries are, in many instances, facing unfavorable long-term export 
trends, and .all are trying to neet 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, 
~eparately 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 de­
veloping countries. The Fund considers that its activities can provide 
valuable assistance iI'i: helping to establish a climate within which longer-term 
measures can be more effecti;vely pursued. · 

. .. ',• 

(12) The Fund will re.;,iew this decision in .. the light of experience and 
developing circumstances. 



' j 

I t 

X . 
DOCUMENT OF INTERNATIONAL MONETARY FUND 

AND NOT FOR PUBLIC USE FOR 
AGENDA 

Ir. J. J. Polak 

Rooua 504 F 
SM/66/104 

August 26, 1966 

To: Members of the Executive Board 

From: The Acting Secretary 

Subject: Compensatory Financing: A Short List of Repurchase Systems 

The attached paper has been prepared to present relevant sta­
tistical data and staff evaluations with respect to those repurchase 
systems on which discussion at Executive Board Meeting 66/73 en August 19, 
1966 appeared to concentrate. As noted in SM/66/77, Revision 1, Sup­
plement 1, the subject, Compensatory Financing, is expected to be brought 
to the Board Agenda during the first week after the recess. 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



INTERNATIONAL MONETARY FUND 

Research and Statistics Department 

ComEensatorv Financing: A Short List of Reourchase Systems 

Prepared by Research and Statistics Department 

August ·25, 1966 

The present paper is intended to present relevant statistical data 
and staff evaluatj_ons with respect to those repurchase systems on which 
discussion at the Executive Board at Heeting No. 73 of August 19., 1966, 
appear.2d to concentrate. These are System (6), System (8), a new system, 
suggested by Er. ·Lieftinck, which we may term System .(9) ·, ·a new system 
suggested from the Chair as a modification of System (9), i:.;hich we may 
term System (10), and a modification of System (1), suggested from the 
Chair, which we may term System (11). These systems are described below, 
and (with the exception of System (11)), their performance is measured 
in Tables 1 to 3. · 

System (6). Repurchase in five annual installments. However, in 
considering any request for a compensatory drawing, one half of any re­
purchases on previous compensatory drawings occurring within the preceding 
twelvemonths may, at the country's request, be subtracted from exports in 
computing the shortfall, provided that the member has been cooperating 
with the Fund in an effort to find appropriate solutions for its balance 
of payments difficulties, and provided that the resultii:ig shortfall exceeds 
2 per cent of the member's quota (the 2 per cent "cut-off"). 

System (8). 'Half of any export excess accruing in the first three years 
following a shortfall for which a drawing has been macie to be used fo_r re­
purchase; in the fourth year either half the amount still outstanding or half 
the excess, whichever is the greater, to be repurchased, the remainder being 
paid in the ·fifth year. 

System (9). In each year until full repayment is made an amount 
will be repurchased equal to 20 per cent of the drawing or one .quarter of the 
export excess, whichever is the greater. In computing shortfalls for compensa­
tory drawings one quarter of any repurchases of previous compensatory draw­
ings made in the preceding twelvemonth period could be subtracted from exports, 
subject to the same provisos as for System (6) above. 

System (10). Same as System (6) except that, in computing shortfalls for 
a compensatory drawing, one quarter (not one half) of any repurchases on. 
previous compensatory drawings accruing in the preceding twelvemonths could 
be subtracted from exports. 
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System (lJ.2_. The existing system of repurchase within a 3 to· 5 year 
period, but with the recommendation to members that one half of any export 
excess that may occur in the first three years after the drawing should be 
devoted to repurchase. 

The performance of these systems as measured by statistical criteria is 
set forth in ~ables l to 3. System (11) is not explicitly mentioned in these 
tables but, depending on the extent to which the recommendations are observed 
or not, its performa~ce could approximate to that for System (8) and that for 
System (1) (the existing repurchase system) respectively • 

. The Staff is still inclined to regard System (6), on a balance of con­
siderations, as the best available system. Its statistical performance 9 in 
terws of the degree of app~oximation and smoothness attained, and the cost 
involved, though not as good as Systems (8) or (9), is significantly better 
than that of the present.system. It gives an assurance to countries that they 
will not be required to repay more than 20 per cent of the drawing in any year. 
It .does. something explicit to meet the UNCTAD request to explore ways to 
refinance compensatory financing obligations if shortfalls should permit. 
By so doing repurchases will~ to some extent be concentrated on years of export 
excess, thus applying the compensatory principle to repurchase as well as to 
drawings.. Finally, System (6) is easier to administer than Systems (8), (9), 
or (11). 

Systems (8) and (9) both show good performances by statistical tests, and 
apply the compensatory principle in a logical way to repurchases as well as 
to drawings. In addition, System (9) pays some regard to the UNCTAD request 
referred to above. Both Systems, however, and especially System (9) raise 
difficult though not unsurmountable administrative problems whenever a country 
has a number of compensatory drawings qutstanding simultaneously, with different 
and overlapping export periods. Conventions will then have to be adopted to 
avoid double counting of export excesses. 

System (10) is a variant of System (6) which, though it does less than 
System (6)--and much less than System (5)--to meet the request for a re­
financing facility, may for that reason be more acceptable. 

System (11) may be regarded as an application of the principle en­
countered in paragraph 2(a) of Decision No. 102-(52/11) of February 13, 1952, 
according to which "exchange purchased from the Fund should not remain out­
standing beyond the period reasonably related to the payments problem for which 
it was purchased from the Fund." The repurchase provision of the decision 
will contain a clause urging t~at members should use half of any export 
excesses that they may have in any year to repurchase any outstanding draw­
ings under paragraph 5 •. In accordance with this clause, the Fund will make 
the necessary calculations of export excesses at appropriat,e times, and will 
bring the results to the attention of the member. It is difficult to know how 
well a system of this kind would work in practice, and it might appear to 
be a less effective solution than it would prove in practice. At any rate it 
may be regarded as an interim solution that would keep the compensatory 
principle of repurchase alive pending the reconsideration of the question 
promised in the concluding paragraph of the draft of the new decision. 

t 



Table 1. Compensatory Financing: Effect of Various Repurchase Systems, 
48 Countries (1951-64) and Hypothetical Country Ji!/ 

(Qualified 50 Per Cent of Quota Limit) 

48 Countries Hypothetical Country B 

- .. 

Approx~tion Smoothneis Average Draw~gs Approxima7ion Smoothness Average Draw ;ss 
rati 2 raticJ. outstandi 4 raticfo. raticJ./ outstandi · 

System /i./ .OJ5 .047 .45 .123 .148 6.2 

System 61/ .041 .060 .38 .135 .160 4.5 

System cJll .043 .071 .32 .120 .141 3.1 

System <J-1 .045 .071 .33 .142 .165 3.4 
10/ System l~ .040 .059 .37 .133 .158 4.2 

!/ Weights of .50, .25 and .25 applied to years t, t-1, and t-2, respectively, for estimating calculated norm. 100 
per cent compensation of calculated shortfall. 

2/ Proportionate decline in root mean square percentage deviation of export availabilities from trend value of e:lp)rts. 
3/ Proportionate decline in root mean square percentage deviation of export availabilities from trend value of such 

availabilities. 
4/ Average for all years of total amounts outstanding, in billions of U.S. dollars. 
~/ Average for all years of total amounts outstanding, in units. (Exports of country B vary between 100 and 238 units, 

and its quota is assumed to rise in quinquennial steps from 20 to 40 units.) 
§./ Amounts outstanding at end of three years are assumed to be repaid one half in the fourth and one half in the 

fifth year after drawing, regardless of level of exports. 
]} Repayment in five equal instalments, beginning in the year following the shortfall year: one half of repayments 

on past drawings is deducted from exports for the purpose of computing shortfalls, provided that the resulting 
shortfall exceeds 2 per cent of quota. 

8/ 50 per cent of export excesses applied to repayment in the first three years. In the fourth year either half 
th; amount outstanding at the end of the third year or half of the export excess (whichever is the greater) applied 
to repayment. In the fifth year any amount outstanding at the end of the fourth year repaid. 

2) In each year either 20 per cent of the drawings or 25 per cent of any export excesses, whichever is the greater, 
applied to repayment; 25 per cent of any repurchase is deducted from exports for the purpose of computing shortfalls, 
provided that the resulting shortfall exceeds 2 per cent of quota. 
!QI Repayment in five equal instalments, beginning in the year following the shortfall year: one quarter of 

repayments on past drawings is deducted from exports for the purpose of computing shortfalls, provided that the 
resulting shortfall exceeds 2 per cent of quota. 



Table 2. Compensatory Financing: Effect of Various Repurchase Systems in Hypothetical Country E 

System ly System 63J System #-7 System 927 System l(J!J 

Stan~ Repur- Avail- Repur- Avail- Repur- Avail- Repur- Avail- Repur- Avail-

Year E:x;ports No l Drawings chases abilities Drawings chases abilities Drawings chases abilities Drawings chases abilities l;)rawings chases abilities 

1 105 101.2 105.0 105.0 105.0 105.0 105.0 
2 109 105.7 109.0 109.0 109.0 109.0 109.0 

3 100 103.5 3.5 103.5 3.5 103.5 3.5 103.5 3.5 103.5 3.5 103.5 
4 101 102.7 l.7 102.7 2.1 0.7 102.4 l. 7 102.7 1.9 0.7 102.2 1.9 0.7 102.2 

5 115 107,7 115.0 1.1 113.9 3.6 lll.4 1.7 113.3 1.1 ll3.9 

6 120 ll4.o 120.0 1.1 ll8.9 l.6 118.4 1.4 118.6 1.1 118.9 
7 135 126.2 l. 7 133.2 1.1 133.9 135.0 1.5 133.5 1.1 133.9 
8 100 113.7 8.4 2.6 105.7 6.9 l.l 105.7 5.7 105.7 5.7 105.7 6.8 1.1 105.7 
9 135 126.2 0.9 134.1 l.8 133.2 4.4 130.6 2.1 132.9 1.8 133.2 

10 125 121.2 125.0 l.4 123.6 1.4 123.6 l.l 123.8 1.4 123.6 

ll 120 125.0 4.6 124.6 5.7 1.4 124.3 5.0 125.0 5.3 1.1 124.l 5.3 1.4 124.o 
12 l4o 131.2 4.2 135.8 2.5 137.5 4.4 135.6 2.2 137.8 2.4 137.6 
13 l6o 145.0 4.2 155.8 2.5 157·5 o.6 159.4 3.6 156.4 2.4 157.6 
14 170 160.0 170.0 1.1 168.9 170.0 o.8 169.2 l.l 168.9 
15 100 132.5 9.8 2.3 107.5 8.6 l.1 107.5 7.5 107.5 7.5 107.5 8.6 l.l 107.5 

16 130 132.5 2.5 2.3 130.2 3.9 2.9 131.l 2.5 132.5 2.9 l.5 131.4 3.2 2.8 130.4 
17 ll5 115.0 115.0 1.3 2.5 113.7 115.0 2.1 112.9 2.4 ll2.6 
18 125 123.7 125.0 2.8 122.2 o.6 124.4 2.1 122.9 2.4 122.6 
19 130 125.0 4.9 125.1 2.8 127-2 3.4 126.6 2.1 127.9 2.4 127.6 
·20 130 128.7 6.2 123.8 2.8 127.2 4.7 125.3 2.1 127.9 2.4 127.6 

21 144 137.0 1.2 142.7 1.0 143.0 1.2 142.T o.6 143.4 o.6 143.4 
22 16o 148.5 16o.o 0.3 159.7 160.0 16o.O 16o.o 
23 19f 172.0 192.0 192.0 192:0 192.0 192.0 
24 218 197-0 218.0 218.0 218.0 218.o 218.0 
25 218 211.5 218.0 218.0 218.0 218.0 218.0 

26 200 209.0 9.0 209.0 9.0 209.0 9.0 209.0 9.0 209.0 9.0 209.0 
27 232 220.5 232.0 1.8 230.2 5.7 226.2 2.8 229.2 1.8 230.2 
28 208 212.0 4.o 212.0 4.9 1.8 2ll.l 4.0 212.0 4.5 l.8 210.6 4.5 1.8 210.6 
29 238 229.0 238.0 2.8 235.2 4.5 233.5 2.7 235.3 2.7 235.3 

Weights of 0.50, 0.25, and 0.25 applied to years t, t-1, and t-2, respectively. 
Amounts outstanding a.t end of three years are assumed to be repaid one half in the fourth and one half in the fi~h year after drawing, regardless of level of exports. 
Repayment in five eC<ual insta:J.:Wents, beginning in the year following the shortfall year: one half of' repayments on past drawings is deducted from exports for the 

purpose of compu~i_!_l_g__S_)l.()rtfe,lls, provided that the resulting sho:;:-_tfalJ. exce_e(i!!_2 p_e;r c_ent of quota. 

41 50 per cent cf export excesses applied to repayment in the first three years. In the fourth year either half the amount outstanding at the end of the third year or 
I 

half of the export excess (whichever is the greater) applied to repayment. In the fifth year any amount outstanding at the end of the fouI·th year repaid. 

21 In each year either 20 per cent of the drawings or 25 per cent of any export excesses, whichever is the greater, applied to repayment; 25 per cent of any repurchases 
is deducted from exports for the purpose of computing shortfalls, provided that the resulting shortfall exceeds 2 per cent of quota. 

Repayment in five equal installments, beginning in the year following the shortfall year: one quarter of' repayments on past drawings is deducted from exports for 
the purpose of computing shortfalls, provided that the resulting shortfall exceeds 2 per cent of quot&. 



Year 

l. 
2 
3 
4 

5 

6 
7 
8 
9· 

10 

11 
12 
13 
14 
15 

16 
17 
18 
19 
20 

21 
22 
23 
24 
25 

26 
27 
28 
29 

Sys ti 
11 

3.5 
5.2 
5.2 

5.2 
3.5 
9.2 
8.4 
8.4 

13.0 
8.8 
4.6 
4.6 

12.l 

12°3 
12.3 
12.3 
7.4 
1.2 

Table 3. Hypothetical Country B: Amounts Outstanding 
Under Various Repurchase Systems 

3.5 
4.9 
3.8 

2.7 
1.5 
7.3 
5.5 
4.1 

8.4 
5.9 
3.4 
2.3 
9.8 

10.8 
9.6 
6.8 
4.1 
1.3 

0.3 

9.0 
7.2 

l0.3 
7.5 

3.5 
5.2 
1.6 

5.7 
1.4 

5.0 
o.6 

7.5 

10.0 
10.0 
9.4 
5.9 
1.2 

3.5 
4.7 
3.0 

1.5 

5.7 
3.6 
2.5 

6.6 
4.4 
o.8 

7.5 

8.9 
6.8 
4.7 
2.6 
o.6 

Syst
1
em 

lo2. 

3.5 
4.7 
3.6 

2.6 
1.5 
7.2 
5.5 
4.1 

8.1 
5.6 
3.2 
2.1 
9.6 

10.l 
7.7 
5.3 
3.0 
o.6 

9.0 
7.2 
9.9 
7.2 

1/ Amounts outstanding at end of three years are assumed to be repaid one half in the fourth and one 
half in the fifth year after drawing, regardless of level of exports. 

g/ Repayment in five equal instalments, beginning in the year following the shortfall year: one 
half.of repaymt:nts on past drawings is deducted from exports for the purpose of computing shortfalls, 
provided that the resulting shortfall exceeds 2 per cent of quota. 

1/ 50 per cent of export excesses applied to repayment in the first three years. In the fourth year 
either·half the amount outstanding at the end of the third year or half of the export excess (whichever 
is the·greater) applied to repayment. In the fifth year any amount outstanding at the end of the fourth 
year repaid. 
~/ In each year either 20 per cent of the drawings or 25 per cent of any export excesses, whichever is 

the greater, applied to repayment; 25 per cent of any repurchase is deducted from exports for the purpose 
of aomputing shortfalls, provided that the resulting shortfall exceeds 2 per cent of quota. 

2/ Repayment in five equal instalments, beginning in the year following the shortfall year: one 
quarter of repayments on past drawings is deducted from exports for the purpose of computing shortfalls, 
1rovided that the resulting shortfall exceeds 2 per cent of quota. 
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September 8, 1966 

To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing of Export Fluctuations 

Mr. Wass has proposed the following amendment to the draft 
decision contained in SM/66/77, Revision 1, Supplement 1: 

At the end of pare.graph 12 add: 

"and in particular of any further international 

arrangements which may be established in the 

future for compensating shortfalls in export 

earnings." 
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To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing of Export Fluctuations: Developments in 
the Fund's Facility 

The attached revision of the draft report on Compensatory 
Financing of Export Fluctuations is circulated for consideration by the 
Executive Directors at a meeting tentatively scheduled for Monday, 
August 15, 1966. 

Att: (1) 

Other Distribution: 
Dei;artr:J.ent Heads 
Division Chiefs 
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INTERNATIONAL MONETARY FUND 

Compensatory Financing of Export Fluctuations: 
Developments in the Fund's Facility 

Prepared by the Research and Statistics Department 
in consultation with the Legal Department, Exchange and 

Trade Relations Department, and the Area Departments 

August 5, 1966 

The attached paper represents a revised version of the draft Report 
attached to SM/66/77, The sections dealing with repurchase have been 
revised on the assumption that Repurchase System (6) of SM/66/97 is 
adopted. 

In order to facilitate comparison with the first draft of the Report, 
changes have· been typed on the original stencils, except for page 25 and 
page 27. These pages, where the changes were fairly extensive, have been 
retyped, the new material being indicated by underlining, and the omitted 
material enclosed in square brackets. 



Compensatory Financing of Export Fluctuations: 
Developments in the Fund's Facility 

Introduction: the 1963 Decision 

In February 1963, in response to an invitation extended by the United 
Nations Commission on International Commodity Trade at its tenth session 
in May, 1962, the Fund issued a report entitled 11Compensatory Financing of 
Export Fluctuations." This report, after reviewing the problems involved 
in Fund financing of fluctuations in exports of primary exporting countries; 
set forth in its concluding chapter an Executive Board Decisionll covering 
t-wo points; · (a) quotas and (b) drawing policies. 

With respect to quotas, ·the Fund declared its willingness to give 
sympathetic consideration to requests for .the adjustment of the quotas of 
certain primary exporting countries, particularly .those with relatively, 
small quotas, to make them more adequate in the light of fluctuations in 
export proceeds and other relevant criteria. 

As regards drawing policie~, the Fund introduced a new facility, of 
which the principal features are as follows:· 

(1) It is open to all member countries, but designed in particular for 
primary producing countries. 

(2) It is designed t.o compensate for temporary shortfalls in export 
receipts, r.a.ther thai.1. in export prices or in the terms of trade, or in the 
importing power of exports. 

(3) By temporary shortfalls are meant deviations from a mediurri.:..term 
trend in export receipts. . 

(4) Compensation is paid in the form of a drawing subject to the 
normal conditions of repayments for Fund drawings, including an outside 
limit of 3 to 5 years. 

(5) Compensation has been paid to the full extent of the calculated 
shortfall, subject to the proviso that the total of compensatory drawings 
outstanding should not normally exceed 25 per cerit of quota .• 

(6) The policies of members drawing under the facility do not have to 
meet the tests that the Fund would apply in the case of a non-compensatory 
drawing in the same tranche. However, members do have to satisfy the Fund 
that.they. are encountering payments difficulties, that the shortfall is of 
a short-term character, and is largely attributable to circumstances beyond 
th~ member's control, and that the member will cooperate with the Fund in 
an ·effort to find solutions, where required~ for its payments difficulties. 

!/ Decision No. 1417Tb3f8)ofFeb.ruary-27, -1963, Selected Decisions, 
·Third Issue, p. 40. -
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Subsequent Th;lvelopments 

I. Quota Adjustments and Export Fluctuations 

The Decision on Compensatory Financing has now been in operation for 
over three years, and the time has arrived when certain o:f its aspects can 
appropriately be reviewed. 

In Paragraph 3 of that Decision, the Fund recognized that some quota 
adjustments might be required or desirable, as follows: "The quotas of many 
primary exporting countries, taken in conjunction with a reasonable use of 
their own reserves, are at present adequate for dealing with export fluc­
tuations such as have occurred during'the past decade. Ih those instances, 
however, where adJustment of the quotas of certain primary exporting 
countries, an~ 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 adjustment."· 

Since February 1963 the Fund has taken steps--apart from the general 
quota increase which came into effect on February 23, 1966--to implement 
this paragroph in several ways. 

In the first place, it has approved more than 22 quota increases under 
a special policy applied to developing countries with relatively small 
quotas; 15 other countries appear to be eligible for such quota increases 
under that policy. 

Secondly, the Fund facilitates drawings by such countries to enable 
them to purchase the amount of gold that must be paid in connection -with 
the quota increases ref'erl·ed to above. This gives them the benefit of a 
quota increase immediately, and makes it possible to spread the reserve cost 
of the increase over a number of years. 

Finally, in considering applications for individual quota increases, 
even from countries other than the above, the Fund has modified the formula 
which is taken into accmmt in calculating quotas in such a way as to 
improve the position of developing countries. Variability of trade, which 
was a component of the so-called Bretton Woods formula, has now been defined 
in terms of standard deviation around a five-year moving average. This new 
definition provides a more accurate measure of variability and is thus more 
favorable to ~1ota calculations of raw materials exporting countries. Tbe 
Fund has also f10dified the formula to give greater weight to trade and e~e!!! · 
variability ~ trade, and less weight to national income and international 
reserves. 

II. The Fund's Compensat~ry Facility 

It m~ght h8:ve been expected that the drawing facility established by 
the Fund in February 1963 to provide cnmvensatnry finHncing for export 
fluctuations would by this time have been used oft.en en0ugh to provide 

_i 
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ample illustrations of the type of problems that were liable to arise in 
applying it, and possibly also to indicate ways in which it could be 
improv~d. In fact, however, few countries have had even a pri~a tacie 
case for using it, and three countries have actually; drawn: (1) Brazil 
in June 1963 for the sum of $60 million (21 per cent' of quota); (2) the 
United Arab Republic in October 1963 for the sum of $16 million (18 per 
cent of quota); and (3),$udan in June 1965 for t~e ~um of $11.25 m~llion 
( 25 per cent of quota) }J This infrequency of use is largely attributable 
to the fact, illustrated in Table 1, that price developments over the past 
three or four years have been such as to permit the export earnings of less 
developed primary producing countries to show a generally upward trend, 
though one that tended to flatten out in 1965. Even the substantial 
declines in price of tropical foodstuffs (other than coffee), which began 
in spring 1964 and continued through the greater part of 1965 have not 
reacted sufficiently on earnings to evoke many opportunities for the use 
of the facility. 

Despite the small number of instances of use, there has been enough 
experience and e~ough reflection on the ~ariety of situations that might 
present themselves to permit of a reconsideration of several of the features 
of the 1963 Decision. Moreover, a number of suggestions have been made 
both inside the Fund--notably at the recent Annual 1Vieeting of the Board of 
Governors--and outside the Fund, as to ways in vlhich the Fund's compensatory 
financing facility might be amended or improved. 

Most of these suggestions are su:rnraed up in the three recommenaations 
made by the United Nations Conference on Trade and Development of 1964 to 
Governments members of the Fund as to changes that mieht be made in the 
facility, and in the request which it addressed directly to the Fund. The 
lJl':rGTAD resolution containing these recommendations and request is reproduced 
at Appendix. A. Passages dealing with compensatory financing excerpted from 
speeches of Governors at the 1965 Annual Meetings are reproduced at Appen­
dix B. It will be seen that most of the points made by the Governors are 
covered in the UHCTAD Resolution referred to above, except for the reference 
to automatism in the speech of Goverrior Pugliese of the .Argentine, and the 
reference to terms of trade and import prices in the speech of Governor 
Wanninaya~e of Ceylon. 

Application ~nd Development of the Facility 

I• Uature cf Shortfall 

Drawings under Paragraph 5 of the Com1)ensatory Financing Decision of 
1963 may be made only when the requesting member experiences payments 
difficulties produced by a temporary export shortfall, i.e .• , by an export 
shortfall which is 11 of a short.:.term character. 11 Such shortfalls, according 
to Paragraph 7 of the Decision, a.re to be identified on the ·basis of 
11 estimates regarding the medium-term trend of the member's exports. 11 In 
the 1963 Decision itself, no definition of the medium-term trend is given. 

1/ The quotas referred to in these percentages -a.re·--those applicable at 
the time the drawing was made. 



Table 1. Changes in Prices and Export Earnings f'or 
Primary Producers. in 1962 to 1965 

PricesY Export Earnings 
Percentage increase or 

decrease (-) from previous year 
Countries mainly Percentage increase 

Commodity 

Metals and minerals!!/ 

Agricultural products 
Food 

Coffee 
Sugar 
Cocoa 
Wheat 

Non-f'ood 
Cotton 
Wool 
Rubber 

All exports!/ 

1963 1964 1965 

20 
31 
4 

185 
20 

l 

4 
2 

18 
-7 

18 

21 

30 
-31 
-8 
4 

29 

-5 

2 

13 

-12 
-17 
-5 

-64 
-26 
-5 

-5 
-6 

-13 
-1 

-9 

dependent on 
specifi~d commoditiesY 

. Metals and minerals 

Agricultural products 

~a) Coffee 
b) Mixed tropical 

foodstuffs 
(c) Mainly temperate 

products 

( d) Fibers and rubber 

(e) Mixed 

Mixed Mineral and 
Agricultural 

All cou..r1tries 

from previous year 
1963 1964 l965"J/ 

..2.. 24 13 

12 10 4 ---
12 8 7 

11 11 3 

14 12 2 

10 2 9 

7 11 5 

8 7 2 

ll 10 4 

l/ Group price changes a.re derived from indices published by the NIESR (London). Specified cowJnodity 
price series relate to world market quotations for representative grades only, and thus exclude the influence 
of prices determined under contracts. 

2/ Defined as at least one hal.1' of export earnings as classified. Excludes countries dependent on 
petroleum. Data relate to 71 countries. 

3/ Provisional. 
'fJ./ Excluding petroleum. 

,J:-
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However, in the earlier Fund report, "Fund Policies and Procedures ~n 
Relation to the Compensatory Financing of Commodity Fluctuations, 11Y the 
trend or norm was defined for purposes of illustration as the average 
of actual exports for the five years beginning two years previous and 
ending two years subsequent to the year for which the trend value lras 
calculated. The same definition was adopted in the staff paper cited on 2; 
page 10 of the report on "Compensatory Financing of Export Fluctuations,"­
and it was on the basis of this .definition of the "ideal" trend or norm 
that certain conclusions were drawn in that report as to the best stat7s­
tical method of estimating it in the absence of complete information.} 
This is also the definition that has been adopted in all applications of 
the Compensatory Financing Decision to particular countries up to the 
present time. 

In the absence of precise quantitative knowledge as to the nature of 
the economic forces at work in determining trends and fluctuations, a moving 
average seems the best and most flexible way--better, for example, than 
fitting a trend line of any a priori sbape--of reflecting what is meant by 
trend. Moving averages of 4 years, 5 years, or 6 years, respectively, 
might, any one of them, serve as a reasonable definition of a 11mediu.111-term11 

trend. However, a 5-year period is preferable to the others in that it 
contains a middle year, the trend value of which can be defined as the 
average of the period. The trend value for any year in any time series 
must anticipate the figures for subsequent as well as reflect those of 
previous years in that series. If this is not done--e.g., if the trend 
values are determined solely as an average of past years--the trend line 
might lie persistently above) or below, the actual series to a substantial 
extent, which would be contrary to the normal meaning of the term "trend." 
Only if the moving average is centered in the manner illustrated above can 
one expect to find, over a reasonable period of time, a rough bal~qcing of 
shortfalls and sur_pluses of actual exports with respect to trend.:±! 

Once the best possible estimate has been made of the medium-term trend, 
and hence of the shortfall, if any, from that trend, in accordance with 
Paragraph 7 of the Decision, no separate judgment is required as to whether 
the shortfall in question is lttemporary" or of a "short-term" character. 

y IMF Staff Papers, November 1960, p. 9. 
y J. Marcus Fleming, Rudolf Rhomberg, and Lorette Boissonneault, 11 Export 

Norms and Their Role in Compensatory Financing," Staff Papers, Vol. X, 1963. 
3/ "Compensatory Financing of Export Fluctuations, 11 pp. 17-18. 
!±./ The balancing of surpluses and deficits is far from perfect, hO\vever; 

any 5-year period there is likely to be either an excess of surpluses 
over deficits exceeding 50 per cent of gross surpluses, or an excess of 
shortfalls over surpluses exceeding 50 per cent of gross shortfalls. This, 

·however, appears to be quite unavoidable. There is no way of defining a 
norm or trend consistently from year to year in such a way as to secure a 
perfect balance of surpluses and shoi~tfalls over any given period. 
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The definition of the· trend itself is such as to make it likely--though one 
can n7ver ~e certain-~that shortfalls with respect.to ~twill be of short 
duration.!/ Any attempt to make a separate determination as to whether 
a given shortfall would cease to exist within, say, 2 or 3 years would 
involve estimating for that period ahead not only actual exports-·-wbich, 
as is indicated in the rollowing section, may be involved in the estimation 
of the current norm--but also the export trend itself. To forecast the 
latter would involve estimating exports for sti~l further years ahead. 
This, in the present state of forecasting techniques, would appear to be 
impracticable, and a determination that a shortfall of a given magnitude 
exists should, therefore, be taken as satisfying the requirement that the 
shortfall is of a short-term character. 

II. Eotimation of Trend and Shortfall 

In paragraph 7 of the 1963 Decision it is laid down that the Fund will 
seek to establish reasonable estimates regarding the medium-term trend of 
the member's exports "on the basis of appropriate statistical data in con­
junction with qualitative information about its exports prospects." This 
phrase appears to foreshadow a two-sided approach--11statistical" and 
nqualitativeu--to the problem of estimation. However,while statistical 
estimation can be carried out without ciualitative appraisal, qualitative 
appraisal can scarcely be applied without the aid of some statistical 
information, and the true alternative approaches are those of statistical 
automatism and the exercise of judgment, respectively.· 

In the three cases in which the Decision has been applied thus far, 
the estimation of normal exports bas represented a compromise between (a) a 
figure or figures arrived at through the application of automatic formulae 
to past statistical data, and (b) an estimate based on a combination of 
these data with a forecast for actual exports two years ahead, these fore­
canto in turn being arrived at by a process of market appraisal using all 
available information. 

The combination of' tbe two methods in one form or another is justif'ied 
by the knowledge that the result of either method is to a considerable 
extent unc::ertain. Any formula admittedly gives a precise answer; but no 
formula can be devised that gives a good approximation of the medium-term 
trend, as here defined, on the basis of past statistical data. On the other 
hand, any forecasting exercise must to some extent be subjective and uncer­
tain. Given these facts it is necessary to strike a reasonable balance 
between these two methods, each less than satisfactory, which at the same 
time assures countries as much uniformity of treatment as possible from one 
case to the other. 

1/ Calculations coverin1i 118' 'countries sfiO~i.tfiat almost-50 per cent of 
all shortfalls with respect to a norm defined as above last only 1 year, 
nearly 85 per cent no more than 2 years, and 96 per cent no more than 
3 years. 
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As regards the automatic statistical approach to the estimation of the 
norm, the Fund has, in the past, used two types of formula, a "general" 
formula and a "national" formula, in both of which the norm for any given 
year is estimated as a weighted average of actual exports for the year in 
question and the two preceding years. In both cases the weights assigned 
to the various years are those which experience (of some ten years or more) 
shows I/ provide the best approximation to the 11 true11 norm as defined 
above.-

The "general" formula, used in calculations contained in the Fund's 
Report on "Compensatory Financing of Export Fluctuations," in all three 
applications of the Decision to date attaches a weight of .50 to the 
exports of the year for which the shortfall is being estimated, .25 to the 
preceding year, and .25 to the second preceding year. These weights were 
arrived at on the basis of analysis of the experience of some 48 countries 
over a period of nine testable years (thirteen years of data). While not 
absolutely the best of the formulae tested, it was chosen as a good formula 
with rounded weights close to those of the optimal formula. 

":National" formulae have differed from country to country} the formula 
for each country being ari~ived at on the basis of experience affecting that 
country alone. It is intended to discontinue the use of "national" formulae 
on the ground that they are based on too small a number of observations, 
and complicate the statistical side of the exercise. 

As regards the more subjective -e:e--1~l:-i-1;&1Ti-'Ai-'.!.. estimate primarily 
based on market analysis, it is in the nature of the case more difficult 
to describe the method used, which varies from country to country. In all 
cases the procedure is first to estimate the average exports in the two 
years following the year for which the shortfall is being determined and 
then to take an average of the five years centered on the shortfall year. 
The forecast in question is conducted largely on the basis of commodity 
analysis, taking into account the prospective price movements for·the 
commodity in question and the prospective volume movements in the country 
in question. For the great majority of primary exporting Ftmd members, 
60 per cent to 90 per cent of total exports take place in a rather srnall 
number (l to 4) of commodities, thus a large proportion of most countries' 
trade can be estimated on the basis of cowrnodity market analysis. But 
there remains a sizeable residual for which no such analysis is possible and 
it may v1ell prove desirable in :particular cases to make a more or less 
m1tomatic statistical estimate tor this part of the exports. In this event 
the partial results of market analysis for major commodities would be com­
bined with a more mechanical result for the residual to arrive at a global 
estimate. 

fl The 11 true norm" for exports, 

xt-2 + xt-l + xt + xt+l + xt+2 
5 

x, in any yea1· t, i.e., "~t is defined as 

The problem is to find weights w
0

, w
1

, 

w2, such that the estimated norm xt = w2xt_2 + w1xt-l + w
0
xt provides the 

best approximation to X:t for all values of t. This is found by regression 
analysis for years in wnich the relevant export data are available. 
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In the past, "statistical" and "qua:Litative'1 estimates have been given 
approximately equal weight in determining the final estimate of the trend 
of exports. However, the "qualitative" estimates, involving a direct 
forecast of exports two years ahead, have· been found in practice to yield 
better results than tbe formula. Experience has tended to bear out the 
judgment that a 11better estimate could be made by the exercise of judg'Ulent 
based on an analysis of the causal factors at work than by any mathematical 
formula, however skillfully contrived, which is·ba

7
sed on th?h~erp statis­

tical magnitude of current and previous e.."<ports. 11! In futwi~i1:l..i1f~ould 
seem advisable to give~somewhat greater weight than in the past to the 
11 q1ialitative" as aga_inst the" statistical" estimate. 

HI. Proposals Regarding the Mode of Determining the Shortfall 

l : A. Weight to be Given to Past Years 

In the Resolution on the Study of Measures Relative to the Compen­
satory Credit. System of the International Monetary Fund, 'set forth at 
Annex A.IV.17 of its Report, the UNCTAD made the following request: 

"The Conference 

2. Requests that the International Monetary Fund, in its deter­
mination of the shortfall in export receipts, consider giving greater 
'¥eight to the actual experience of the three preceding years." 

The issue here, ;though it appears to be purely technical, in fact 
tcuchcs on a point of principle. At present, as has been explained above, 
the Fund'a compensatory financing facility is designed to compensate for 
shortfalls from the presumed current trend level of exports rather than from 
a previous trend level. It is designed to help countries to bring their 
export availabilities--export receiJ;ts plus compensatory d1·awings less 
repayments of such drawings--closer to the presumed trend level ra'tii'er than 
to :provide them with a financial bu.f'fer against reductions as compared with 
their previous standards. While it might be entireI¥ appropriate to provide 
countries with such a· buffer, it would seem preferable to supply this 
through the ordinary drawing facilities of the Fund, use of which could be 
made conditiqnal, where necessary, on the adoption of measures to adapt the 
economy to new export conditions, or to improve the trend of exports, than 
through the compensatory financing facility, the use of which is more 
automatic. 

if Compensatory Financing of E0port Fluctuations, A Report of the Inter-
national Monetary Fund, February 1963, page 10. 

It is important, howeve;~t-;;-g-fve me~bers-;;~-;;·-~~~--;;nc;-~h~t--~~-~im~~es--~f export 
trends will remain within a certain predictable range. This can be achieved by 
providing that, in the ca~culation of the trend, the average level of exports 
predicted for the two yea:is following the shortfall year will not be assumed to 
exceed by more than ten per cent the average level experienced in the two years 

! preceding the.shortf~ll year and will not be assumed to be less than the level of 
I exports_:xp~rienc:~-~n_:he shortfall year itself. 

·-------~-------·-----·~·~~---------------------~----~~--·--



It is because the aim of compensatory financing is conceived in the 
manner described above, tbat in the assessment of the norm with reference 
to which the shortfall is calculated account is taken.of the expected 
exports of the ensuing years, that a substantial weight in the determination 
of' the norm is given to the current year's exports, and that no weight is 
given, for example, to exports three or more years anterior to the year with 
respect to which the shortfall is being calculated. The weights assigned 
to the current and preceding years in the estimation of the export norm-­
insofar as it is estimated by formula--were arrived at on the basis of 
experience as to which weights gave the closest estimate of the current trend 
and the best implied forecast of the two years subsequent to the shortfall 
year. 

A formula in which no weight was given to the shortfall year would, for. 
this reason, tend to lead to a higher estimate of the trend value, and 
hence a larger shortfall and a larger drawing, entitlement. Because of the 
long-term upward trend of exports, however, this effect would generally be 
offset to some extent by the inclusion in the weighting formula of the 
third year preceding the shortfall, or of still earlier years. From Table 2 
it can be seen that a formula for trend estimation giving equal weights to 
the three years preceding the shortfall would have led, over the period 1951 
to 1964, to somewhat larger drawing entitlements than the present formula. 
The same table, however, shows that the "performance" of the scheme (as 
measured by the degree to which compensatory drawings and repurchases bring 
export availabilities closer the true trend value, and the degree to which 
they tend to smooth out export availabilities) would not have been improved, 
but if anything, worsened by such a change in formula. It is not the 
object of the compensatory facility to.aim at the largest possible amount 
of drawings, and, as will be shown below, there are ways in which it would 
·be possible for an increase in drawings outstanding to improve the perfor­
mance of the scheme significantly, or even for the scheme tobe improved 
without anet increase in drawings outstanding. 

Some further points deserve mention. 

The element of forecasting involved in the determination of a current 
rather than a past trend value of exports, though-irksome and subject to 
uncertainty, is a good discipline for country and Fund alike, and may help 
to counteract the natural tendency to delay adaptations to changing circum­
stances. 

More important is the fact that measurement solely from a past level 
would frequently yield "shortfalls" which could not by any means be 
described as "temporary. 11 While countries with a rising trend of exports, 
even when the rise was subject to serious interruption, would seldom, if 
ever, be deemed to have shortfalls, those with a generally falling trend 
of exports would experience persistent shortfalls. Such a change in formula 
would necessitate the introduction of a separate determination as to 
whether or not the shortfall was temporary--a determination which, as already 
indicated, would involve forecasting much further ahead and hence a higher 
degree of guesswork than that involved in the determination of the trend by 
present methods. 
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The other alternative would be to drop the proviso that export short­
falls--or rather declines--should be temporary. But this would scarcely be 
compatible with the legal requirement of temporariness in the use of Fund 
resources. 

For these reasons it seems on balance undesirable to alter the present 
concept of the export norm. 

Table 2. Fund Compensatory Financing Facility: l/ 
Comparison of Weighting Systems over Years 1951 to 196~ 

Average 
Limit Coefficients Drawing Drawings Approxi- Smooth-
Per Cent Applied to Years Entitle- Out- / matiou; -ness 

RatioL/ of Quota . t t-1 t-2 t-3 ment 2/ standingl Ratio.-

.25 0 1/3 1/3 1/3 1.04 .31 .022 

.25 .50 .25 .25 .97 .29 .023 

.50 0 1/3 1/3 1/3 1.82 .54 .033 

.50 .50 .25 .25 1.61 .48 .034 

1/ Scheme applied to a sample of 48 countries. Drawings are assumed to be 
repaid one half in the fourth and one half in the fifth year after drawing, 
regardless of the level of exports in those years. The quotas in per cent of 
which the llinits are expressed are not present quotas but those obtaining at 
the relevant dates during the period 1951 to 19G4. 

.028 

.029 

.046 

.046 

2/ Cumulative tOtal entitlements over the period in billions of U.S. dollars. 
3/ Average for all years of total arn0unts outstandinr, in billions of U.S. 

dollars. 
4/ Proportionate decline in root mean square percentage deviation of export 

avaiiabilities from trend value of exportz. 
5/ Proportionate decline in root mean square percentage deviation of export 

availabiJ.i ties f'1·om trend value of such avaiJ.ahili ties. 
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B. Degree of Reliance on Automatic Formulae 

Governor Pugliese, of Argentina, spealting at the 1965 Annual 
Meeting o:f' the Fund on behalf of 19 Latin .American countries and the 
Philippines, mentioned as one of the fundamental aspects of the Fund's 
compensatory financing decision which it would be advisable to consider, 

11 3. In conclusion, we would emphasize the-non-automatic nature 
of the drawings permitted. In the decisions on individual 
cases submitted to the consideration of the Executive Board 
there bas been some flexibility, although in all of them 
there has been no lack of a subjective assessment in the 
determination both of the arnount to be compensated and of 
the circumstances in which the loss of income occurs." 

This question, so far as it concerns the determination of the shortfall, 
has already been considered at some length above. 

It has been the experience of the Fund, based not only on its own 
export forecasts but on those of outside bodies, that a closer estlinate of 
the medium-term trend can be arrived at by the use of short-term forecasts 
based on commodity analysis than by reliance on the best statistical for­
mula. Whilu greater reliance on formulae might give countries a slightly 
higher degree of certainty as to the arnount of compensation they could 
rely on, the proposed balance between the two methods of estimation would 
seem to give as much weight as is prudent to the "automatic" element in the 
estimation process. 

C. Account to be Taken of Terms of Trade 

At the 1965 fnnual Meeting of the Fund, Governor Wanninayake of 
Ceylon made a suggestion in the following terms: 

"I was encouraged by the reference by Mr. Schweitzer to the 
work that the Fund is now undertaking to improve the compensatory 
financing facility. Several speakers have urged that compensatory 
assistance should be provided for a decline in the terms of trade 
rather than for a fall in export earnings alone. My own country's 
experience in recent years vividly illustrates the importance of 
this reform. We suffered a decline in the terms of trade by 13 
per cent in two years alone, but since this was almost entirely 
due to an increase in import prices we were unable to avail our­
selves of the compensatory financing facility. I do sincerely 
hope that this particular improvement in the scheme will be made 
effective at an early date. 11 

The terms of trade refer to the ratio between a country's export prices and 
its import prices. Fluctuations in export prices are, of course, refle¢teQ, 
along with flucti1ations in export quantities, in the flucutations in export 
proceeds. It might be argued that prlce fJ1wt1 iattnns are more p:i:·o:perly 
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compensable than quantity flucti.i.e,,tions in that they are less easily affected 
by the policies of the exporting countries~ On the other h~pd, some of the 
commonest and most genuinely sho.rt-run fluctuations in export proceeds are 
those arising from crop failures. More harm than good would probably be 
done by attempting to.distinguish the specific roles of price and quantity 
in the fluctuations in export proceeds. 

The case is different where price fluctuations.are concerned. There 
is undoubtedly a good economic case for compensating not the money value but 
the real value, or importing power, of exports. An estimate of the latter 
could be arrived at by deflating exports (for.the purpose of arriving at 
the trend value of exports) by an import price index based on the shortfall 
year. 

There are, however, a nlllnber of practical and other objections to this 
procedure. Most primary producing countries have no import price index. 
Of those import price indices that exist many are unrepresentative or 
unreliable. Moreover, such indices usually become available several months 
later than the data on export proceeds, so that the lag in the granting of 
a compensatory drawing behind the occurrence of the export shortfall would 
necessarily be increased. It might be thought that, where the import price 
indices of developing countries are unavailable, unreliable, or late in 
appearing, estimates could be formed on the bas :i.s of the export and import 
price indices of industrial countries. Such data, however, would provide 
extremely uncertain and disputable estimates for the imports of any 
individual developing country. It has to be borne in mind that the 
developing countries that experience the largest fluctuations in import 
prices do so because they are substantial importers of primary products, 
often from other developing countries. Apart from such cases, the import 
price indices of primary producing countries do not, as a rule, show very 
large movements within a short period of years. For all these reasons, it 
seems better, at this time, to continue to adhere to the principle of 
compensating for shortfalls in export proceeds rather than in the importing 
power of exports. 

IV. Period for Which Shortfall is Calculated 

Thus far it has been the practice of the Fund to require that any 
request for the use of the comJ.Jensatory facility shall relate to an export 
shortfall over the latest twelve-month period for which, at the time of 
the request, a re.liable estimate of actual exports can be made. There 
must, in any event, be .some maximum lapse of time within which any claim 
for compensation with respect to the exports of a given period should ce 
n:ade, and if the compensatory facility is to fulfil its puri;:ose of 
enabling countries to stabilize their external expenditures as much as 
possible in the face of fluctuations in receipts, it seems desirable that 
the time lag between ·shortfall and compensatory financing should be as 
short as possible. (As indicated below, countries need not be deterred 
from applying for a compensatory drawing as soon as a shortfall appears by 
the fact that they will thereby preclude themselves from claiming a ljrger 
compensation a little later if the shortfall has by then increased.)! 

1/ See page 14 below. 
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The present practice enables a claim fo1· a compensatory drawing to be 
made at any time during the year with respect to the twelve-month period 
immediately preceding. The question arises whether this right should be 
restricted in any way. There would seem to pe no advantage in a system 
under which such claims could be made only with respect, say, to calendar 
years. A more plausible case could be made for ruling that, where exports 
are marked by seasonality, claims for compensatory drawings should be made 
only with res:pect to twelve-month periods which include all those months 
over which the principal export crop is liable to be marketed abroad. 
Otherwise, it might be argued, countries which marketed their crops early 
one year and late the following season might show a shortfall over a twelve­
month period that spanned two seasons, whereas no shortfall would appear 
from a comparison of crop years. Bearing in mind, however, that most 
countries have a number of export crops with different seasonalities, it 
is doubtful whether the variability of seasonality is sufficient to justify 
the introduction of a restriction which would both reduce the value of the 
facility to the country and complicate its administration. It would be 
no easy task to determine for each country with respect to which t~elve­
month periods applications for compensatory financing would not be.enter­
tained. It should also be borne in mind that ariy shortfall that appeared 
to be artificially induced by deliberate delay in the marketing of a crop 
would be unlikely to be regarded as "largely attributable to circumstances 
beyond the control of the member" and in this event would not qualify for 
a compensatory drawing. 

The arrangement outlined in the first paragraph of this section can be 
criticized from another angle, namely that even a time lag of a few months 
between the shortfall and the compensatory drawing is undesirable, and that 
it would be better if the drawing could coincide with the shortfall. This 
means that the drawing would have to take place at a time when the precise 
amount of the shortfall was unknown. In order to meet this point and to 
encourage the use of the stand-by and ordinary drawing facilities for the 
compensation of export shortfalls, it is intended, subject to.what is said 
below, to allow members, within a six months period of any drawing, to 
reclassify all or part of' it as a compensa.tory drawing under Paragraph 5 
of the Decision. The drawing, when first made, would have to satisfy the 
ordinary conditions for drawing in the tranche in question, or, if made 
mider standby, the requirements appropriate to drawing under the standby. 
The reclassification of the drawing would have to satisfy the conditions 
for a compensatory drawing under Paragraph 5 of the Decision with respect 
to an export shortfall for the latest twelve months for which data were 
available prior to the reclassification. The amount reclassified could not 
exceed the amount of that shortfall. Such.reclassification would confer on 
the drawings the privilege of additionality as defined in (ii) of Paragraph 
6 of the 1963 Decision (with any enhancement of that privilege that may 
result from the separation of the compensatory facility from other drawing 
facilities, discussed below). It would not, however, reconstitute rights 
to draw under standby.:.:!: 

,- Repu~chas~ undertakings ma-~e in connection with the original drawin~ would I 
I be replaced by the undertakings appropriate to a compensatory drawing. In. principle, ; 

policy·undertakings made in connection with the original drawing would, however, 
emain unaffected by the reclassification. 
-·-------------·-------··----------·---·-·-~~------·---···----·---·-·-•u,. . .,_., ____ .,. ___ _ 
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It is estimated that if both the compensatory facility and the privi­
lege of .reclassification had existed over the period 1959-64, and the 
latter bad been exercised to the full--which might not in all cases have 
been to the country's advantage--some 20 to 25 per cent of all non­
compensatory drawings could have been so reclassified. 

V. Problem.of Double Compensation 

. It would neither be equitable, nor in accordance with the intention of 
the Decision on Compensatory Financing, that any member should be compen­
sated twice for the same shortfall, or more precisely, that the sum of any 
drawings made with respect to any given shortfall should exceed the amount 
of the shortfall. 

Under the Decision a member can draw from the Fund with respect to a 
payments deficit arising out of an export shortfall either in the form of 
a drawing under ordinary tranche policies (referred to in Paragraph 4 of the 
J;ecicion) or in the form of a drawing under the special policies outlined 
in Paragraph 5 of the Decision. Moreover, it is intended, as indicated in 
the preceding section, that a drawing originally made under ordinary 
trancbe poltcies could in certain circumstances be reclassified. The pro­
blem of double compensation may arise either with respect to two drawings 
i.mder Paragraph 5, or with respect to a pair of drawings, one under Para­
graph 5 and another under Paragraph 4. 

In the case of two drawings under Paragraph 5, it is proposed that, if 
the period with respect to which a second such drawing is requested to be 
made (or reclassified) overlaps with that for which a first such drawing 
has been made (or reclassified), the first drawing would be prorated over 
the twelve months with respect to which it was given, and such part of it 
as corresponded to the overlap between the two periods would be subtracted 
from the drawing entitlement with respect to the second period. 

As regards the problem of avoiding double counting as between a 
Paragraph 5 drawing and an ordinary drawing which can be considered as at 
least partly undertaken for compensatory purposesJ there is no real diffi­
culty if the ordinary drawing follows the Paragraph 5 drawing and is not 
made under a standby accorded before the latter drawing. In that case, 
the Paragraph 5 drawing will simply be "taken into account" as one of the 
many factors affecting the balance of payments situation of the drawing 
country on the occasion of any subsequent drawing or standby. 

The real difficulty arises if a Paragraph 5 drawing or reclassifica­
tion is -~que:_~~_".!__§'-_!_~~Ed\8'ft-e-zi.&i-aapj"-Ei-!'aw~a15-eP-sta:FH3:1';;c-a}::i::a:ag0m@:at... We 
then bave to ask whether the payments situation wj_th respect to which the 
drawing or standby was given included any part of the export shortfall 
with respect to which the Paragraph 5 drawing or reclassification is now 
requested. Such a question would be hard to answer since an ordinary 
drawing or standby is not usually given to meet the payments deficit of any 

1 :precisely defined period, still less to meet fluctuations in any specific 

i i teJ-;n.~::di,:~~::;;~:--;,~~~~rdina~-;-d~awing-=::~~h~~-tha~-·tha-d~~wi~;J 
that is to be reclassified. · 
·------·-------------------·---------------~------·-------------·--·-----·····-----------------··---- ....... 
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One approach would be for some specific statement to be made by the 
Fund at the time of the ordinary drawing or standby arrangement as to the 
proportion thereof, if any, that should be regarded ;:i.s granted with respect 
to an export. shortfall, anc1 as to th.,; period of the short!'all. In the case 
of standbys, however, account is more often taken of the possibility of 
future shor.tfalls than of the accomplished fact of past shortfalls; and 
it is impossible to be precise as regards either the amount or the timing 
of future shortfalls. Some conventional. rules will,, therefore, have to be 
adoptea·as to the period and magnitude of the e.xp"ort shortfall deemed to 
be compensa:l:ed by ordinary drawings or drawings under standby made prior 
to the request for a drawing or reclassification under the compensatory 
facility. 

VI.· Responsibility for Shortfall and Policy Conditions 

According to Pa.ragraph 5(a.) of the Compensatory Fina.ncinb Decision of 
1963, one of tbe conditions of a ccimpenaatory drawing is that this export 
shortfall should be 11 largely attributable to circumstances beyond the 
control of the member. 11 Where this condition is clearly not satisfied, it 
would be inappropriate for a drawing to be made under the compensatory 
facility. However, there may be ambiguous cases where difficulties of 
interpretation arise. A shortfall can sometimes be attributed with equal 
propriety to any one of a number of causes, some of which may be under the 
member's control and others not. For example, suppose a combination of 
the following: 

(a) a rise in foreign demand for the country's exports; 

(b) a short crop due to weather; 

(c) a rise in home consumption of the export product due to 
inflation, su·bsidization, or some other factor for which the 
government is responsible. 

Given the rise in prices resulting from (a) , the shortf'all. in export 
value may be no greater than could be entirely accounted for by either 
(b) or (c). Again, suppose that a shortfall takes place in the exports of 
a given product due to "act of God" but that an increase in the export of 
oth;,;.r prod1.i.cts, which would otherwise have offset the shortfall, fails to 
occur because of the policies of the member. Again, there may be cases 
where the sbo:r:tfall would not have occurred without certain policies of the 
member but these policies were reasonable in the light of all the circum­
stances, or cases where the short.fall could have been prevented l)y certain 
policies but abstention from these policies on the part of the member was 
reasonable in the light of aJl the circumstances. 

In such ambiguous cases an interprt;;:tabion favorable to the member 
requesting the com:pern:::atory drawing should ger;e1·ally be adoyted, and when­
ever the shortfall can be la:rgely attributed to 11 cil·c11mstances beyond the 
control of the member11 it should be so attributed. 



In the application of the Decision to individual cases, the Fund, in 
accordance with the intention of the Decision, has not attempted to reach 
agreement with the member on what the nature of these solutions would have 
to be. This has been left to subsequent discussions, and bas not stood in 
the way of prompt action on a re·quest for compensatory d;;awings. Never­
theless, in one case in which a compensatory drawing was requested, the 
country concerned made, at the time· of the request, a statement of the 
policies it intended to follow. In the two other cases of compensato1-y 
drawings, the Fund subsequently reached agreements on appropriate policies 
with the cou~tries in question. 

VII. Se-i;iaxation of the Com;pensatc:iry Facility from other Drawing Facilities 

One of the measures which the UNCTAD proposed for consideration by 
Fund member governments runs as follows: 

"(2) To place compensatory credits entirelyoutside the 
structur~ of the gold and successive credit tranches, so that the 
drawing of compensatory credits would not directly or indirectly 
prejudice a member's ability to make an ordinary drawing." 

Presumably the measure recommended is to be interpreted in the sense 
that tbe am01J_11t drawn under the compensatory financing facility would be 
j_e;nored by the Fund in computing the amount of drawing facilities still 
availc~blc to members under the principles applicable to the gold tranche, 
the first credit tranche, etc., as well as in computing the practical 
maximum drawing facilities open to members. In other words, the Fund would 
treat a dr.u.ving request by a member as if its holdings of member currency 
were less than j_ts actual hoJ.dings by the amount of any drawings outstan­
ding under the compensatory financing facility. At present the Fund is 
prepared to waive the 200 per cent limit to the extent that compensatory 
dravings are outstanding. If the UNCTAD recommendation were accepted, the 
lim:Lts for gold tranche and first crcdi t tranche policies would be extended 
beyond 100 lJ~r cent and beyond 125 :per cent of holdings, respectively, to 
the extent tha;t; com:pen:::.a.tory drawings were outstanding. Most compensatory 
drawings ar.c likely to occui· after a country has used its gold tranche 
and probably also its first credit tranche. To tgnore the compensatory 
d1·a1·1ings not only from the standpoint of the total drawing facilities of i 
a member but also from tlle standpoint of tranche polj_cies to be applied \ 
to the member would have tl1e advantage. of rendering the facility clearly _J 
additional in all respects .~·011"-thif.6Uier·-11and, at-any given level of ------
holdings it would somewhat reduce the Fund 1 s ability to secure satisfac-
tory corrective programs in the case of ordinary drawings. It would not 

l/ At present, a member that draws on its compensatory facility after 
having drawn its gold tranche and first credit tranche may in effect draw 
up to 75 per cent of quota on relatively easy policy conditions, while a 
member drawing on its compensatory tranche at an earlier stage could draw 
only up to 50 per cent on such conditions. 
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affect the level of charges corresponding to any given level of Fund 
holdings, nor would it affect the applicability to compensatory drawings 
of the repurchase provisions of Article v, Section 7(b). The Fund is 
prepared to eeparate the compensatory facility from other drawing facilities 
in the sense described above. 

VIII~ The Limit on Compensatory Drawings 

One measure recommended by UNCTAD to Goverrunents members of the Fund 
for study is: 

"(l) To increase as soon as possible the amount allocated by 
the Fund to compensatory financing over and above its current 
transactions, from 25 per cent to 50 per cent of a member country's 
quota." 

It should be noted that the Umit of 25 per cent of quota on out­
standing compensatory drawings under Paragraph 5 of the Decision is not 
an absolute one, but applies only "normally." However, it would clearly 
be undesirable for compensatory drawings to be accorded frequently or as 
a general rule in excess of the "normal" maximum. This would raise issues 
of discrimination, both with respect to the compensatory drawing facility 
and total drawing facj_lities accorded to different ·countries. It would 
al.so defeat one purpose of the compensatory facility, na~ely that a country 
can, to a large extent, rely on obtaining compensatory financing in the 
circumstances for which it is designed, and should, therefore, not have to 
rely on "rallonges" of this facility. 

It is also important to bear in mind that the limit on drawings under 
the facility is not the limit on the amount a c1;untry may draw as a result 
of a payments difficulty µrising out of an export shortfall. It is always 
open to the country to request an additional drawing under the ordinary 
drawing po lie ies ap11licable to its tran:che position with the Fund. 
Admittedly, this would reduce the amount of drawing facilities available 
for other purposes. 

If one dis"l:'egards the foregoing considerations, there can b~ little 
doubt but th8.t over any exter,ded period of years an expansion of the 25 
per cC!nt limit on outstanding compense:tciry drawings would add signifi-
cm tly to the vo.lue of t.he assiota.nce provided. Calculations as to how 
the Fund 1 ·0 compensato~y f9cility might have w~rked if i~ had been aJ?piied, 
on a pure formula basis,.Y to the export earnings of primary producing 

1/ It-Ts·;-or- c6\1i:~;e, impossible to establisf1- iii retrospect-·precisely 
what compensa.tion would have been payable over the period 1951 to 1964 
under the present scheme and with a higher limit respectively, inasmuch 
as estimates of trend and shortfall would have been affected by quali­
tative. appraisal as well as by formula. 
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countries over the period from 1951 to 1964, and if it baa been used to 
the full, indicate that an extension of the limit on outstanding dr9wings 
from 25 to 50 per cent of quota would have increased the effectiveness 
of assistance provided under the facility in a· proportion roughly commen­
surate with the increased "cost" involved. The extent to which export 
availabilities are brought closer to the trend value of exports would have 
been increased by almost 50 per cent, the ex.tent to which availabilities 
are smoothed out would have risen by some 60 per cent, .while the. average 
drawings outstanding would have risen·by some 65 per cent. The dataare 
set forth at Table 3. 

In the rather favorable circumstances which have prevailed su1ce the 
compensatory financing decision, only three compensatory drawings have 
taken place. It is noteworthy, howevei·, that in one of them (the case of 
Sudan), the arnount of' compensation which would prima facie ho.ve been paid 
undur the facility was restricted by the existence of the 25 per cent 
maximum. In the other two cases the amount of compensation paid was not 
so restricted but in each case a single compensatory drawing absorbed, 
respectively, 86 per cent and 71 per cent of a quota tranche. 

Table 3. Compensatory Financbg: Fund Scheme with/Varied 
·Limits Applied to Data for Years 1951-6L~!, 

Approxi- Smooth- Average 
ness Drawings 

Limit 
ma ti~ 
Rati Rat.io-:J Out stand ingy 

.25 of Quota .023 .029 .29 

.50 of Quota 
(a) Unqualified .031~ .046 .48 
(b) Qualif led as to rate of 

use.2. .035 .047 .45 

None .100 .121 1.36 

1/ Scheme applied to a samp],e of !18 countri.~s. Coefficient's of • 5, 
.25 and .25 applied to years t, t-1, and t-2, respectively, tq compute 
shortfalls. Drawings are assumed to be repaid one half in the fourth and 
one half in the f'ifth year after drawing, regardless of the level of 
expor,0s in those years. The quotas in per cent of which the 1,_imi ts are 
expres:.:ed are not present quotas but those obtaining at the ra1evant 
dates during the period 1951 to 196/i.. 

2/ P~oportionate decline in root mean square percentage de iation of 
export availabilities from trend value of ex:ports. 

3/ Proportionate decline in root mean square percentage de iation of 
export availabilities from trend value of such availabilittes. 

i::J Average for all years of total amounts outstanding, in ~illions of 
U.S. dollars. 

5/ Drawings outstanding may not increase in any year by mozje than 25 
per cent of quota. ' 

/ . 
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From a com:pens~tory financing standpoint there 'is much to be said for 
extending the l~nit of the facility from 25 to 50 per cent. Since, however, 
it would involve an addition to the amount of liquidity which the Fund 
provides on liberal conditions, it might tend to reduce countries' willing- · 

increase ofllness to have recourse to facilities of a more strictly conditional character. 
automati- 1 Thi~weeke~~~~=~-€@ft~~~o@!l.~4~, which will be somewhat intensified by the 

I cit;:: _J sc.:paration of the compensato~J facility from other drawing facilities which 
has been recommended in the preceding section, is/~ai'@=~~-most impor­
tantir..@~@ad%11a,~4@'@1! of the proposal under consideration. 

~eature , 
Account should also be taken of the possible effect on the Fund's own 

liCJ.Uidity, i.e., its effect on the probable level of drawings relative to 
resources provided by quotas in the Fund. As-sbown-±n-'fab:te-37-±f-the----
emp@Qs3tQJ;y-fac~lity-Q~Q-Q~~st~Q-Q¥Q~-t~~-pe~~QQ-l9~l-6UT-a~d-if-all-

1~8 ounti·ieo covered by the table had made full use of that facilit an 
exten 'on of the limit from 25 per cent to 50 per cent of present uotas 
would ha increased the average amount of compensatory arawin~ out­
standing fr $290 million to $480 million. From the standyd'int of Fund 
liquidity, how rer, what matters is not so much the aver~ amount of com­
pensatory drawin outstandin1; as the amount liable ~e outstanding at 
peak periods. It is stimated that, on the assum~ns set forth above, 
the extension of the 1 't from 25 per cent to ~per cent would have raised 
the maximum amount of com .satory drawings 9>1"~standing within the period 
from $400 million to $740 mi 4on or, say ,,;.From 18 per cent to 33 per cent 
of the quotas of the countries~ cernecV'fn the year--1955--in which these 
maxima occurred. On the assumptio t potential peak yea:r compensatory 
drawings outstanding at any given r ntage lbnit have expanded since 
1955 in proportion to quotas i~y be ew imated on the basis of the new 
guotas becoming effective i~.-1.§66, that out anding drawings for a peak 
year J_ike 1955 would now pmount to somewhat mo than $1,100 and $2,000 
million for the 25 per &nt and 50 per cent limit respectively. Since, 
however, countries p· h adequate reserves will often ot use opportunities 
for r;ompensato:ry awings that are open to.'them, -or wi not exercise their 
full entitlem to such drawings, and since any use made the compen-
satory fac·· ty is likely to reduce to some extent requests ordinary 
drawings the true magnitude of the additional use of Fund reso es at 
peak riods invol1red in the extension of the limit would be unlike to 
ex eu, say, $400 million to $500 million. Moreover, past experience . 
~~i;--'l:iiT&ir-wG-:J:.J:e,.~~~~~~~ 
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wettld--ee--1:-::Hre-ly--te-~...:.i:fr ycaP&~~-Gii-t.s-ta.la4~~ 
H:-kt-t-:Pre-J:y-....:a-igfr,--~~w.-BG:t--:ee.-J,.ike-lif-tG--eG-:i:BG-:i:G@.~:i,sQ-J..:-r~i-tl+-~ 
~ yeap.e.. :f.e-l"-~W.l"-;f--4pa;w.~Q:S--Gii-1;.s..~~..!t--

Bulancing the divergent considerations discussed in this section, 
it is intendc>d that: 

(i) the limit on the use of the compensatory facility under 
Pa.1~agraph 5 of the Compensatory Financing Decision of 1963 
should be raised from 25 per cent to 50 per cent of quota; 
but that 

50 per cent 
(ii) the ~';:J:/limit should apply in all circ.YJ!)stances and not merely 

as with the presenii limit, "normally" ;I!:! );j 

( iH) in an:v twelve month period the net e.hi;iansion in drawings out­
standing under Paragraph 5 of tbe Decision should not exceed 
25 per cent of ~1ota; and 

(iv) any drawings the effect of' which would be to raise urawinss 
outstanding 11nd~r Paragraph 5 of the Decision beyond 25 per ! 

I cent o:f quot3. will be grant(;:(l only if th~ men.ber country, 1 

in addition to fulfilling the requix·ements of the Decision, J' 
is ·found to bave been[following policies reasonably conducive 
to the develo~ment of its exports.] -L;..~~~~~~~~~~~~~~-

Outstanding Drawings in Relation to Fund Quotas, 19)1-64 

1951 
1952 
1953 
1954 
1955" 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 

( in per cent of total Fund quota.~) 

Actual Fund 

All 
countries 

12.l 

Less 
developed 
countries 

3~./ 
3 . 

. /S-7 
.3 / .... i~.o 

6':-Q. ,,,..... 3 • 3 
~~:0 3.8 

fa '~ ~:~ 
/

/ 11.0 ~-8 

,,I/ 

0.1 
2.6 
5.0 
4.5 
4.o 
3.9 
3.2 
4.6 
2.3 
1.3 / 6.9 5.~ 

18.o 8. 7 -, 1.4 . 
11.6 9.0 '""'· 1.6 
11.6 9.6 ~,9 
16.1 8.9 o. 7'·,, 

' Mixed Repurchase Scheme with qua.lif'ied 50 per ""--., limit. ____ .. ..::. .. , 

]j 'k'/ The relevant words of the Decision are: 11 The amount of drawings 
outstanding under this decision will not normally exceed 25 per cent of 
the member's quota." 
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~he limitation suggested under (iii) above ·will impose a delaying 
effect in utilizing the compensatory facility to the full extent proposed 
under (i). As will be seen from Table 3, this arrangement would probably 
yield sligh~ly better results with recp~ct.both to approximation to export 
trend and to smoothness of export availabilities than would an unqualified 
limit of 50 per cent of quota, and would be slightly less expensive to the 
Fund in terms of drawings outstanding. 

In connection with the delaying effect of proposal (iii), it should 
be borne in mind that Consultations under Article XIV or Article VIII 
would provide a.n oppor·tunity for testing the .. extent to which a. member had 
implemented its undertakings under earlier compensatory drawings to 
11 cooperate with the Fund in an effort to find, where required, appropriate 
solutions for its balance· of·payments difficulties," and also the extent 
to which it was complying with the conditions set forth at (iv) above. 

If the resources needed by a member to deal with a particular short­
fall exceeded the amount permitted under condition (iii) above and the 
member desired additional assistance from the Fund, it would enter into 
discussions with the Fund for a drawing on the teµl)s normally applicable 
to the tranche in which the country found itself.1/ This would be a 
drawing under Paragraph 4 of the 1963 Decision, and, as such, would not 
be limited in magnitude to any a priori percentage of the member 1 s quot~. 

IX. Repurchase of Compensatory Drawings 

The thtrd measure recommended by UNCTAD for study by Fund member 
goverrunr:;nts is: 

11 (3) To explore ways to secure possible refinancing of 
compensatory financing obligations of the developing countries 
in the event of a persistent shortfali in export receipts beyond 
the control of the country affected. 11 

While there is no specific provision in the Compensatory Financing 
Decision of 1963 for refinancing of' compensatory drawings, refinancing on 
a short- to medium-term basis would, in effect, be possible under present 
procedures in the circumstanc~s that appear to be envisaged in the recom­
men<h'..tion, viz., in the case where ·at the time when the repurchase falls 
clue the:re is a shortfall in export :receipts beyond the control of the 
affected country. The repurchase would, of course, restore the compen­
satory financing facility pro tanto, and if at that time an export short­
fall of the type described persisted, the member would be in a position 
to apply for a new drawing under this facility. It would not, however, 
be able to increase its outstanding compensatory drawings as much as if 
there had been no repurchase obligation. Moreover, a country that had 

1/ In eccordance with the proposal at p. io above, the terms in 
question would, of course, be determined by the .Fund's holdings of the 
member's currency, exclusive of those arising from drawings outstandtng 
under Paragraph 5 of the Compensatory Financing Decision. 
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made a compensatory drawing might suffer hardship by having to repurchase 
in a year in which, even though it had no shortfall, neither had it any 
excess of exports over the norm out of which it colLld afford to make 
repayment. 

This raises the much more fundamenta.l issue as to whether repayments 
for compensatory are.wings should take place according to the normal 3 to 
5 years r~l0, or whether they should take place 7 entirely or to a con­
siderable extent, in years in which exports exc.eed the estimated trend 
value. As can be seen from Table 4 below, schemes in which (a) repurchases 
were made exclusively out of export excesses, and (b) the full amount of 
such excesses was directed to repurchases would probably, over the years 
1951 to 1964, have enhanced the degree of approximation to the export trend 
by over 20 pe:i:· cent, and the smoothing effect of the facility on export 
availabilities by over 50 per cent as compared to schemes involving 
repurchase under the 3 to 5 year rule. This holds true whether the limit 
on outstanding drawings is 25 per cent or 50 per cent of quota. For 
scher:ies without limits the superiority of compensatory repurchase would 
have been still greater. 

Contrary to what might perhaps at first sight be assumed, the change 
in the timing of repurctases would also 7 save in the "no limit" case, have 
reduced the average length of' t:ime for which compensatory drawings remained 
outstanding and hence have reduced the average amount of compensatory 
drawings outstanding at any one time. It seems probable, therefore, that 
a system whereby compensatory drawings are repaid out of export excesses 
rather ·than under the 3 to 5 year rule would do much to improve the 
performe.nce of the facili.ty without any additional 11 cost"--indeed with a 
reduction in cost--in terms of drawings outstanding. 

In order to apply this method of repayment for compe:1s::itory drawings, 
calculations would have to be made at twelve-monthly int:;..rvals to see 
whether or not export excesses had occurred. These calculations might be 
made with respect to calendar years or Fund financial years, beginning with . 
the first complete year following the drawine;. Alternatively, e.nd pre­
ferably, they might be made for each twelve-months period, beginning with 
the twelve months immedici.tely followJ.ng that with respect to which the 
drawing had been e;ranted. Since it would be a matter not of a drawing 
facility, but of a repayment obligation, it would be inappropriate to 
rely to a.ny extent on qualitative estimation of a necessarily subjective 
kind in calculating the export excess. This ~ -±te:: ~ on the basis 
of th~ statistical formula adopted as an element in the calculation of 
shortfalls. 

! -~tl~~iation should be made I 
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• ..____ [~ follmdng pas~ the end of the section on "eempeaoatffi?y . 
Fa.c:iJ:1ty.--Q,!ld Fund Liquidity," diverges substantially from the corr~Gn:oii:lg 
passage froni'·t-he_Joot of p. 22 to p. 26 inclusive in SM/65/lQJ...,.. ..... Afid 

~-~... ,,,~ . 
proposes a t~jpe of 1ni*g repay1mmt system for compensei±.Gr1 drawings 
different from that propor:fotl-.i_:p. SM/65/101. The~ges were made to 
meet the point made by a number6f--Ex_~tive-Turectors that repurchases 
out of export excesses, though ay..o.ier:rfig ·tha. .. S!,ifficulties that would arise 
from repurchase requiremel):t;..s-accurring at a t:lln-e-·of poor or mediocre 
exports, might ha~§_..-G:ifiiculties of their ovm in ·th~Nhe-.~'.:lount of the 
repurchase gb.1-i-gfition would not be. known in advance. The sy'~ow pro­
posed attempts to avoid or mitigate both sets of difficulties, in a·-me.nper 
2at·-"umiuly= expell.S iw~ to the Fuo.c.L] ·-·--~ 

Two difficulties arise with respect to this fully ~ompensatory pystem 
of repurchases out of export excesses. The first concerns the predic­
tability of repurchase obligations. Countries might occasionally find 
it difficult to repurchase compensatory drawings to the full extent of any 
excess of actual over trend value of ex.ports, partly because an expansion 
in ex.ports would probably entail some increase in j_mport requirer:::ents, and 
partly because the obligation to repay would not be known with certainty 
until after the event. This difficulty should not be exaggerated. Owing 
to the manner in which export excesses are calculated, only one half of any 
increase in exports over the average level in the two years preceding the 
excess year could give rise to a repurchase, and if serious problems on 
repurchase should nevertheless arise owing to circumstances affecting other 
items in the balance of payments, it would always be possible for· the Fund, 
under appropriate conditions, to agree to an ordinary drawing at the time 
of the compensatory re:r:;urchase. Nevertheless, it is possible that countries 
might prefer to bnve their repurchase obligations expressed in a more 
predictable form. 

The second difficulty arises from the fact that under the system of 
repurchase out of export excesses a proportion of the repurchases of compen­
satory drawings would probably remain outstanding for longer periods than 
has hitherto been deemed compatible with the temporary character of Fund 
assist8.nce. This does not· mean that repayment would normally be more 
deJayed than under the 3 to 5 year rule. Indeed, H, as indicated in 
Table 4, the amount. of compensatoxy drawings outstanding is generally 
likely to be less when repayments are geared to exports than when they are 
made undar the 3 to 5 year rule, the average length of time for which a 
drawing remains outstanding will probably be less in the former than in the 
latter case. More direct measm:ements of probable periods for which com­
pensatory drawings would remain outstanrl.ing if repayments were also on a 
compensatory basis a:re given in Table 5, which is based on the experience of 
the years 1951-64. From this it can be seen that, even with an.unqualified 
limit of 50 per cent of quota, some two thirds of all compensatory drawings 
would be repaid within 3 years, and more than four fifths within 5 years. 
The residue remaining outstanding beyond 8 years might be about 1 per cent. 
In considering these results, it should be borne in mind that the repur­
chase obligations under Article V, Section 7, would, of course, continue 
to apply--a fact which could not be taken i.~to account in the calculations 
set forth at Table 5. 
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Table 4. Compensatory Financing: Fund Scll~me 
with :.Varied Forms of Repayment 1 1951-64.Y · 

Repayme~t,~System_._··~-

Approximation Rat7·o2f 
Smoothness RatioS / 
Average Drawings Outstandingl 

Approximation Ratio 
Smootbn1;ss Ratio 
Average Drawings Outstanding 

Approximation Ratio 
Gmoothness F:a:tio 
Average Drawings Outstanding 

Approximation Ratio 
Smoothness Ratio 
Average Drawings Outstanding 

Fixed TerID?J ·com:r;:ensatoryl/ Mixect±./ 

25 Per Cent of Quota_.~ 

.023 
• 029 
.29 

.028 

.045 

.17 

rl.~ .026 
r@:~ .037 . 
;:f::6: • 25 

50, Per Cent of Quota. Limit {iJ~qualified) 

.034 

.o46 

.48 

.042 

.072 
-36 

r@:/;:];: .039 
~ .059 
~ .43 

50 Per Cent of Quota· L_imi t ( Qua~~l 

.035 

.oi~7 

.45 

.100 

.121 
1.36 

.Oh3 

.071 

.28 

No Limit 

.155 

.216 
l.l+9 

rt,~ .041 
.060 . 060 
~ .38 

~ .121 
~ .050 

r;:rfF 1.17 

l/ Heights of .50, .25 and .25 applied to years t, t-1, and t-2, res­
pectively, for estimating calculated norm. lOO per cent compensation 
of calculated shortfall. 

g/ Amounts outstanding at end of three years are assumed to be repaid 
one half in the fourth and one half' in the fifth year after drawing, 
regardless of level of exports. 

3/ 100 per cent of export excesses applied to repayment in all years. 
I one half 0fl E/ Repayment in five equal instalments, beginning in the year following 
----· - .:::_ . .JtJ:le shor-tfall year::Yrepayments 011 past drawings are deducted from exports 

for the purpose of computing shortfalls. 
5/ Proport:l.onate decline in root mean sguare percentage deviation of 

export availabiiities from trend value of exports. 
6/ Proportionate decline in root mean square percentage deviation of 

export ~vailabilities from trend value of such availabilities. 
7/ Average for all years of total amounts outstanding, in billions of 

U.S. dollars. 
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If the requirement that the Fund assistance be "temporary" could be 
deemed to be adequately met by the manner in which export shortfalls and 
excesses are calculated, and by the statistical probability that the 
average period of repayment will be short, this change is one which it 
would be advisable to adopt. However, it is considered that this require­
ment calls for a fixed maximum term for every drawing, which would make it 
difficult to adopt the repayment system under consideration in an unmodi­
fied form. 

A "mixed" system on the following lines would seem to meet both of the 
difficulties referred to above and to combine many of the advantages of 
"compensatory" and "fixed term" repurchase respe~tively: 

(a) Compensatory drawings would be repaid in equal annual instal­
ments over a five-year period. 

(b) In estimating export shortfalls for the purpose of making com­
pensatory drawings, the Fund would, if the member so requested, 
deduct from the figure for actual exports one half of any repur­
chases on past compensatory drawings that had been made within 
12 months prior to the new compensatory drawing. Such deductions, 
which would not affect the computation of the export nonn for the 
shortfall year, would be allowed only if the resulting estimate of 
shortfall exceeded 2 per cent of the drawing member's quota. 

(c) Any request for compensatory drawings involving a deduction such 
as that described at (b) above would be met only if the Fund was 
satisfied that the member, in addition to fulfilling the require­
ments of Paragraph 5 of the Compensatory Financing Decision, [had 
been following policies reasonably conducive to the development 
of its exports.] [had been making reasonable efforts to solve its 
balance of payments problems.] 

To the extent that a member took advantage of the deduction, the effect 
of this arrangement would be that the member would repay, with respect to any 
compensatory drawing, either the due instalment for the year or half that 
instalment plus its export excess, whichever was the less. This would be 
easier on the member, in respect of the predictability and possibly the amount 
of the repayment in certain years, than the system of full compensatory repay­
ment out of export excesses. [It would differ from that system in two other 
ways: (i) Normal repurchases would be the occasion for a new compensatory 
drawingµ:-ovided an appraisal partly on a qualitative and not entirely on a 
formula basis justified such a drawing, and the member declared that it was 
prepared to discuss its policy with the Fund. (ii)] On the other hand, the 
addition of paragraph (c) introduces the concept that the country whose com­
pensatory drawing was enhanced on account of a repurchase would have to satis­
fy the Fund that it had been pursuing reasonable [export] ,[balance of payments] 
policies even where the drawing [insofar as it was occasioned by a repurchase] 
would fall within the first compensatory tranche. This [latter] feature, 
together with the 2 per cent cut-off mentioned at (b) above, would elimina~e 
one of the possible defects of the fully compensatory repurchase system, viz., 
that a country would never repurchase if its exports, having once declined, 
continued to stagnate. [insofar as the stagnation was attributable to faulty 
policies.] 
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Table 5·. · Duration of Drawings under Compensatory Repayments SysterJ:/ 

(I)eriod = 1951-64) 

25% of Quota Limit 

BI'ITim1::( Per Cent 
of U.S. of 

50o/o of' Quota Limit 
( QHalified) 

Biliions--'.Per cent 
of U.S. of 

5d/o of.Quota Limit 
( U:.1qualified) 

Fi1liOnSPer Cent 
of U.S. of 

Dollars Drawings Dollars Drawings Dollars Drawings 
~~~~~~~~~~~~ -~~~__.;;:;;--~- ~:;..;...~.....,...;;;..;:......_;.::::,_~~~~~~~~~...:-

Total drawings .89 100 1.24 100 1.45 100 

Repaid: 
Within3 years .')7 .97 67 

Outstanding after: 
Fifth year 
Eighth year 

.09 

.01 
10 ' 

about i'?:../ 
.li:; 12 "' 0/ about 1::.. 

.27 12118 
about ::.I 

y Coefficients of .5, .25 and .25 applied to years t, t-1, and t-2, 
res pee ti vely, to compute shortfalls. Full compensation of sl tortfalls is 
assumed. One hunored per cent of excesses a11plied to rer.1ayrnent. 

2/ Since scme o:f the arawings in guestion were still outstandfog at tbe 
end of the period but had not yet rea.ched theil· eighth year, this figure is 
an estimate. 

As will be seen from Table 4, the performance of this "mixed" system 
of repurchase, over tbe years 1951-64, as measured by the a.pproxlmation 
ratio find the smoothness ratlo, would probably have been b<:;:tte:;.' t.:rnn that 
of the 11 fixed term11 (3 to 5 years) system of repurchase,~:a'R:ei=~:;r~=:i~r: 
inferiol."'='•=:o:i:ct=:nr.t,;_~~~~~=!=.t:ff~.:ts=~~~m~m"&1;71:;;;. to that 
of a fully compensatory system of repurchase out of export earnings. 

The "cost" in terms of drawings outstanding is higher for the "mixed" 
system than for a fully compensatory system of repurchase. This is the 
price 'that has to be paid for increasing the f·redictability of repurchase 
obligations. The cost is, however, no greater--so long as the outstanding 
drawings of individual countries are limited to 25 per cent or 50 per cent 
of quota--than under the present system of i·epurchase within 3 to 5 years. 

X. ~!l_ges in the Compensatory Faciltty and Fund I,iquidity 

-=-··· Oµ page-±g--above an-es-:trimate was made of the possible cba.r~n,::.iamd-­
liquidi t;j~ "Elia~ ·mi-gtrt--.az:i.~_f~om additional drawing s .--~g_i;;.o.ci-ated·-·WJ:tii an 
extension of individual country·-11mi-t-s--~.011~ndfng compensatory drawings 
from 25 per cent to 50 p~__c:.en-t-·-crf'"quota. At tb.Is-·po:t.:rrt,---&-S.iJ.n..i!~ calcu­
J.a;:Unn-J,'1.-~tG the ohewi;SS on F"Y.nd JAquidi~---tllat...-m-ight--i!es.-u.:I~m 

~h ~~---~l~~-~~~-~~ai:ea~ures su~~~~-~~~~~~-~~-~~-z_., ~~~-tl~~ _ 
~;~y-be a~propriate, at this point, to estimate the possible charge on 

though 
somewhat 

I Fund liquidity that might result from additional drawings with the adoption \ 
L<:_f -~he two l 
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extension of the limit from 25 per cent to 50 per cent with the qualification 
that the increase in outstandings in any year should not normally exceed 25 
per cent, and (b) the adoption of the "mixed" system of repurchase discussed 
above in place of the fixed-term system of repurchase which applies at present. 
Some additional claims on Fund resources might also arise from the proposed 
separation of the compensatory facility from the other drawing facilities of 
the Fund, but this cannot be quantified and is unlikely to be large. 

As can be seen from Table 4, if the compensatory facility had existed over 
the period 1951-64, and if all the 48 countries covered by the Table had made 
full use of the facility, the transition from "fixed term" repurchase with a 25 
per cent of quota limit, to a "mixed" system of r·epurchase with a qualified 50 
per cent of quota limit would [over the 1951-64 period] have involved an increase 
in the average level of [potential] compensatory drawings outstanding over the 
period from $290 million to[$420] $380 million, i.e., an increase of [$130] $90 
million. From the standpoint of Fund liquidity, however, what matters is not so 
much the average amount of compensatory drawings outstanding as the amount liable 
to be outstanding at peak periods.· It is estimated that, on the assumptions set 
forth above, the maximum level of [potential] compensatory drawings outstanding 
would likewise have risen from $400 million (in 1955) to[$560] $520 million (in 
1958), i.e., by[$160] $120 million. On the assumption that peak year potential 
compensatory drawings outstanding have expanded since 1955-8 in proportion to 
quotas, the proposed changes in limits and repurchase systems might, under 
present conditions, raise maximum potential compensatory drawings from $1,100 
million to [$1,500] $1,400 million, i.e., by [$400] $300 million. [Allowing 
for failure to use the full entitlement to compensatory drawings and other 
factors] Since, however, countries with adequate reserves will often not use 
opportunities for compensatory drawings that are open to them, and since any use 
made of the compensatory facility is likely to reduce to some extent requests for 
ordinary drawings, it seems unlikely that the increase in peak year drawings 
occasioned by the proposed changes would in practice exceed [$200 million] 
half the amount mentioned above, viz., $150. 

XI. Conclusions for Action 

More than three years have now elapsed since the creation of the compen­
satory financing facility, and though it has not been extensively used the Fund 
has had sufficient experience with it to review and reappraise its application 
and scope. As a result it has been deemed desirable both to clarify the cir­
cumstances under which the facility can be used and to introduce into it 
certain modifications designed to increase the effectiveness of the assistance 
which the Fund provides to members. 

In determining the medium-term export trend for the purpose of calcu­
lating the export shortfall the practice hitherto has been to give approxi­
mately equal weight to statistical and qualitative estimates, respectively. 
Experience suggests that qualitative estimates based on commodity analysis 
gives a closer estimate of the trend; consequently qualitative estimates 
will receive a greater weight in the future. 

At present, the Fund is prepared to waive the requirement that total 
outstanding drawings may not exceed the Fund holdings of a member's currency 
beyond 200 per cent of quota either to accommodate compensatory drawings or, 
to the extent that compensatory drawings are outstanding, to accommodate 
other drawings. However, drawings under the compensatory facility are 
included in Fund holdings of the member's currency in applying the tranche 
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policies of the Fund to subsequent drawings. Full recognition of the 
special circumstances which give rise to compensatory drawings would make 
it desirable to separate this facility from normal drawin6 facilities of 
the Fund so that additions to the runount of compensatory drawings out­
standing would not in any way affect the tranche policies applicable to 
other drawint;s. 

While the use of the compensatory facility.is most needed when a 
shortfall~)pears, members may be precluded or deterred from requesting use 
of the facility at that time since the full amount of' shortfall can be known 
only after the interval of several months. To meet this problem it is pro­
poGed that within six months of any drawing, members should be enabled to 
reclassify all or part of it as a compensatory drawing and thus to restore 
to that extent their normal di·awing rights for future contingencies. 

Under the 1963 Decision outstanding drawings under the compensatory 
facility are limited norn!ally to 25 pe1~ cent of quota. It is believed that 
an extension of the limit. on outstanding drawings frcm 25 to 50 per cent 
of quota would ad.d substantially to the value of the ass1stance provided. 
At the same t.ime it is important to avoid such changes as would tend to 
weaken the ability of the Ftmd to exert its influence with members toward 
early adoption of sound corrective policies. It is, therefore, proposed 
that compensatory ti.rai·i:i.ngs outstanding may amount to a me.~dmum of 50 per 
cent of quota, but that du:Y.'ing any twelve-month period the amount of such 
drawinc;s outstanding may not increase by more thau 25 per cent of quota and 
that. requests which would increase outstandint; compensatory drawings beyond 
25 per cent of quota s~ould be met only if the Fund is satisfied that the 
member bas been[following reasonably sound export policies.] [making reasonable 
efforts to solve its balance of payments problems.J 

The queution of repurchases of compensatory drawin[;S has also been 
reconsidered in light of the :possibility that the course of ex1~ort receipts 
ma.y ma}~e it difficult :for a member to repurchase drawings fully within 3 
to 5 years. On the other hand, repurchase terms should not be so changed 
as to undermine the revolving nature of Fund resources. Balancing these 
considerations, it is proposed that compensatory orawings should be 

0 
·1____!.~a;,:~!J.~-~~~--':,qua~. a_nnual ).n_s:ta;i.ments over a five-year period but that the 
f member should oe able to offset:.Vsuch repurchases against actual export 

receipts for the purpose of determining the aiaount of any new compensatory 
drawings if it is able to satisfy the Fund that it has been[pursuing 
reasonably sound export policies.] [making reasonable efforts to solve its problems.] 

XII. Decision 

In the light of the foregoing considerations, Decision No. llf77-(63/8) 
of February 27, 1963,, on Compensatory Financing of Export Fluctuations is 
hereby amended by the deletion of paragraphs (5) through (8) and ·the sub­
stitution of the following paragraphs: 
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11 (5) The Fund has reviewed its policies to determine how it could 
more readily assist members, particularly primary exporters, encountering 
payments difficulties produced by temporary export shortfalls, and has 
decided that such members can expect that their requests for drawina;s 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. 

Drawings outstanding under this paragi·aph may amount to 50 per cent of the 
member's quota provided that: · ( i) such drawings will not be inct·eased by a 
net amount of more than 25 per cent of the member's quota in any 12-month 
:period, and (ii) requests for drawings which would increase the drawings 
outstanding under this pai-agraph beyond 25 per cent of the member's quota 
will be met only if' the Fund is satisfied that the member has been[ following 
policies reasonably conducive to the development of its exports.] [making 
reasonable efforts to solve its balance of payments problems.] 

(6) A member requesting a drawing under paragraph (5) will be expected 
to represent tbat it will make a repurchase corresponding to the drawing in 
equal annual instalmen·ts to commence one year after the drawing and to be 
completed not later than five years after the drawing. However, in esti­
mating export shortfalls for the purpose of drawings under paragraph (5)-, 

1 one half~f1 the Fu::~--~~l~:L -~f- .. ~~.;-~~I!11?~r .. s.o requests, deduct :from ~he figures for actual 
e--·-·-----~ exports an amount eqm.valent to'Jtany repurchases made with respect to past 

<lrawings under paragraph (5) within 12 months of the request for the new 
_ dra~1-~!!-§1-1' A request for a di~awing ·with respect to a shortfall which results 
! in whole or fo part from such deductions will be met by the Fund if it is 
) satisfied that the member, in addition to fulfilling the requirements of 

I paragraph (5), has been[following policies :veasonably conducive to the 
develo1)ment of J.tG exx:iorts.] (making reasonable efforts to solve· its balance 

i of payments problems.] 

\ (7) Whenever the Fund 1 s holdings of a member's currency resulting 

I from a.n· rn1tstand:i.ng compensatory drawing unde1· paragraph :(5) are reduced, 
by the member's reiJurcbase or otherwise, this will restore :Pro tanto 
the member's facility to make a further compensatory drawing under that 

l paragro.ph, should the need arise. 

( 8) When <lrawin gs are maue under :r·aragrn.:ph ( 5) , the Fund will so 
indicate in an &J?I•l'')l'rja,I:;(.; m:::.1mer. Wttl1i.n six moHths from the date of any 
drawing wM.ch is not under parAg:i:s.ph ( 5) and to the extent that it is still 

1 outstaw'li.ng, a n:ember may request that all. or part of the drawing be reclas­
i si.fied and treated, for all purvose:;i 01· this decision, as a draw:ing made 
i under :paragraph ( ) ) • The Fund wiJ J ag1·ee to such a i·equest if at the time 
i of the request the member meets the reg_n i :i:ements for a. draw fog of an equal 

anu•mit 1mae:r. rRr.ae:1:0.:ph ( 5) and makes the represeutatton as to repurchase 
appropriate to such d1:awJne:s: 1.Thich representation will then be substi-

1 tuted for the origtna.l repurchase representation. 
I 

,__J ·-·-···· ----·--·--··-----···---- ·--·------ ··--·--·-----······----i 
1

1 

provided that the resulting shortfall exceedj 
2 per cent of the member's quota. 

--• __ ~ ~• •-•- ~ • •-•• w ·-,.,.,. r.,..,..••-•- -.••-•·----------------·--·~~---· 



- 30 -

(9) In order to implement the Fund's policies in connection with 
compensatory financing of export shortfalls, the F1md 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 
(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 para.gi·aph ( 5) ai·e still outstanding. 

Moreover, the Fund will apply its tranche policies to drawing requests 
by a member as if the Fund's holdings of the member's currency were less 
than its actual holdings of that currency by the amount of any drawings 
outstanding under para~raph (5). 

(10) 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 mennber concerned, will seek to establish reasonable estimates l'egarding 
the medium-term trend of the member 1 s exports~=title==bee=:i'l!F't'Jf.=~~/7 

_::;~~~=:r~~~tt~t~i:I-~~~r: -1 
[~prai~<!.l _!JL .. ~~<:>.!.!_Eros~~!§!. -·--·---------~····----·----------- _. 

-C11) Tbe provision of ci·edit to deal with the balance of payrr.ents 
effects of expert fluctuntions provides immediate relief for a country's 
short-term dj fficulties. In many cases_, however 1 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 
difficult1E>s, the primary exporting countries are, in many instances, 
facing unff.worable long-term e:xpoi~t trends, and all are trying to meet the 
challenge cf achieving more rapid and sustained development '.;liTough 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 ueveloptng 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." 

(12) The Fund will review this decision in the light of experience and 
developing circumstances. 
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APPENDIX "A 11 

United Nations Conference on Trade and Development 
Final Act and Report 

Annex A. IV .17 

Study of Measures Related to the Compensatory Credit System 
of the International Monetary fund 

The Conference, 

Considering that the compensatory credit system put into operation 

by the International Monetary Fund since February 1963 constitutes a 

definite step towards the solution of short-term financing problems, 

Considering that, in view of the short-term needs of developing 

countries derived from fluctuations in their ex:port receipts, this system 

should be reviewed, 

L Recommends that Governments members of the International Monetary 

Fund study the following measures: 

(1) To increase, as soon as possible, the amount allocated 
by the Fund to compensatory financing, over and above its 
current tra11sactions, from per cent to 50 per cent of a 
member ccuntry' s quota; 

( 2) To place compensatory credits entirely outside the struc­
ture of the gold and successive credit tranches, so that the 
draw~.ng of compensatory credits would not directly or 
indirectly prejudice a member's ability to make an ordinary 
drawing; 

( 3) To explore ways to sesure possible refinancing of compen­
satory financing obligations of the developing countries in 
the event of a persist<;nt shortfall in export rece:tpts beyond 
the control of the country affected. 

2. RequestG that the International Monetary Fund, in its determina •. 

tion of the shortfall in ex:port receipts, consider giving greater weight 

to the actual ex:perience of the three preceding· years. 
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. Excerpts from Speeches 0f Governors 
at the 1265 Ann.ual Meetin~~ 

AFGHArnsT.1\N ( GoveI·nor Achac zai) 

APPENDIX 11B" 

The recent fall in bs.sic commodity prices and difficulties in market­
ing total available supplies will necessitate compensatory financing in 
the coming months. To meet these needs, the facilities of the Fund need 
improvement. 

ARGENTl'JIJA (Governor Pugliese, on behalf of 19 Latin American countries 
and the Philippines) 

We should like to reiterate our opinion once more regarding the 
decision e.do:pted in 1963 by the Executive Board of the Fund on the compen­
sator-s finandng of l<Jsses in the export proceeds of pri.r,mry-producing 
countries. We recognize that this re:presents a contrib-:.i.tion towsrd the 
partial solution of this very important problem. However, it would be 
auvisable to consider three fundai:nental aspects: 

1) The need for considering the compensatory tranche in addition 
to the normal credit facilities of the Monetary Fund. The 
decision of February 1963, indeed., permits the dri:i.wing without 
ta.king into consideration the position of' the requesting 
co;.mtry with regard to the credit tranches. Neverth,;less, the 
drawing has been added to those already made ancl 1;hus i~1ay 

affect the country's position in respect of futu:re transactions 
with the Fund. In our opinion it is of the greatest importance 
that the coni:pensa:tory drawing be allotted quite separately from 
the ot,hers and invested with the supplementary nature that the 
different schemes favored by our countries have always upheld. 

2) The amount available under this t;ype of loan, limited to 25 :per 
cent of' each memberts quota, is of insufficient size even in the 
case of very moderate depressions. If this ceiling were raised 
from 25 to 50 per cent, more significant resources would be made 
available to the countries exporting primary products, without 
this entailing a very heavy burden on the resources of the insti­
tution. 

3) In conclusion, we would emphasize the non-automatic nature of 
the drawings permitt-ed. In the decisions on individual cases 
submitted to the consideration of the Executive Board there 
has been some flexibility, although in all of them there has 
been no lack of a subjective assessment in the determination 
both of the amount to be compensated and of the circumstances 
in which the loss of income occurs. 
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CEYLON (Governor Wanninayake) 

I was e~couraged by the reference b;y Mr. Schweitzer to the work that 
the Fund is now undertaking to improve the compensatory financing facility. 
Several speakers have urged that compensatory assistance should be provided 
for.a decline in the terms of trade rather than for a fall in export earn­
ines alone. My ovm country's experience in recent years vividly illus­
trates the importance of this reform. We suffered a decline in the tenns 
of trade by 13 per cent in two years alone, but since this was almost 
entirely due to an increase in import prices we were unable to avail 
ourselves of.the compensatory financing facility. I do sincerely hope 
that this particular improvement in the scheme will be made effective at 
an early date. 

CHil~A (Governor Lee) 

However, the scanty application that developing countries have made 
of the compensatory financing facility of the Fund would seem to indicate 
that the economic problems of developing countries cannot readily be solved 
through temporary accessibility to credit. 

GREECE (Governor Zolotas) 

• • • improved facilities for compensatory financing and more flexible 
conditiorif:; for drawings and repurchases should also be· envisaged to provide 
for a direct contr:lb1.rtion to the liquidity position of developing countries. 

IHAQ (Governor Haseeb) 

May I point out in this connection that the compensatory financing 
scheme of t.he Fund, though admirable in itself, suffers from one drawback.. 
TD.e borrowing facility under this scheme is available to primary producing 
countries when the shortfall in their exports is due to factors beyond 
their control. Since the decline in exports in such cases would be 
tempo:r.ary and self-correcting, the Fund should not. make the facility 
conditional on the pursuit by the country eoncerned of particular policies 
about its general balance of payments position. 

SUDAN (Governor El Hindi) 

Appreciati7r:: as we are of the Fund's efforts in this respect, we 
strongly feel that the ten1.s and conditions under which the Fund provides 
such compensatory assistance (and, indeed, any other assistance) should be 
reconsidered with the view of softening them. It is no secret that a 
very limited number of members have so far made use of these arrangements, 
in spite of the pressing need of many for such assistance. 
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UGANDA (Governor Kalule-Settala) 

While the Fund's operations are prorerly concerned with short-term 
balance of payments aspects, it may not be possible under condit:i.ons of 
fluctuating export earnings to differentiate between the short- and the 
long-term aspects. Such conditions tend to make public debt burdens unduly 
onerous on developing countries which base the servicing of their public 
debt burden on the expectation of a stea.cly and reasonable growth.in export 
earnings. It is therefore important in my view that both the Bank and the 
Fund should continue their efforts to find solutions to these problems. 
The Fu..'1.d, on the one hand, should review the present compensatory ftnancing 
arrangements to take account of the problems of fluctuating ex-port earnings. 
The Bank,, on the other ha.nd, should continue to play a prom:i.nent role in 
evolving price stabilize.tion machinery for primary products in association 
with UNCTAD. 

UNITED liRAB IIB?TJDJ_,rc (Governor Kaissouni of the Bank) 

Thus, the compensatory :financing :facility could be increased from one 
tranche to two trenches and the criteria for using this facility could be 
i1r.provecl to take into o.ccount results to date and discussions in UNCTAD. 

VIET-Nl\M (Governor Truong Thai Ton) 

In particular, the nonliberal trade policy adopted by developed 
countries has obstructed the entry into these co1J.ntries of :priMa1·y manu­
factured products from the underdeveloped count1~ies. To l•e GUI'~, the action 
of ·t;he Bar::k a.ncl Fund in the f'onn of compensatory :financing grar.i:ted. to 
countries ex:i]orting primary products or in the form of assistance for the 
developmerit and expansion of trade has been h:l.ghly effective. However, 
the action necessary for the removal of discriminatory trade practlces or 
other obstacles to the development of j_nternational trade should be hastened. 
Tbis action should be supplemented by a. complete revision of the present 
system of international payments. We also have high hopes that 1Ti th the 
generaJ.. increase in Fund quotas, the Fund will be able not only to grant 
compensatory financing facilities on a broader basis, for example, by 
increasing the :percent;age of this financing, but also to consider ways to 
aid countries which have experienced a temporary e:t..1Jort shortfall as a 
result of' crop losses caused by war, floods or other natural calamities. 

.. 
! 

/. 
'• .... 
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INTERNATIONAL MONETARY FUND 

Compens~tory Financing~ More Systems of ~urchase 

Prepared by the Research and Statistics Department 

August 4, 1966 

The discussion, which took place at Executive Board Meeting No. 66/62 
of July 20, of the:· va.rious alternative systems of repurchase set for th in 
SM/66/86 gave rise.to a number of suggestions for new .. c)r modified systems. 
These are discussed below and their performance evalua'.ted in the light of 
tables and charts. 

On page 1 of SM/66/86 five systems were listed and described. In the 
present paper three additional systems are considered, as follows: 

(6) A variant of system (5) of SM/66/86. Repurchase would take place 
in five annual instalments. However·, a member, in applying for a drawing 
under the compensatory facility could, if it so desired, request that.half 
of any repurchases of compensatory drawings taking place over the preceding 
year should be subtracted from exports for the purpose of calculating· the 
export shortfall. Such a request would be granted only where condition (c) 
described at page 25 of S'M/66/77 (or Mr. Lieftinck's alternative condition 
described below) was met, and only where the resulting shortfall exceeded 
2 per cent of the member 1 s quota. (The lastmentioned feature is referred to 
in what follows a,s 11 the 2 per cent cut-off. 11

) 

(7) A combination of systems (2) and (5) of SM/66/86, ·as sug'gested by 
Mr. 0 'Donnell. As in the "mixed system" of SI:t::/65/101 (system 2), any export 
excesses occurring in the first three years after a shortfall for which a 
compensatory drawing had been made would be used to repay the drawing; any 
amount remaining unpaid three years after the drawing would be repaid in 
equal instalments in the fourth and fifth years. · However~ in applying for 
any new compensatory.drawing, the member could, ff it wished, request that 
any instalment repayments occurring in the year preceding the drawing be 
subtracted from exports in computing the shortfall 9 subject to the same 
2 per cent cut-off and the same conditions as under system (6). 

(8) A modification of system (2) that has been suggested, under which 
half of any export excess occurring in the first three years following a 
shortfall for which a drawing had been made would be used for· repurchase, 
while in the fourth year e·ither half the amount still outstaifding or half 
the excess, whichever is the greater, would be used for repurchase, the 
remainder being paid in the fifth year. 
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The tables and graphs appended to this paper are based sither on the 
actual export experi':nce of 48 countries over the period 1951 to 1964, or 
else on the hypothetical export experience of two notional countries A and 
B, introduced in SM/66/86. In country A, exports are assumed to fall 
suddenly from a plateau of 1,000 per annum to a plateau of 900 per annum. 
In country B, exports are assumed to develop, over a 29 year period, with 
the sort of fluctuations and growth trends typically found to exist in the 
actual experience of primary producing countries (though probably with 
fewer periods of relative calm than in the average country.) 

In Table 1, the performance of repurchase systems (1), (6), (7) and (8), 
as measured by the usual statistical tests, is considered in relation to 
(a) the export experience of the 48 countries over the period 1951-64 and 
(b) that of notional country B. 

In Table.2, the same sort of data relating to notional countries A and 
B that was given in Table 2 of SM/66/86 for systems (1) to (5) are given for 
systems (6) to (8). 

In Table 3, data on drawings outstanding for country B are given for 
systems (1) to (8). 

In Charts 1 to 3, data relating· to sys"tems (6) to (8) are given for 
notional countries A and B. Chart 1 illustrates systems (6) and (7) for 
country A; system (8) is not shown for country A since the chart would be 

. identical to the top panel of Chart" 1 in Sl1/66/86. Charts 2· and 3 show data 
relating to systems (7) and (8), respectively,· for country B; ·system (6) is 
not shown for country B, since export availabiltties differ only minutely 
from thosefor system (5), given in Chart 7 of SN/66/86. 

Re System (6) 

The introduction of the 2 per cent cut-off, while it makes no perceptible 
difference to the approximation ratio or the smoothness ratio for the 48 
countries, shortens the period of continuously outstanding drawings sub­
stantially in the case of country A and slightly also in the case of 
country B. 

At the Executive Board meeting of July 20 the point was made, on the 
basis of Table 2 of SM/66/86, that system (5) had the disadvantage, illus­
trated in the case of country B, of leaving drawings outstanding for a long 
period. From Table 3 of the present paper it can be seen that in system (6), 
(i.e., syste'm (5) with the 2 per cent cut-off) the period of continuous use 
is 'not significantly longer than in system (1) (the present 3 to 5 years 
repurchase system), while the amounts outstanding are in most years signi­
ficantly lower. From Table 1 it can be seen that the approximation and 
smoothness ratios are somewhat lower for system (6) than for systems (7) or 
(8) (though higher than for system (1)) when these systems are applied to 
the 48 countries, but that the contrary is true when the systems are applied 
to the case of country B. Though country B is only a notional country, this 

l .. 
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result is.not without significance since.the length of the period covered 
(29 years) allows the effects of repurchase systems to .wo,rk themselves out 
more fully than the period of 14 years for which the "data for 48 countries 
are avad::J.able , 

This system, as already indicated 7 gives relatively good results on the 
·statistical criteria for the 48 countries. However, the staff consider it 
should be rejected partly because it involv.es superimposing the complica­
tions of the refinancing procedure on an already somewhat complicated system 
of repurchase, and partly because it dues nothing to meet the objection to 
folly compensatory repurchases that was mentioned on page 23 of SM/66/77. 
·There it was stated that ncountries might occasionally find it difficult to 
repurchase compensatory drawings to the full extent of any excess of actual 
over trend value of exports~ partly because an expansion in exports would 
probably entail some increase in import requirements~ and partly because the 
obligation to repay would not be known with certainty until after the event. 11 

Re System (8) 

This system also gives r~latively-.good statistical results. for the 48 
countries--slightly better results;' indeed; ·tq~n the mixed system of SM/65/101~ 
of which it is a modification, as can be seen by comparing Table 1 of the 
present paper and Table 1 of SM/66/86. It also does someth~ng to.meet the 
objection to fully compensatory repurchase set forth above. On the other 
hand, it gives less predictability than system (6) and does nothing to meet 
the considerations underlying the UNCTAD resolution mentioned at page 21 of 
SM/66/77. 

Taking into account a wide variety of considerations, both those men­
tioned in SM/66/77 and those which have arisen in discussions at Executive 
Board meetings~ the staff would recomu1end system (6) as on the whole most 
suitable for adoption~ with system (8) as a second choi.ce. Either would 
actually be preferable to the present system (system -:(1)). The compensatory 
facility is intended to assist countries to maintain.their economies on an 
even keel, and this objective is promoted by bringing the principle of 
compensation into the treatment of export excesses as well as shortfalls. 
While the existence of a three years period of grace for repurchase under­
takings has its justification in relation to payments deficits that arise 
from maladjustments that take time to correct, it has little justification 
in relation to short-term export fluctuations. Yet the teniptation to with­
hold repurchase till it becomes inevitable may of ten be too strong to be 
resisted. 

The last-mentioned consideration is of importance also in considering 
the suggestion made at the Executive Board Meetings of July 6 and July 20 
that members making use of the compensatory drawing facility should be 
allowed to choose whether they should make repurchases in accordance with 
a system chosen especially for compensatory drawings or under the 3 to 5 
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year system applicable to ordinary drawings. This obviously cannot mean 
that a member would be allowed to switch from one repurchase system to 
another according to its current advantage during the lifetime of a compen­
satory drawing. For example~ it cannot mean that a member 9 though it had 
export excesses, could refrain from making repurchases during the first 
three years after such a drawing under system (1), and then in the fourth 
and fifth year move over to system (6) so as to take advantage of its 
smaller instalments or its refinancing privileges. If the proposal is under­
stood in the sense that, at the moment of the drawing the member could choose 
irrevocably which repurchase system it would apply, then it is doubtless 
feasible in a technical sense. It is, however, open to the objection that 
just those members that experience the greatest difficulty in keeping their 
economies on an even keel would be most tempted to postpone repurchases as 
long as possible by adopting system (1). The proposals now under considera­
tion for reforming the compensatory facility are best regarded as a package. 
The additional scope for drawings afforded by the extension of the limit to 
50 per cent of quota strengthens the case for a system of repurchase that 
ensures that part at least df export excesses are devoted to repurchase. 

At the Executive Board Heeting of July 20, it was suggested that the 
phrase "is found to have been following policies reasonably conducive to 
the development of its exports 11 in·sub-p9,ragraph (iv) of page 20 of 
SM/66/77, which deals with.the conditions for making compensatory drawings 
in the second 25 per cent bf quota, should be replaced by some phrase 
referring to the balance of payments as a whole and closer to the present 
terms of drawing in.the first credit tranche. If this were done, an9-logous 
substitutions would presumably be made in sub-paragraph (c) of page 25 and 
in paragraph.6 on page 29 of that paper, and would be applicable to 
repurchase systems (3)~ (5) and (6). 

It is important in both contexts that in any rephrasing the condition 
should remain one with respect to past rather than to prospective policies, 
so that requests for compensatory drawings could be handled without the 
delays involved in special consultations or missions. If, therefore, it 
is decided to adopt a phrase relating to the balance of payments as a whole 
rather than to exports alone, it might run as follows:· 11is found to have 
been making reasonable efforts to solve its balance of payments problems. 11 



Table 1. 

Approxirnition 
ratiog 

System l§J .035 

System 6II .041 

System 7§./ .042 

System 39} .043 

Compensatory Financing: Effect of Various Repurcbise Systems, 
48 Countries (1951-64) and Hypotbetical Country i!: 

(Qualified 50 Per Cent of Quota Limit) 

48 Countries Hypothetical Country B 
Smoothn,ss 
ratio.1 

Average drawtt/gs 
outstanding-

Approxirnition 
ratiog 

Srnootbn;ss 
ratioJ 

Average drawi7gs 
outstanding.L 

.047 .45 .123 .148 6.2 

.060 .38 .135 .160 4.5 

.068 .28 .120 .137 2.5 

.071 .32 .120 .141 3.1 

~/ Weights of .50, .25 and .25 applied to years t, t-1, and t-2, respectively, for estimating 
calculated norm. 100 per cent cornpensation of calculated shortfall. 

... . .. 

g/ Proportionate decline in root mean square percentage deviation of export availabilities from trend Vl 

value of exports. 
J) Proportionate decline in root mean square percentage deviation of export availabilities from trend 

value of such availabilities. 
4/ Average for all years of total amounts outstanding, in billions of U.S. dollars. 
~/ Average for all years of total amounts outstanding, in units. (Exports of country B vary between 

100 and 238 units, and its quota is assumed to rise in quinquennial steps from 20 to 40 units.) 
-§) Amounts outstanding at end of three years are assumed to be repaid one balf in tbe fourtb and one 

half in tbe fiftb year after drawing, regardless of level of exports. 
7/ Hepayment in five equal instalments, beginning in the year following the shortfall year: one half 

of-repayments on past drawings is deducte~ from exports for the purpose of computing shortfalls, provided 
that the resulting shortfall exceeds 2 per cent of quota. 

§_/ 100 per cent of export excesses applied to repayment in the first three years; remaining amounts to 
be repaid in two equal instalments in tbe fourth and fifth years. One half of any fourtb-year or fiftb­
year repayment is deducted from exports for the purpose of computing shortfalls, provided that the 
resulting shortfall exceeds 2 per cent of quota. 

9} 50 per cent of export excesses applied to repayment in the first three years. In tbe fourtb year 
either half tbe amount outstanding at the end of tbe third year or half of the export excess (whichever 
is the greater) applied to repayment. In the fifth year any amount outstanding at the end of the fourtb 
year repaid. 
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Table 2. Compensatory Financing: Effect of Various Repurchase Systems for Two Hypothettal Countries 

s:i:stem 6 - S:i:stem 7 s:i:stem ~ 
Standard Repur- Avail- Repur- Avail- Repur- Avail-

Year Exports Norm.!/ Drawings chases abilities Drawings chases abilities Drawings chases abilities 

HyEothetical Countr:i: A 
1 1,000 1,000 1,000.0 1,000.0 1,000.0 
2 1,000 1,000 1,000.0 1,000.0 1,000.0 
3 1,000 1,000 1,000.0 1,000.0 1,000.0 
4 900 950 50.0 950.0 50.0 950.0 so.a 950.0 
5 900 925 30.0 10.0 920.0 25.0 925.0 25.0 925.0 

6 900 900 8.0 16.0 892.0 900.0 900.0 
7 900 900 8.8 17.6 891.2 900.0 900.0 
8 900 900 9.7 19.4 890.3 12.5 25.0 887.5 25.0 875.0 
9 900 900 10.6 21.3 889.4 18.7 37.5 881.2 37.5 862.5 

10 900· ,900 6.7 13.4 893.3 6.2 12.5 893.7 12.5 887.5 

11 900 900 4.4 8.8 895.6 900.0 900.0 
12 900 900 4.0 8.0 896.0 6.2 893.7 900.0 
13 900 900 7.1 892.9 7.8 15.6 892.2 900.0 
14 900 900 5.2 894.8 6.2 12.5 893.7 900.0 
15 900 900 3.0 897.0 3.1 896.9 900.0 

16 900 900 1. 7 898.3 900.0 900.0 
17 900 900 0.8 899.2 3.9 896.1 900.0 
18 900 900 900.0 7.0 893.0 900.0 
19 900 900 900.0 3.1 896.9 '900.0 

HyEothetical Countr:i: B 

1 105 101.2 105.0 105.0 105.0 
2 109 105. 7 109.0 109.0 109.0 
3 100 103.5 3.5 103.S 3.5 103.5 3.5 103.5 
4 101 102.7 2.1 0.7 102.4 1. 7 102. 7 1.7 102.7 
5 ll5 107.7 1.1 113.9 5.2 109.7 3.6 111.4 

6 120 114.0 1.1 118.9 120.0 1.6 ll8.4 
7 135 126.2 1.1 133.9 135.0 135.0 
8 100 113. 7 6.9 1.1 105.7 5.7 105.7 5.7 105.7 
9 135 126.2 1.8 133.2 5.7 129.2 4.4 130.6 

10 125 121. 2 1.4 123.6 125.0 1.4 123.6 

11 120 125.0 5.7 1.4 124,3 5.0 125.0 5.0 125.0 
12 140 . 131. 2 2.5 137 .5 5.0 135 .o 4.4 135.6 
13 160 145.0 2.5 157.5 160.0 0.6 159.4 
14 170 160.0 1.1 168.9 170.0 170.0 
15 100 132.5 8.6 1.1 107.5 7.5 107 .5 t.5 107.5 

16 130 132.5 3.9 2.9 131.l 2.5 132.5 2.5 132.5 
17 115 115 .o 1.3 2.5 113. 7 115.0 115.0 
18 125 123.7 2.8 122.2 1.2 123.7 0.6 124.4 
19 130 125.0 2.8 127.2 5.6 124.4 3.4 126.6 
20 130 128.7 2.8 127.2 0.3 3.1 127.2 4.7 125.3 

21 144 137.0 LO 143.0 0.3 143.7 1.2 142.7 
22 160 148.5 0.3 159. 7 160.0 160.0 
23 192. 172.0 192.0 192.0 192.0 
24 218 197.0 218.0 218.0 218.0 
25 218 211.5 218.0 218.0 218.0 

26 200 209.0 9.0 209.0 9.0 209.0 9.0 209.0 
27 232 220·.s 1.8 230.2 9.0 223.0 5.7 226.2 
28 208 212.0 4.9 1.8 211.1 4.0 212.0 4.0 212.0 
29 238 229.0 2.8 235. 2 4.0 234.0 4.5 233.5 

Weights of 0.50, 0.25, and 0.25 applied to years t, t-1, and·t-2, respectively. 
Repayment in five equal instalments, beginning in the year following the shortfall year: one half of repayments on past 

drawings is deducted from exports for the purpose of computing shortfalls, provided that the resulting shortfall exceeds 2 per 
cent of quota. 

1/ 100 per cent of export excesses applied to repayment in the first three years; remaining amounts to be repaid in two 
equal instalments in the fourth and fifth years. One half of any fourth-year or fifth-year repayment is deducted from exports 
for the purpose of computing shortfalls, provided that the resulting shortfall exceeds 2 per cent of quota. 

!!_I 50 per cent of export excesses applied to repayment in the first three years. In the fourth year either half the amount 
outstanding at the end of the third year or half of the export excess (whichever is the greater) applied to repayment. In the 
fifth year any amount outstanding at the end of the fourth year repaid. 
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Table 3. 

Year srvem 

1 
2 
3 3.5 
4 5~2 
5 5.2 

6 5.2 
7 3.5 
8 9.2 
9 '8.4 

10 8.4 

11 13.0 
12 8.8 
13 4.6 
14 4.6 
15 12.1 

16 12.3 
17 12.3 
18 12.3 
19 7.4 
20 1.2 

21 
22 
23 
24 
25 

26 9.0 
27 9.0 
28 13.0 
29 13.0 
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Hypothetical Country B: Amounts Outstanding 
Under Various Repurchase Systems 

sygyem ·2 2 
Sys7em 

3.2 
sy_v~.m 
4 ' 

s~~em s~yem Sys/em 
71 

3.5 '3~5. 3.5 3.5 ' 3.• 5 3.5 
5.2 5:3 4~8 4.9 4~9 5.2 

4.1 3.7 3.B 
'. -; 

3.8 

2.9 ' 2.6 2.7 2.7 
1.7 1.5 1.5 1.5 

5.7 7.4 7.3 7.3 7.3 5.7 
5.6 5.5 5.5 5.5 
4.1 4.1 4.1 4.1 

5.0 9.2 7.7 8.4 8.4 5.0 
6.5 5.3 5.9 5.9 
3.8 2.9 3.4 3.4 
2.6 1.9 2.3 2.3 

7~5 10.1 9.4 9.8 9.8 7.5 

10.0 12~6 10.3 10.8 10.8 10.0 
10.0 .6 8.5 9.6 9.6 10.0 
8.7 '11.3 6.o 7.0 6.8 f:3. 7 
3.7 7.4 3.5 4.2 4.1 '3.1 
1.2 6.2 1.0 1.5 1.3 0.3 

3.5 .2 o.4 0.3 
2.0 .1 0.1 
1.0 0.1 
0.5 

9.0 9.0 9.0 9.0 9.0 9.0 
7.2 7.2 7.2 7.2 

4.o 11.2 9.8 10.3 10.3 4.o 
8.2 7.4 7.5 7.5 

swem 

3.5 
5.2 
1.6 

5.7 
1.4 

5.0 
o.6 

7.5 

10.0 
1.0-.0 
9.4 
5.9 
1.2 

9.0 
3.2 
7.2 
2.7 

~/ Amounts outstanding at end of three years are assumed to be repaid 
one half in the fourth and one half in the fi±'th year after drawing, 
regardless of level of exports. 

g/ 100 per cent of eA-port excesses applied to repayment in the first 
three years. In the fourth year either half the amount outstanding at 
end of the third year or the export excess (whichever is the greater) 
applied to repayment. In the fifth year any amoui1t outstanding at the 
end of the fourth year repaid. 
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Table 3 (concluded). Hypothetical Country B: Amounts Outstanding 
Under Various Repurchase Systems 

]/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: repayments on past drawings are· deducted 
from exports for the purpose of computing shortfalls. 

4/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: for purposes of computing shortfalls, 
repayments on past drawings are deducted from exports, and average 
repayments (over the five-year period on which the norm is based) 
arising from these past drawings are deducted from the practical norm. 

5/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: one half ·of repayments on past drawings 
is deducted from exports for the purpose of computing shortfalls. 

§/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: one half of repayments on past drawings 
is deducted from exports for the purpose of computing shortfalls, 
provided that the resulting shortfall exceeds 2 per cent of quota. 

1/ 100 per cent of export excesses applied to repayment in the first 
three years; remaining amounts to be repaid in two equal instalments in 
the fourth and fifth years. One half of any four~h-year or fifth-year 
repayment is deducted from exports for the purpose of computing short­
falls, provided that the resulting shortfall exceeds 2 per cent of quota. 

'§) 50 per cent of export excesses applied to repayment in the first 
three years. In the fourth year either half the amount outstanding at 
the end of the third year or half of the export excess (whichever is 
the greater) applied to repayment. In the fifth year any amount out­
standing at the end of the fourth year repaid. 

r 
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. BANQUE NATIONALE DE BELGIQUE 

The GQvern8r 

M:r. Pierre-Paul Schweitzer 
Managing Direct8r 
Internati::mal Monetary Fund 
19th and H streets 
Washington D.C. 20431 

MY Dear Friend: 

Brussels, September 1, 1966 

I feel that I must tell you of the misgivings I have about the 
discussions now taking place in the Executive Board of the Fund on 
the s.ubject of Compensatory Financing. 

I am completely in agreement with the principle that the Fund 
should intervene to enable its members to meet deficits caused by 
extraordinary events beyond their control, but it is essential that 
these interventions should retain the temporary nature which is es­
sential to the 'm8netaryt function of the Fund. 

We must avoid the Fund gradually turning int8 a life-time cir 
long-term aid institution. That is not its purpose, and if it were 
to underta...l\.e too large a number of operations without adequate atten­
tion to their temporary nature, it would be endangering its monetary 
functi::m and would be unable to play its Olm vital role. 

Some countries believe, wrongly in my opinion, that the Fund 
has already made too many concessions to the tendency which I view 
with anxiety, and it is mainly for this reason that some people wish 
to entrust to institutions other than the Fund the new international 
m::metary tasks which are being discussed during these days. I have 
personally always opposed this view and supported the principle that 
international m:::metary functions ought to be entrusted to the Fund. 
It is precisely for this reas8n that I would be so alarmed to see it 
depart from its monetary role. 

What give me most cause for anxiety in the present discussions 
on compensatory financing are those proposals which, in dealing with 
the separation of drawing tranches, the reclassificat'ion of dra~nngs, 
the accumulation of drawings and repurchases, tend to extend autdina­
ticity, while reducing the conditions imposed in connection with 
drawings and weakening the control exercised by the Fu11d over the use 
of its resources. 
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I am fully mrare '.:!f the enorm~ms difficulties which the developing 
C'.:!untries may experience in reestablishing a balance of payments equili­
brium which has been disturbed by circumstances beyond their control; 
but in my view these same difficulties demand that the cou,.11tries' si tua­
tion and the efforts they are making should be watched and fallowed very 
closely by the Fund. The Fund should thus assure itself that its resources 
are being :put to good use and that they will be restored within a reas'.:Jnable 
period of time. 

The Belgian representative on the Executive Board has been instructed 
t'.:J defend this view p8int. He will be unable to associate himself witp 
the adopti'.:Jn of decisions or meth'.:Jcls which do not sufficiently pr8tect the 
Fund's powers of control, and so risk jeopardizing its character as a mo­
netary institution. 

Sincerely yours, 

/s/ 
H A.l'i!SIAUX 



DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE FOR 

AGENDA 

SM/66/86 • (!_ . I 

July 15, 1966 

To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing: Systems of Repurchase 

The attached memorandum has been prepared by the Research and 
Statistics Department in reply to requests made at Meetings 66/52 and 66/53 
on July 6, 1966. 

The subject of compensatory financing is scheduled for further 
consideration by the Executive Directors at Meeting 66/61, Monday, 
July 18, 1966. 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



INTERNATIONAL MONETARY FUND 

Co_mpensatory Financi!lg: Systems of _Repurchase 

Prepared by the Research and Statistics Department 

July 14, 1966 

In accordance with requests made at Executive Iloard Neetings 
Nos. 66/52 and 66/53 held on July 6 9 1966~ a number of tables and charts 
have been prepared bearing on the performance of a number of alternative 
systems for repurchases of drawings under the compensatory facility. All 
of these are based on the assumption of a 50 per cent of quota limit on 
drawings outstanding qualified by a 25 per cent of quota limit on annual 
net drawings in the manner suggested in SM/66/77 9 page 20. In Table 1$ 
the various repurchase systems are considered in relation to the export 
experie.nce of 48 countries over the period 1951•-64. In Table 2 and 
Charts 1-7, the repurchase systems are considered in relation to the 
assumed export experience of two notional countries. In country A 
(Mr. Dale's assumption), exports are assumed to fall suddenly from a 
plateau of 1000 per annum to a plateau of 900 per annum. For the purpose 
of determining the limits this country's quota is assumed to be 200. 
(Part A of Table 2, and Charts 1 and 2.) In country B. e'~ports are assumed 
to develop with the sort of fluctuations and growth trends as have been 
typically found to exist in actual experience of primary producing coun­
tries. The quota is assumed initially to be 20 per cent of exports and 
to be adjusted· quinquennially so as to maintain this relation approxi­
mately. (Part B of Table .2, and Charts 3 to 7.) 

The types of repurchase systems considered are five: (1) the existing 
system of 3-5 year repurchase~ (2) the "mixed" system described at P• 25 
of SM/65/101~ (3) the "mixed" system described at p. 25 of SH./66/77', on 
the assumption that all requests for refinancing drawings are in fact 
granted; (4) the modification of system (3) suggested by Mr. Wass, under 
which if any country, in requesting a compensatory drawing, requested that 
repurchases from previous compensatory drawings should be deducted from 
computed exports 9 the export norm would itself be subject to deduction to 
allow for all repurchases scheduled in connection with these previous 
drawings mrer the five-year period on which the norm is based; ~rid· 
(5) another variant of system (3) in which there would be no adjustment 
of the norm but in which countries, in hl.aking a drawing under the compen­
satory facility, could not refinance more than half of any repurchases on 
previous compensatory drawings made within the previous.year. 
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In considering the relative merits of these aud other possible 
repurchase arrangements the following ccnsiderations should be borne in 
mind. 

Retention of the present 3-5 year repurchase arrangements is in a 
sense inconsistent with the purpose of the compensatory facility. The 
purpose of the facility is to smooth out export availabilities and the 
effect of the repurchases--which are after all an inevitable consequence 
of the drawings--may be to render these export availabilities more irre­
gular than any other of the repurchase systems that have been suggested, 
and much more irregular than they would. have been under a fully compen­
satory system of repurchase out of export excesses. The possibility that 
repurchase might have to be made at a time of poor export performance has 
given rise to the UNCTAD request mentioned at page 21 of SM/66/77, and 
adherence to the present system would mean that a somewhat negative res­
ponse would have to be given to this request. 

A fully compensatory system of repurchase out of export excesses 
discussed on pages 22 and 23 of 8~1/66/77~ though likely in the average 
case to lead to a shortening of the repurchase period, is open to the 
objection that it does not strictly ensure the short-term character of 
individual drawings, that in certain imaginable~ though extremely unlikely 9 

cases such as that brought forward by Mr. Dale~ repurchase might be post­
poned indefinitely, and moreover that the countries would not know in 
advance the maximum amount of their repurchase obligation in any year. 

The mixed system of repurchase suggested in SM/65/101 9 though it 
would improve the performance of the scheme in smoothing out export 
availabilities and reduce the disturbing effect of bunched repurchases 
in the fourth and fifth years, would in most cases speed up the repurchases 
as compared with the present system and in no case permit a lengthening of 
that period. It could 9 therefore~ scarcely be regarded as an affirmative 
response to the UNCTAD request mentioned above 9 and is to some extent open 
to the objection just mentioned that countries would not know in advance 
the ~aximum amount of their repurchase obligations in any year. 

The mixed system of repurchase suggested in SM/66/77 was designed 
to meet several of these objections. It provides a formal limit to the 
repurchase period~ an upper limit known in advance to the repurchase 
obligation 9 and it makes refinancing not an automatic matter but one 
subject to certain criteria of performance by the country concerned in the 
field of policies affecting exports. It remains, however, open to the 
objection advanced against fully compensatory repurchases that in certain 
special though unlikely cases an indefinite prolongation of net use of 
Fund resources is possible. 

.• 
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The fouTth and fifth variants mentione<f above have the.purpose of 
meeting the last objeetion, though necessarily at some sacrifice to the 
compensatory principle of repayment out of excesses. In both of these 
systems the repurchasing country ~·iould know in advance the maximum amount 
of its repurchase obligation (i.e., 20 per cent of the original drawing). 
In both cases the country could~ if the conditions were fulfilled~ refinance 
after the event but,within the facility a part of its repurchases on compen­
satory drawings. Under Mr. Wass 1 s system, the part that could be refinanced 
might be approximately 50 per cent for the initial repurchase instalment but 
would dwindle rapidly for any transactions involving subsequent instalments 
as the norm was adjusted to take account of repurchases and repurchase 
obllgations. Under the fifth system •. the part that coµld be refinanced 
would remain constant. Both systems would ensure net-repurchases in the 
long run, but Mr. Wass's system would secure such net repurchase at an 
earlier date. By the same tokenj it represents a more radical departure 
from the compensatory system of repurchase. 

If the Board feels that the mixed system of repurchases 9 as suggested 
in SM/66/77, cannot be accepted in that it could, in some conceivable cases, 
result in an unduly prolonged net use of Fund resources 9 it is: suggested 
that the fifth system of repurchase-mentioned above is simpler to under­
stand and (by varying the percentage of repurchases that are refinanceable) 
could be more easily amended later in the light of experience. 

If it is felt that the mixed system suggested in SM/66/77 is.objec­
tionable in that it p.rovides too automatic and institu~.ionalized_ a. system 
of refinancing, it woulci of course be possible to alter provision (c) 
on page 25 .in such a way as to increase the discretionary character of the 
arrangement, · 

.. . . .~ 
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Table ], • Compensatory Finan~ing: Effect of Var· .ous 
Repurchase Systems':? .4B 'Countries, 1951-641/ 

(Qual,ified 50 per ~ertt' of Quota Limit) 

Approximation Smoothness Average:Drawings 
~~~~~~~~~~~~~~~R~a~t~i~o:.....:2~/~~~-~Ra~t~i~o:...;f:.3~/~~0utstariding ii 
Fixed-term 

repurchases (3-5 years)?.i 

Mixed repurchase system 
of SM/65/lOJf!J 

Mixed repurchase system 
of SM/66/77]../ 

Mixed repurchase system 
of SM/66/77 with export 
norm adjusted for 
repurchasee-8_/ 

Mixed repurchase system 
of SM/66/77 with · 
refinancing limitedq~o one 
half of repurchases::../ 

.035 .047 .45 

.042 .070 

.042 .060 .42 

.040 •. ,059 .36 

.041 .060 .38 

ll Weights of .50, .25 and ;25 applied to years t, t-ls and t-2, respec­
tively, for estimating calculated norm. 100 per cent compensation of calcu­
lated shortfall. 

1./ Proportionate decline in root mean square percentage deviation of 
export availabilities from trend value of exports. 

]_/ Proportionate decline in root mean square percentage deviation of 
export availabilities from trend value of such availabilities. 

!!.,/ Average for all years of total amounts outstanding, in billions of 
U.S. dollars. 

'?.../ Amounts outstanding at end of three years are assumed to be repaid 
one half in the fourth and one half in the fifth year after drawings regard­
less of level of exports. 

§_/ 100 per cent of export excesses applied to repayment in the first three 
years. In the fourth year either half the amount outstanding at the end of 
the third year or the export excess (whichever is the greater) applied to 
repayment. In the fifth year any amount oustanding at the .end of the fourth 
year repaid. 

}j Repayment in five equal instalments, beginning in the year following 
the shortfall year: repayments on past drawings are deducted from exports 
for the purpose of computing shortfalls. 
~/ Repayment in five equal instalments, beginning in the year following 

the shortfall year: for purposes of computing shortfalls 9 repayments on past 
drawings are deducted from exports, and average repayments (over the five-year 
period on which the norm is based) arising from these past drawings are deducted 
from the practical norm. 

9/ Repayment in five equal instalments~ beginning in the year following the 
shortfall year: one half of repayments on past drawings is deducted from 
exports for the purpose of computing shortfalls. 
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Table 2. Compeooatoey r1Danci1111: lrtect of Yariouo llepurcba•e 871t... for Tllo 111J>otbetical Countries 

Mixed Repurcbaoe S7atem of Mixed Repurcbaee 67at .. of 

Fixed RepuJ"Ohaay Mixed Repurcbaee ~tea Mixed Repurcba .. Jr'tem SM/66/TI vi th hport '°J; SM/66/77 vi th RefiD011ci11116 u - ~ z•rel Of !!!!L6~L101 Of !!!!L66LTJ.. MJuated tor llee!rcbaae L1aited to 1L2 ci-~2urcb .. r-

StalldaJ? Drav• llepur- AvaUa- Drav- Repur- A....U.• Drav- llepur- AvaUa- M.Juated Drav- Repur- Aval,la• Draw- Repur- AY9oila· 

Y"'r l!!l!!!rt• lo iya ebaae• bllities !!!&• cb .. ea bllitiea !!!&• c111ue1 bllitiee 10 .. !!!&• dl&aee bllitiea lg• cbuea bllitiea 

"'-!!.121tlleti cal Couoto: A"'-

1 1000 1000 - - 1000.0 - - 1000.0 - - 1000.0 - - - 1000.0 - - 1000.0 

2 1000 1000 - - 1000.0 - - 1000.0 - - 1000.0 - - - 1000.0 - - 1000.C 

3 1000 1000 - - 1000.0 - - 1000.0 - - 1000.0 - - - 1000.0 - - 1000.0 

Ii 900 950 50.0 - 950.0 50.0 - 950.0 50.0 - 950.0 950.0 50.0 - 950.0 50.0 - 950.0 

5 900 925 25.0 - 925.0 25.0 - 925.0 35.0 10.0 925.0 9J.9.o 29.0 10.0 919.0 30.0 10.0 9;!0.0 

6 900 900 - - 900.0 - - 900.0 17.0 17.0 900.0 888.5 lo.3 15.8 888.5 8.o 16.0 l19e.O 

7 900 900 - - 900.0 . - 900.0 20.Ji 20.lo 900.0 8811.8 1.5 16.7 884.8 8.8 17.6 8'Jl.2 

8 900 900 - 25.0 875.0 . 25.0 875.0 24.5 21i.5 900.0 885.3 2.3 11.0 885.3 9.7 19.li 89(>.3 

9 900 900 - 37.5 862.5 - 37-5 562.5 29 ... 29.lo 900.0 888.0 5.lo 17 ... 888.0 10.6 21.3 88<}.li 
10 900 900 - 12.5 887.5 . 12.5 887.5 25.3 25.3 900.0 89' .. 5 3.0 8.5 894.5 6.7 13 ... 693.3 

11 900 900 . - 900.0 . - 900.0 23.3 23.3 900.0 &.n.6 0.9 ).3 897.6 Ji.lo 8.8 895.6 
12 900 900 . . 900.0 . - 900.0 2li.6 2lo.6 900.0 897.8 o.lo 2.6 897.8 i..o 8.o 896.0 
13 900 900 - - 900.0 . . . 900.0 25.lo 25.lo !IOO.O 698.1 0.5 2.lo 698.1 Jo5 7.1 896.5 
llo 900 900 - - 900.0 - . 900.0 25.6 25.6 900.0 898.6 o.6 2.0 698.6 2.9 5.9 8!17·1 
15 900 900 . - 900.0 . - 900.0 2lo.8 21o.8 900.0 119').3 0.3 1.1 119').3 2.2 li.3 697.8 

16 900 900 . . 900.0 - . . - 900.0 2lo.7 • 2Ji.7 900.0 69').6 0.1 0.5 899.6 1.7 3.lo 698.3 
17 900 900 - . 900.0 . . 900.0 25.0 25.0 900.0 69'). 7 0.1 o.lo 69'). 7 l.lo 2.9 698.6 
18 900 900 - . 900.0 - - 900.0 25.1 25.1 900.0 69').8 0.1 0.3 69').8 1.2 2.lo 698.8 

19 900 900 . . 900.0 - . 900.0 25.0 25.0 900.0 69').9 0.1 0.2 899.9 0.9 1.9 69').l 

"' llypothetical Couot!:,l a-

1 105 101.2 ~"' - 10,.0 - - 105.0 - - 105.0 101.2 - - 105.0 . - 105.0 
2 109 105.7 -

I~( 
109.0 - - 109.0 - - 109.0 105·7 - - 109.0 - - 109.0 

3 100 103.5 3.5 103.5 3.5 - 103.5 3.5 - •103.5 103·5 3.5 - 103.5 3.5 - 103.5 .. 101 102.7 1.7 102. 7 1.7 . 102.7 2.5 0.7 102. 7 102.3 2.0 0.7 102.3 2.1 0.7 102 ... 

5 115 107.7 - 115.0 . 5.2 109·7 - 1.2 113.8 106.9 . 1.1 113.9 . 1.1 ll.3.9 

6 120 111i.o - . 120.0 - - 120.0 - 1.2 118.8 113.0 . 1.1 118.9 - 1.1 u8.9 
7 135 126.2 

a:i.11 
1.7 133·2 

5:~ - 135.0 
6:cjll 

1.2 133.8 125·2 
6:cjll 

1.1 133·9 
6:cjll 

1.1 133.9 
8 100 113.7 2.6 105·7 - 105.7 1.2 105.7 113.0 1.1 105.7 1.1 105.7 
9 135 126.2 - 0 . 9 l]ii.l - 5·~ 129.2 - 1.9 133.1 125.1 - 1.8 133.2 - 1.8 133.2 

10 125 121.2 - - 125.0 - - 125.0 - l.li 123.6 120.1 - l.li 123.6 - l.li 123.6 

11 120 125.0 i..()/ .. :~ 124.6 5.0 - 125.0 6.lo l . fl. 125.0 123.6 5.0 l.lo 123.6 5.7 1.lo 12fl..3 
12 lloo 131°2 - 135.8 - 5. 0 I 135.0 - 2.7 137·3 129·5 - 2.i. 137.6 - 2.5 137·5 
13 160 lfl.5.0 - lo.2 ..J.55.8 - - J.60.0 - 2.7 157.3 lli3.li - 2.lo 157.6 - 2.5 157·5 
lli 170 160.o -- - 110.0 - 170.0 1.3 168.7 159.0 1.0 169.0 1.1 168.9 
15 100 132·5 --::;o 2.3 107-5 1:-# - 107.5 8:,;u 1.3 107.5 131·7 8:.p 1.0 107.5 8:()/ 1.1 107.5 -- ....---
16 130 132·5 ~ 2.3 130·2 2.5 . 132. 5 5.5 3.0 132.5 130·9 3.6 2.7 13(>.9 ~2.9 131.1 
17 115 115.0 - 115.0 - - 115.0 2.9 2.9 115.0 113.2 0.6 2.11 113.2 2.5 113.7 
18 125 123·7 - - 125.0 - 1.2 123·7 2.2 3.fl. 123.T 121.li - 2.5 122.5 0.1 2.8 122.lo 
19 130 125.0 - lo.9 125.1 - 5.0, 125.0 - 3.9 126.1 122.9 - 2.5 127·5 . 2.8 127·2 
20 130 128.7 - 6.2 123.8 - 2.5 127·5 2.6 3.9 128.7 127.0 - 2.5 127.5 0.1 2.8 127.lo . 
21 11,.4 137.0 - 1.2 lli2.7 - 1.2 1"2. 7 - 2.6 llil.li 136.5 - o.8 llt3.2 - 1.1 U2.9 
22 J..6o llo8.5 . - 160.0 - - J.60.o - 1.5 158.5 lli8.Ji - 0.1 159.9 - 0.3 159·7 
23 192 172.0 - - 192.0 - - 191<!.0 - 1.0 191.0 112.0 - . 192.0 - 0.1 191.9 
21i 218 197.0 - - 218.0 - - 218.0 - 0.5 217.5 197.0 - - 218.0 . . 218.0 
25 218 211.5 - - 218.0 - - 218.0 - 0.5 217.5 211.5 . - 218.0 . - 218.0 

26 200 209.0 ~ - 209.0 9.0 - 209.0 9.0 - 209.0 209.0 9.0 - 209.0 ~- 209.0 
27 232 220.5 - 232.0 - 9.0 223.0 - 1.8 230.2 219.Ji - 1.8 230.2 - 1.8 230.2 
28 208 212.0 .:P . 212.0 i..o - 212.0 5.8 1.8 212.0 210.6 Ii.Ii 1.8 210.6 :r 1.8 211.1 
29 238 229.0 - 238.0 - lo.o 2)li.o - 3.0 235.0 226.7 - 2.7 235. 3 2.8 235.2 

!/. Weight• of 0.50, 0.25, and 0.25 applied to 7eare t, t•l, aod t-2, rHpectiffl,y. 
g/ Aaouota outotanding at end or three )'Kr• are ueumed to be repaid one half in the fourth and one half in the firth )'Kr after drawing, regardlH1 or 
lenl at export1. 
JI 100 per cent of expert nceHee applied to re-ot in the firet tilrea yura. In the fourth year eitber balr tbe amouot out•tandillg at tile eod or the 
tbird 7ee.r or the export exceu (vbicbn•r 1a the snater) applied to repa1114'Dt. ln the fifth year any ILlllOUDt outatandi1111 at the end of the rourth year 1e repaid. 
y Repayment in riY• equal inatai.ent1, beginning in tile 7ear follovillg tbe •hortrall year: repa71Hnta OD paat dravinga are deducted fro. export& tor the 
purpoae ot co.putiug ebortralla. 
'i/ Repayment in rive equal inetalmenta, beginning iD the 7ear rollovi1111 the ahortf'all year: tor purpooee of C011pUti1111 ahortl'alla, repa71Hnta on paot 
dravinga are deducted froa export.1, and average repa,..nta (Oftr tbe fin-year period OD vllicb the Dorm 1a baaed) ari•ing fro. theae paat drawing• are deducted 
r""" the practical no,... 
§/ Repayment iD fin equal in1talment1, be11innin11 in tbe year following the llhortrau 7ear: one balr of repayment• OD pa•t drw.ving• 1a deducted rrom export• 
tor the purpo•e or computing •hortfalla. 
If Drawing detenaloed b7 tile aaaumed quota 11-it (qialiried 50 per cent lia1t). Countey B'a \IUOta ia a11.-d to be 20 at the out1et and to be rahed in year 
5 to 231 in year 10 to 26, 1D 7ear 15 to 301 in 1•r 20 to 3lo.5, and in year 25 to loo. 
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HYPOTHETICAL COUNTRY A 
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CHART 2 

HYPOTHETICAL COUNTRY A 

MIXED REPURCHASE SYSTEM OF SM/66/77 WITH EXPORT NORM ADJUSTED FOR REPURCHASES 
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CHART 3 

HYPOTHETICAL COUNTRY B 
FIXED-TERM REPURCHASES (3-5 YEARS) 
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HYPOTHETICAL COUNTRY B 
MIXED REPURCHASE SYSTEM OF SM/65/101 

~ Availabilities 

\ 

Exports 

O!--~~~L...l~....,......,.--~~_i:~-.--.-~~..L.1.-,-,.-~~__JRU...._~L-.~-r-T-.-.--,.-,----r-.--~~~~~~UL~..--J~~...-l 

-5 Repurchases (-) 

250 

225 

200 

175 

150 

125 

100 

10 

5 

0 

-10L--l---1.~...L----1-~L-_.L___L~L-_.L_-1-~-'---L----'~--'----<----'~--'---'---''----i--L~J._____J___J_~..L_-L::::=-J~...L_J-10 
2 3 4 5 6 7 8 9 IO 11 12 13 14 15 16 17 18 19 20 21 22 2.~ 24 25 26 27 28 29 



CHART 5 

HYPOTHETICAL COUNTRY B 
MIXED.REPURCHASE SYSTEM OF SM/66/77 
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CHART 6 

HYPOTETICAL COUNTRY B 

MIXED REPURCHASE SYSTEM OF SM/66 '77 WITH EXPORT NORM ADJUSTED FOR REPURCHASES 
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HYPOTHETICAL COUNTRY B 
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June 13, 1966 

To: Members of the Executive Board 

From: The Secretary 

Subject: Compensatory Financing of Export Fluctuations: Developments 
in the Fund's Facility 

The attached paper "Compensatory Financing of Export Fluc­
tuations: Developments in the Fund's Facility" prepared by the staff 
is circulated for consideration by the Executive Directors at a meeting 
tentatively scheduled for Wednesday, June 29, 1966. 
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INTERNATIONAL Y.iONETARY FUND 

Compensatory Financing of Export Fluctuations: 
Developments in the Fund 1 s Facility 

Prepared by the Research and Statistics Department 
in consultation with the Legal Department, Exchange and 

Trade Relations Department, and the Area Departments 

June 13, 1966 

The attached paper has been prepared on the basis of SM/65/101 ("The 
Fund's Compensatory Financing Facility Reconsidered") of December 10, 1965, 
revised in the light of the discussion at the Executive Board seminar of 
December 17, 1965, and recast in the form of a draft report by the Fund 
announcing changes in its compensatory financing facility. 

It is suggested that the Executive Board should consider this paper 
with a view to revising its 1963 Decision on Compensatory FinQncing before 
this year's Annual Meeting • 

The Decision on Compensatory Financing has now been in existence for 
over three years and is ripe for review and revision as part of the normal 
operations of the Fund. The revisions proposed, whether their scope is 
measured in terms of potential cost of Fund resources or of potential use 
by members, are not comparable in character or in order of magnitude with 
those involved in any schemes to create international reserves, whether 
through the Fund or otherwise, and it would seem unnecessary and inappro­
priate to defer consideration of them until decision has been taken on the 
other and larger matter. 

The Fund's compensatory financing facility might well be affected if 
any scheme for sµpplementary financing of the type now under consideration 
under UNCTAD auspices were brought into existence. However, it would be 
possible, and seems desirable for the Fund to go ahead with the revision 
of its compensatory facility without reference to this possibility, while 
at the same time considering what further amendments to the Fund facility 
might be desirable if and when arrangements for supDlementary financing 
were brought into existence. 



Compensatory Financing of Export Fluctuations: 
Developments in the Fund's Facility 

Introduction: the 1963 Decision 

In February 1963, ·in response to an invitation extended by the United 
Nations Commission on International Commodity Trade at its tenth session 
in May, 1962, the Fund issued a report entitled "Compensatory Financing of 
Export Fluctuations." This report, after reviewing the problems involved 
in Fund financing qf fluctuations in exports of primary exporting countries, 
set forth in its.concluding chapter an Executive Board Decision.~/. covering 
two point~: . (a) quotas and ( b) d~awing policies. 

With r~spect to quotas, the. F~nd declared ~ts willingness to give 
sympathetic consideration to requests for ~he adjustment of the quotas of 
certain primary exporting countries., particularly those wit1f relatively 
small quotas, to make them.more adequate in the light of fluctuations in 
export proceeds and other relevant criteria. 

As regards drawing policies, the Fund introduced a new facility, of 
which the principal features are as follows: 

(1) It is open to all member countries, put designed in particular for 
primary producing countries. 

(2) It is designed to compensate for temporary shortfalls in export 
receipts, rather than in export prices or in the terms of trade, or in the 
importing power of exports. ·."" 

(3) By temporary shortfalls are meant devia~ions f.ronic'a medium-term 
trend in export receipts. 

(4) Compensation is paid in the form of a drawing subject to the 
normal conditions of repayments for Fund drawings, including an"outside 
limit of 3 to 5 years. 

(5) Compensation has been paid to the full extent of the calculated 
shortfall, subject to the proviso that the total of compensatory drawings 
outstanding should not normally exceed 25 per cent of quota. 

(6) .The policies of members drawing under the facility do not have to 
meet the tests that the Fund would apply in the case of a non-compensatory 
drawing in the same tranche~ However, members do have to satisfy the Fund 
that they are encountering payments difficulties, that the shortfall is of 
a short-term character, and is largely attributable to circumstances beyond 
the member's control, and that the member will cooperate with the Fund in 
an effort to find solutions, where required, for its payments difficulties. 

Y Decision No. l!i17fb378)0f'Feb2·uary- 27,--1963,,., Selected Decisions, 
Third Issue, p. 40. 
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Subsequent Developments 

I. Quota Adjustments and Export Fluctuations 

The Decision on Compensatory Financing has now been in operation for 
over three years, and the time has arrived when certain of its aspects can 
appropriately be reviewed. 

In Paragraph 3 of that Decision, the Fund recognized that some quota 
adjustments might be required or desirable, as follows: nThe Quotas of many 
primary exporting countries, taken in conjunction with a reasonable use of 
their own reserves, are at present adequate for dealing with export fluc­
tuations such as have occurred during the past decade. In those instances, 
however, where adjustment of the quotas of certain primary exporting 
countries, and. in particular:.of countries with relati:ilely 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." 

Since February 1963 the Fund has taken steps--apart from the general 
quota increase which came into effect on February 23, 1966--to implement 
this paragraph in several ways. 

In the first place, it has· approved more than 22 quota increases under 
a special policy applied to developing countries with relatively small 
quotas; 15 other countries appear to be eligible for such quota increases 
under that policy. 

Secondly, the Fund facilitates drawings by such countries to enable 
them to purchase the amount of gold that must be paid in connection with 
the quota increases referred to above. This gives them the benefit of a 
quota increase irmnediately 7 and makes it possible to spread the reserve cost 
of the increase over a number of years. 

Finally, in considering applications for individual quota increases, 
even from countries other than the above, the Fund has modified the formula 
which is taken into account in calculating quotas in such a way as to 
improve the position of developing countries. Variability of trade, which 

.was a component of the so-called Bretton Woods formula, has now been defined 
in terms of standard deviation around a five-year moving average. This new 
definition provides a more accurate measure of variability and is thus more 
favorable to quota calculations of raw materials export'irig countries. The 
Fund has also modified the formula to give greater weight to trade and the 
variability to trade, and less weight to national income and international 
reserves. 

II. The Fund's Compensatory Facility 

It might have been expected that the drawing facility established by 
the Fund in February 1963 to provide compensatory financing for export 
fluctuations would by this time have been used often enough to provide 
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ample illustrations of the type of problems that were liable to arise in 
applying it, and possibly also to indicate ways in which it could be 
improved. In·fact, h~wever, few countries have had even a :Prima facie 
case for using it, an~ three countries have actually: drawn: : (1) ,Brazil 
in June 1963 for the sum of $60 million (21 per cent of quota)'; (2) the 
United Arab Republic in October 1963 for the sum of $16 million (18 per 
cent of quota); and (3),qudan in June 1965 for the sum of $11.25 million 
(25 per cent of quota) }J This infrequency of use is largely attributable 
to the fact, illustrated in Table 1, that price developments over the past 
three or four years have been such as to permit the export earnings of less 
developed ·primary producing countries to show a generally upwaiai:trend, 
though one that tended to flatten out in 1965. Even the substantial 
declines in price of tropical foodstuffs (other than coffee), which began 
in spring 1964 and continued through the greater part of 1965 have not 
reacted.sufficiently on earnings to evoke many opportunities for the use 
of the fa~ili;ty. . · 

Despite the small number of instances of use, there has been enough 
experience and enough reflection on the variety of situations that might 
present themselves to permit of a reconsideration of several of the features 
of the 1963 Decision. Moreover, a numbe~ of suggestions have been made 
both inside the Fund--notably at the recent Annual Meeting df the Board of 
Governors--and outside the Fund, as to ways in which th~ Fund's compensatory 
financing facility might be amended or improved. 

Most· of these.suggestions are summed up in the three recommendations 
made by the United Nations Conference on Trade and Development of 1964 to 
Governments members of the Fund as to changes that might be made in the 
facility, and in the request which it addressed directly to the Fund. The 
UNCTAD resolution containing these recommendations and request is reproduced 
at Appendix A. Passages dealing with compensat9ry financing excerpted from 
speeches of Governors at the 1965 Annual Meetings·are reproduced at Appen­
dix B. It will· be seen that most of the points ma'.de by the Governors are 
covered in the UNCTAD Resolution referred to above, except for the reference 
to automatism in the speech of Governor Pugliese of the Argentine, and the 
reference to terms of. trade and import prices in the speech of Governor 
Wanninayake of Ceylon. 

Application c.nd Development o"f: the Facility 

I. Nature cf' Shortfall 

Drawings under Paragraph 5 of the Compensatory Financing Decision of 
1963 may be made only_ when the requesting member experiences payments 
difficulties produced by a temporary export shortfall, i.e., by an export 
shortfall which is "of a short-term character." Such shortfalls, according 
to Paragraph 7 of the Decision, are to be identified on the basis of 
"estimates regarding the medium-term trend of the member's exports." In 
the 1963 Decision itself, no definition of the medium-term trend is given. 

"1) The quotas referred to in these percentages are those applicable at 
the time the drawing was made. 



Commodity 

Meta.ls and minerai.s!!:/. 

Agricultural products 
Food 

Coffee 
Sugar,,,: 
Cocoa'·'' 
Wheat 

Non-food 
Cotton 
Wool 
Rubber 

All exports.!!:/ 

Table 1. Changes in Prices and Export Earnings for 
Primary Producers in 1962 to 1965 

!;l 

PricesY Export Earnings 
Percentage increase or 

decrease(-) from previous.year 
1963 1964 1965 

20 
31 
4 

185 
20 

l 

4 
2 

18 
-7 

21 

30 
-31 
-8 
4 

29 

-5 

2 

13 

-12 
-17 
-5 

-64 
-26 
-5 

-5 
-6 

-13 
-1 

-9 

Countries mainly 
dependent on 

specified commoditiesg/ 

Metals and mir:\erals 
!~ 

Agricultural p~oducts 

~~) Coffee 
b) Mixed tropical 

foodstuffs 
(c) Mainly temperate 

products 

( d) Fibers and rubber 

(e) Mixed 

Mixed Mineral and 
Agricultural 

All countries 

Percentage increase 
from·previous year 
1963 1964 1965J/. 

2 24 ' 13 -
,, , 

.12 10 4 ,·.· 
, .. ~ 

12 8 ,7 

11 11 3 

14 12 2· 

10 2 9 

7 11 5· 

B 7 ·2 

11 10 4 

',-' 

Y Group price changes"are~·:derived from indices publish~d by the NIESR (London). Speqlfied commodity '. > 
price series rela'te to wo;old)lJ!arket quotations for repres~,mtative grades only, and. thus exclude the influenc.e .. ·: 
of :prices determined under contracts. . ', . . . 

g/ Defined as at least one half of export earnings as classified. Excludes coui1tries dependent on 
petroleum. Data relate to 71 countries. 

3/ Provisional. . 
!fl Excluding :petroleum. 

.f:"" 
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However, in the earlier Fund report, "Fund Pol:l,cies and Procedures ~n 
Relation to the Compensatory Financing of Commodity Fluctuations,"!/ the 
trend.or norm was defined·for purposes of illustration ·as the average 
of actual exports for the-five years beginning two years previous and 
ending· two: years subsequent to the year for which the trend value a'as 
calculated; The same definition was adopted in the staff paper c:it~d.on112; 
page .10 ·of the report on "Compensatory Financing of Export Fluctuations, -
a.ii.Ci it was on the basis of this definition of the "ideal" trend or norm 

.. tlia\ certain conclusions were drawn in that report as to the best stat7s­
tical method of estimating it in the absence of complete information.2 
This is" a;t.so .the definitfon that has been adopted in all applications of 
the Compensatory Financing ·Decision to particular countries up to the . 
present time. · 

In the absence of precise quantitative knowledge as to the .nature of 
the economic forces at work in determining trends and fluctuations, a moving 
average seems the best and most flex~ble way--better, for example, than 
fitting a trend line of any a priori shape--of reflecting what is meari.t by 
tl;'end. Moving averages of 4 years, 5years, or 6 years, respectively, 
might, any on~ of them, serve as a reasonable definition of a 11medium-:term11 

trerid. However; a 5-year period is preferable to the others in that it 
contains a middle year, the trend value of which can be defined as the 

·average of the period. The trend value for any year in any time series 
must antieipate the figures for subsequent as well as reflect those o'f 

"" pr·evious years in that series. If this is not done--e .g., if the trend 
values are determined solely as an average of past years--the trend.line 
might lie persistently above, or ·below, the actual series to a substantial 
extent, which would be contrary_ to the normal meaning of the term "trend." 
Only if the moving average· is centered in the manner illustrated' abo've can 
one expec~ to 'find, over a. r.easonable period of time' a rough ba1~7cing of 
shortfalls and. surpluses of. actual exports wi.th r~spect to tre~d .-

Once the best possible estimate has ·been made of the medium-term trend, 
and hence of the shortfall, if any, from that trend; in accordance-with 
Paragraph 7 of the Decision, no separate judgment is required as ~o whether 

. the shortfall· in question is 11 temporary11 or of a 11 short-term11 character. 

1/ IMF Staff Papers, November 1960, p. 9. 
. 2/ J. Marcus Fleming, Rudolf Rhomberg, and Lorette Boissonneault, "Export 
... Norms· and Their Role in Compensatory Financing, 11 Staff Papers, Vol. x, 1963. 
'i . . 3/ ' 11 ComJ)ehsatory Financing of Export Fluctuations, II pp. 17-18. 

· 4/ -The balancing of surpluses .and deficits is .far from perfect, however; 
in ~a.hy, 5-year· ·period there is likely to be either an excess of surpluses 
over deficits exceeding 50 per cent of gross surpluses, or an excess of 
shortfalls over surpluses exceeding 50 per cent of gross shortfalls. This,. 
however, appeaJ;"s- to be quite unavoidable. There is no way of defining a 
nqrm or tren,d'con$1stently from· year to year in such a way as to secure a 
'perf.ect balance. of surpluses and shortfalls over any given period. 



- 6 -

The definition of the trend itself is such· as to make. ft likely--though one 
can never Qe certain--:that shortfalls with respect to it will be of short 
duration.11 Any attempt to make a separate determination as to whether 
a given shortfall would cease to exist within, say, 2 or 3 years would 
involve estimating for that period ahead not only actual exports--which, 

. as is indicated in the following section, may· be involved in the estimation 
of the current norm--but also the export trend itself. ·To forecast the 
latter would involve estimating exports· for· still further years ahead. 
This, in the present state of forecasting techniques, would appear to be 
impracticable, and a determination that a shortfall of a given magnitude 
exists should, therefore, be taken as satisfying the requirement that the 
shortfall is of a short-term character. · 

II. Estimation of Trend and Shortfall 

·In paragraph 7 of the 1963 Decision it is laid do'WU that the Fund will 
seek to establish reasonable estimates regarding the medium-term trend of 
the member's exports "on the basis of appropriate statistical data in con­
junction with qualitative information about its exports prospects." This 
phrase appears to foreshadow a two-sided approach--11statistical" and 
0 qualitative"--to the problem of estimation. However, while statistical 
estimation can be carried out without qualitative appraisal, qualitative 
appraisal can scarcely be applied without the aid of some statistical 
information, and the true alternative approaches are those of statistical 
automatism and· the exercise of judgment, respectively. 

In the three cases in which the Decision has been applied thus far, 
the estimation of normal exports has represented a compromise between (a) a 
figure or figures arrived at through the application of automatic formulae 
to past statistical data, and (b) an estimate based on a combination of 
these data with a forecast for actual exports two years ahead, these fore­
casts in turn being arrived at by a process of market appraisal using all 
available information. 

The combination of the two methods in one form or another is justified 
by the knowledge that the result of either method is to a considerable 
extent uncertain. Any formula admittedly gives a precise answer; but no 
formula can be devised that gives a good.approximation of the medium-term 
trend, as here definea,·on the basis of past statistical data. On the other 
hand, any forecasting exercise must to some extent be subjective and uncer­
tain. Given these facts it is necessary to strike a reasonable balance 
between these two methods, each less than satisfactory, which at the same 
time assures countries as much uniformity of treatment as possible from one 
case to the other. 

1/ Calculations covering 48 countries show that almost 50 per cent of 
all shortfalls with respect to· a norm defined.as above last only 1 year, 
nearly 85 per cent no more than 2 years, and 96 per cent no more than 
3 years. 
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As regards the automatic statistical approach to the estimation of the 
1 II l" norm, the Fund has·, in the past, used two types of formu a, a genera 

formula and a "national'' formula, in both of which the norm for any given 
year is estimated as a weighted average of actual exports for the year in 
question and the two preceding years. In both cases the weights assigned 
to the various years are those which experience (of some ten years or more) 
shows tl provide the best approximation to the "true11 norm as defined 
above.! 

The "general" formula, used in calculations contained in the Fund's 
Report on "Compensatory Financing of Export Fluctuations," in all three 
applications of the Decisibn to date attaches a weight of .50 to the 
exports of the year for which the shortfall is being estimated, .25 to the 
preceding .. year, and.- •. 25 to the second preceding year. These weights were 
arrived at on the basis of analysis of the experience of some 48 countries 
over a period of nine testable years (thirteen years of data). While not 
absolutely the best of the formulae tested, it was chosen as a good formula 
with rounded weights close to those of the optimal formula. 

• 
11 National11 formulae have differed from country to country, the formula 

for each country being arrived at on the basis of experience affecting that 
country alone. It is intended to discontinue the use of "national" formulae 
on the ground that they are based on too small a number of observations, 
and complicate the statistical side of the e~ercise. 

As regards the more subjective or "qualitative11 estimate primarily 
based on market analysis, it is in the nature of the case iuore difficult 
to describe the method used, which varies from country to country. In all 
cases the procedure is first to estimate the average exports in the two 
years following the year for which the shortfall is being determined and 
then to take an average of the five years centered on the shortfall year. 
The forecast in c;i.uestion is conducted largely on the basis of commodity 
analysis, taking into account the prospective price movements for the 
commodity in question and the prospective volume movements in the country 
~n question. For the great majority of primary exporting Fund members, 
oO per cent to 90 per cent o~ total exports take place in a rather small 
number (1 to 4) of commodities, thus a large proportion of most countries' 
trade can be estimated on the ·basis of commodity market analysis. But 
there remains a sizeable residual for which no such analysis is possible and 
it may well prove desirable in particular cases to make a more or less 
automatic statistical estimate for this part of the exports. In this event 
the partial results of market analysis for major commodities would be com­
bined with a more mechanical result for the residual to arrive at a global 
estimate. 

Y The "true norm" for exports, 

xt-2 + xt-1 + xt + xt+l + xt+2 
5 

x, in any year t, i.e., Xt is defined as 

The problem is to find weights w
0

, w1, 

w2 , such that theestimated norm xt = w2xt_2 + w1xt-l + w
0
xt provides the 

best approximation to xt for all values of t. This is found by regression 
analysis for years in wnich the relevant export data are available. 
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In the past~ nstatistical" and "qualitative" estimates.have been given 
approximately equ~1·weight in determining the final estima;t(~ of the trend 
of exports. However, the "qualitative" estimates, involving a direct 
forecast of exports two years ahead, have been found in practice to yield 
better results than the formula. Experience has tended to bear out the 
judgment that a "better estimate could be made by the exercise of judgment 
based on an analysis of the causal factors at woi·lt than by any mathematical 
formula, however skillfully contrived, which is ba

7
sed on the mere statis­

tical magnitude of current and previous e..'tports.ll.! In future, it would 
seem advisable to give somewhat greater weight than in the past to the 
11 qualitative11 as against the statistical estimate. 

'III. Proposals Regarding the Mode of Determining the Shortfall 

A. Weight to be_ Given to· Past Years 

In the Resolution on the Study of Measures.Relative to the Compen­
satory Credit System of the International Monetary Fund, set forth at 
Annex A.IV.17 of its Report, the UNCTAD made the following request: 

"The Conference 

2. Requests that the International Monetary Fund, in its deter­
mination of the shortfall in export receipts, consider giving greater 
1"feight to the actual experience o:f the three preceding years. 11 

· 

The issue here, though it appears to be purely technical, in fact 
tcuches on a point of principle. At present, as has been explained above, 
the Fund's compensatory financing :facility is designed to compensate for 
shortf'alls from the :presumed current trend level of exports rather than from 
a previous trend level. It is designed to help countries to bring their 
export availabilities--export receipts plus compensatory drawings less 
repayments of such drawings--closer to the presumed trend ievel rather than 
to provide them with a financial buffer against reductions as compared with 
their previous standards. While it might be entirely appropriate to provide 
countries with such a buffer, it would seem preferable to supply this 
through the ordinary drawing facilities of the Fund, use of which could be 
made conditional, where necessary, on the adoption of measures to1 adapt the 
economy to new export conditions, or to improve the trend of exports, than 
through the compensatory financing facility, the use of which is more 
automatic. 

~ Compensatory Financing of Export Fluctuations, A Report of the Inter­
national Monetary Fund, February 1963, page 10. 
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It is because the aim of compensatory financing is conceived in the 
manner described above, that in the assessment of the norm with reference 
to which the shortfall is calculated account is taken of the expected 
exports of .the ensuing years, that a substantial weight in the determination 
of the norm is given to the current year's exports, and that no weight is 
given, for example, to exports three or more years anterior to the year with 
respect to.which the shortfall is being calculated. The weights assigned 
to the current and preceding years in the estimation of the· export norm-­
insofar as it is estimated by formula--were arrived at on the basis of 
experience as to which weights gave the closest estimate of the current trend 
and the best implied forecast of the.two years subsequent to the shortfall 
year. 

A formula in which no weight was given to the shortfall year would, for 
this reason, tend to lead to a higher estimate of the trend value, and 
hence a larger shortfall and a larger drawing entitlement. _Because of the 
long-term upward trend of exports, however, this effect .would generally be 
offset ·to som:e extent by the incliisi6ri.' 1ri- the weighting formula of the 
third year preceding the shortfall, or of still earlier years. From Table 2 
it can be seen that a formula for trend estimation giving-equal weights to 
the three years preceding the shortfall would have led, over the period 1951 
to 1964, to somewhat larger drawing entitlements than the present formula. 
The sarnet1'.Lble, however, shows that the 11performance11 of the scheme (as 
measured by the degree to which compensatory drawings and repurchases bring 
export availabilities closer the true' trend value, and the degree to which 
they tend to smooth out export availabilities) would not have been improved, 
but if anything, wo~sened by such a change in formula. It is not the 
object of the compensatory facility to· aim at the largest possible amount 
of drawings, and, as will be shown below, there are ways in which it would 
be possible for an increase in drawings outstanding to improve the perfor­
mance of the scheme significantly, or even for the scheme to be improved 
without a net increase in drawings outstanding. 

Some further points deserve mention. 

The element of forecasting involved in the determination 0£ a current 
rather than a past trend value of exports, though irksome and subject to 
uncertainty, is a good discipline for country and Fund alike, and may help 
to counteract the natural tendency to delay adaptations to changing circum­
stances. 

More important is the fact that measurement solely from a past level 
would frequently yield "shortfalls" which could not by any means be 
described as "temporary. 11 While countries with a rising trend of exports, 
even when the rise was subject to serious interruption, would seldom, if 
ever, be deemed to have shortfalls, those with a generally falling trend 
of exports would experience persistent shortfalls. Such a change in formula 
would necessitate the introduction of a separate determination as to 
whether or not the shortfall was temporary--a determination which, as already 
i~dicated, would involve forecasting much further ahead and hence a higher 
degree of guesswork than that involved in the determination of the trend by 
present methods. 
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The other alternative would be to drop the ·proviso that export short­
falls--or rather declines--should be temporary. But this would scarcely be 
compatible with the legal requirement of temporariness in the use of i;:und 
resources. 

For these reasons it seems on balance undesirable to alter the present 
concept of the export norm. 

Table 2. Fund Compensatory Financing Facility: l/ 
Comparison of Weighting Systems over Years 1951 to 196~ 

Average .. .. 

Limit Coefficients Drawing Drawings Approxi- Smooth-
Per Cent Applied to Years Entitle- Out- / matioil/ ness 

Ratio.2/ of Quota t t-1 t-2 t-3 ment 2/ standing3 Ratio-

.25 0 1/3; 1/3 1/3 1.04 .31 .022 .028 
.50 .25 .25 .97 .29 .023 .029 

.5o Q 1/3 1/3 1/3 1.82 .54 .033 .o46 

.50 .50 .25 .• 25 1.61 .48 .034 .o46 

1/ Scheme apP.lied to a sample of 48 countries. Drawings are assumed to be 
repaid one half in the fourth and one half in the fifth year after drawing, 
rega~dless of the level of exports in those years. The quotas in per cent of 
which the limits are expressed are.not present quotas but those obtaining at 
the relevant dates during the period 1951 to 1964. 

2/ Cumulative total entitlements over the period in billions of U.S. dollars. 
3/ Average for all years of total amounts outstanding in billions of U.S. 

dollars. 
4/ Proportionate decline in root mean a~uare percentage deviation of export 

avai+abilities from trend value of exports. 
5/ Proportionate decline in root mean square percentage deviation of export 

availabilities from trend value of such availabilities. 
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.B. Degree of· Reliance on Automatic Formulae 

Governor Pugliese, of Argentina, speaking at the 1965 Annual 
Meeting of the Fund on behalf of 19 Latin .American countries and the 
Philippines, mentioned as one of the fundamental aspects of the Fund's 
compensatory financing decision ·Which it would be advisable to consider, 

"3. · In ·conclusion., we would emphasize the non-automatic nature 
of the drawings permitted. In the decisions on individual 
cases submitted to the consideration of the Executive Board 
there has been some flexibility, although in all of them 
there has been no lack of a subjective assessment in the 
determination both of the amount to be compensated and of 
the circumstances in which the loss of income occurs." 

This question, so far as it concerns the determination of the shortfall, 
has already been considered at some length above. 

It has been the experience of the Fund, ·based not only on its own 
export forecasts but on those of outside bodies, that a closer ·est:i1nate of 
the medium-term trend can be arrived at by the use of short~term forecasts 
based.on commodity analysis than by reliance on the best statistical for­
mula. Whilo greater reliance on formulae might give countries a slightly 
higher degree of certainty as to the amount of compensation they could 
rely on, the proposed balance between the two methods of estimation would 
seem to give as much weight as is prudent to the 11automatic 11 element in the 
estimation process. 

C • Account to be Taken of Terms of Trade 

At the 1965 P nnual Meeting of the Fund, Governor Wanninayake of 
Ceylon made a suggestion in the following terms: 

"I was encouraged by the reference by Mr. Schweitzer to the 
work that the Fund is now undertaking to improve the compensatory 
financing facility. Sev~ral speakers have urg~d that compensatory 
assistance should be provided for a decline 1n the terms of trade 
rather than for a fall in export earnings alone. My own country's 
experience in recent years vividly illustrates the :i1nportance of 
this reform. We suffered a decline in the terms ·of trade by 13 
per cent in twq years aloneJ but since this was almost entirely· 
due to an increase in import prices we were unable to avail our­
selves of the compensatory.·financing facility. I do sincerely 

. hope that this particular improvement in the scheme will be made 
·effective at an early date. 11 

The terms of trade refer to the ratio between a country's export prices and 
its import :prices. Fluctuations in export prices are, of course, reflected, 
along with fluct11ations in ex.port quantities, in the flucntations in export 
proceeds. It might be argued that p:x:lce flm~t1Js.ti.onfl are more pro:oer1y 
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compensable than quantity fluctuations in that they are less easily affected 
by the policies of the exporting countries. On the other hand, some of the 
commonest and most genuinely short-run fluctuations in export proceeds are 
those arising from crop failures. More harm than good would probably be 
done by attempting to distinguish the specific roles of price and quantity 
in the fluctuations in export proceeds. 

The case is different where price fluctuations are concerned. There 
is undoubtedly a good economic case for compensating not the money value but 
the real va,l:ue, or importing power, of exports. An estimate of the latter 
could be arrived at by deflating exports (for the purpose of arriving at 
the trend value of exports) by an import price index,based on the shortfall 
year. 

There are, however, a number of practical and other objections to this 
procedure. Most primary producing countries have no import price index. 
Of those import price indices that exist many are unrepresentative or 
unreliable. Moreover, such indices usually become available several months 
later than the data on export proceeds, so that the lag in the granting of 
a compensatory drawing behind tµe occurrence of the export shortfall would 
necessarily be increased. It might be thought that, where the import price 
indices of developing countries are unavailable, unreliable, or late in 
appearing, estiiiiates could be formed on the basis of the export and import 
price indices of industrial countries. Such data, however, would provide 
extremely uncertain and disputable estimates for the imports of any , 
individual developing country. It has to be borne in mind that the 
developing countries that experience the largest fluctuations in import 
prices do so because they are substantial importers of primary products, 
often from other developing countries. Apart from such cases, the import 
price indices of primary producing countries do not, as a rule, show very 
large movements within a short period of years. For all these reasons, it 
seems better, at this time, to continue to adhere to the principle of 
compensating for shortfalls in export proceeds ~ather than in the importing 
power of exports. 

IV. Period for Which Shortfall is Calculated 

Thus far it has been the practice of the Eund to require that any 
request for the use of the compensatory facility shall relate to an export 
shortfall over the lii.test twelve-month period for which, at the time of 
the request, a reliable estimate of actual exports can be made. There 
must, in any event, be some maximum lapse of time within which any claim 
for compensation with respect to the exports of a given period should be 
made, and if the compensatory facility is to fulfil its purpose of 
enabling countries to stabilize their external expenditures as much as 
possible in the face of fluctuations in receipts, it seems desirable that 
the time lag between shortfall and compensatory financing should be as 
short as possible. (As indicated below, countries need not be deterred 
from applying for a compensatory drawing as soon as a shortfall appears by 
the fact that they will thereby preclude themselves from claiming.a ~~rger 
compensation a little later if the shortfall has by then increased.)11 

y See page 14 below. 
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':L._e r,:.'esent pr.r:..ct5_ce enables a claim for a compensatory drawing to be 
made at any time during the year with respect to the. twelve-month period 
immediately prec.eding. The question arises whether this right should be 
restricted in any way. There would seem to be no.advantage. in a system 
under which such claims could be made only with respect, say, to calendar 
years. A more plausible ·case could be made.for ruling that,"where exports 
are marked by seasonality, claims for compensatory drawings should be made 
only with respect to twelve-month periods wh1ch include all those months 
over which the principal export crop is liable to be marketed abroad. 
Otherwise, it might be argued, countries which marketed their crops early 
one year· and late the following season might show a shortfall over a twelve­
month period -that spanned two seasons·, whereas no shor~fall would appear 
from a comparison of crop years. Bearing in nil.nd, however,.that.most 
countries have a number of ex.port crops with different seasonalities, it 
is doubtful whether the variability of seasonality is sufficient to justify 
the introduction of a restriCtion which would both r·educe the value of the 
facility to the country and complicate its administration. It would be 
no easy task to determine for each country with respect to which twelve­
month .periods applications for compensatory financing would not be enter-
tained~ ·~oi:1:±d-a-J:so....;be--borne-in-m:i·na-t-l:Ja;t,4ny shortfall that ap~-ed VVC'-!___-~-"~.­

r· te;;::be:::8-r.-~~fii"'C:f8=.l~~w induced by deliberate delay in the marketing of a crop 
'-~ woulg,J be unlil,t'ely to be regarded as 11largely attributable to circumstances 

0~ c tJv.-,.p. \ ) beyond the· control ~:_ the member~· And::itr?'itR::i.s:~\S.Y;..en-t....:.w!;l~_d~..B.GJ;.;qJla.,J..;i,f;.y-f~-
1 ~" -~tGu:;.~a,W.J!l;J.'g. 

The arrangement outlined in the first paragraph of this section can be 
cri!-icized :from another angle, namely that even a time lag of a few months 

·between the shortfall and the compensatory drawing is undesirable, and that 
it would be better if the drawing could coincide with the shortfall. This 
means that the drawing would have to take place at a time when the precise 
amount of the shortfall was unknown. In order to meet this point and to 
encourage the use of the stand-by and ordinary drawing facilities for the 
compensation of export.shortfalls, it is intended, subject to what is said 
below, to allow members, within a six months period of any drawing, to 
reclassify all or part of it as a compensatory drawing under Paragraph 5 
of the Decision. The drawing, when first made, would have to satisfy the 
ordinary conditions for drawing in the tranche in question, or, if made 
tinder standby, the requirements appropriate to drawing under the standby. 
The reclassification of the drawing would have to satisfy the conditions 
for a compensatory drawing under Paragraph 5 of the Decision with respect 
to an export shortfall for the latest twelve months for which data were 
available prior to the reclassification. The amount reclassified could not 
exceed the runount of that shortfall. Such reclassification would confer on 
·the drawings the privilege of additionality as defined in (ii) of Paragraph 
6 of the 1963 Decision (with any enhancement of that privilege that may 
result from the separation of the compensatory.facility from other drawing 
facilities, discussed below). It would not, however, reconstitute rights 
to draw under standby. · 
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It is estimated that if both the compensatory facility and the privi­
lege of reclassification had existed over the period 1959-64, and the 
latter had been_exercised to the full--which might not in all cases have 
been to the country's advantage--some 20 to 25 per cent of all non­
compensatory drawings could have been so reclassified. 

V. Problem of Double Compensation 

It would neither be equitable, nor in accordance with the intention of 
the Decision on Compensatory Financing, that any member should be compen­
sated twice for the same shortfall, or more precisely, that the sum of any 
drawings made with respect to a:ny given shortfall should exceed the amount 
of the shortfall. 

Under the Decision a member can draw from the Fund with respect to a 
payments deficit arising out of an export shortfall either in the form of 
a drawing under ordinary tranche policies (referred to in Paragraph 4 of the 
Decision) or in the form of a drawing under the special policies outlined 
in ParagraPh 5 of the Decision. Moreover, it is intended, as indicated in 
the preceding section, that a drawing originally made under ordinary 
tranche policies could in certain circumstances be reclassified. The pro­
blem of double compensation may arise either with respect to two drawings 
under Paragraph 5, or with respect to a ~air of drawings, one under Para­
graph 5 and another under Paragraph 4. 

In the case of two drawings under Paragraph 5, it is proposed that, if 
the period with respect to which a second such drawing is requested to be 
made (or reclassified) overlaps with that for which a first such drawing 
has been made (or reclassified), ·the first drawing would prorated over 
the twelve months with respect to which it was given, and such part of it 
as corresponded to the overlap between the two periods would be subtracted 
from the drawing entitlement with respect to the second period. 

As regards the problem of avoiding double counting as between a 
Paragraph 5 drawing and an ordinary drawing which can be considered as at 
least partly undertaken for compensatory purposes, there is no real diffi­
culty if the ordinary drawing follows the Paragraph 5 drawing and is not 
made under a standby accorded before the latter drawing. In that case, 
the Paragraph 5 drawing will simply be "taken into account" as one of the 
many factors affecting the balance of payments situation of the drawing 
country on the occasion of any subsequent drawing or standby. 

The real difficulty arises if a Paragraph 5 dra-vling or reclassifica­
tion is requested after an ordinary drawing or standby arrangement. We 
then have to ask whether the. payments situation with respect to which the 
drawing or standby was given included any part of the export shortfall 
with respect to which the Paragraph 5 drawing or reclassification is now 
requested. Such a question would be hard to answer since an ordinary 
drawing or standby is not usually given to meet the payments deficit of any 
precisely defined period, still less to meet fluctuations in any specific 
item in the balance of payments. 
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One approach would"'be foi· some speci-fic statement to be made by the 
Fund at the time of the ordinary drawing or standby arrangement as to the 
proportion thereof, if any, that should be regarded as granted with respect 
to an export shortfall, and as to the period of the short!'all. In the case 
of standbys, however, account is more often taken of the possibility of 
future shortfalls than of the accomplished fact of past.shortfalls; and 
it is impossible to be precise as regards either the amount or the timing 
of future shortfalls. Some conventional rules will, therefore, have to be 
adopted as to the period and magnitude of the export shortfall deemed to 
be compensa-Sed by ordinary drawings or drawings under standby made prior 
to the request for a drawing or reclassification under the compensatory 
facility. 

VI. Responsibility for Shortfall and Policy Conditions 

According to Paragr·aph 5(a) of the Compensatory Financing Decision of 
1963, one of the conditions of a compensatory drawing is that this export 
shortfall should be "largely attributable to circumstances beyond the 
control.of the member." Where this condition is clearly not satisfied, it 
would be inappropriate for a drawing to be made under the compensatory 
facility. However, there may be ambiguous cases where difficulties of 
intcr~rctation arise. A shortfall can sometimes be attributed with equal 
proprfety to any one of a number of causes, some of which may be under the 
member's control and others not. For example, suppose a combination of 
the following: 

(a) 

(b) 

a ~ise\ in foreign demand for the c~tr.y.l-s--exportS;------~-----
--~~~~~~~~~--------

a short crop due to ~eather; 

(c) a rise in home consumptfon of the export product due to 
inflation, subsidization, or some other factor for which the 
government is responsible. 

Given the rise in prices resulting from (a), the shortfall in export 
value may be no greater than could be entirely accounted for by either 
(b) or (c). Again, suppose that a shortfall takes place in the exports of 
a given product due to "act of God" but that an increase in the export of 
other products, which would otherwise have offset the shortfall, fails to 
occur because of the :policies.of the member. Again, there may be cases 
where the shortfall would not have occurred without certain policies of.the 
member but these policies were reasonable in the light of all the circum­
stances; or cases where the short.fall could have been' prevented by certain 
policies but abstention from these.policies on the part of the member was 
reasonable in the light of all the circumstances. 

. ' . ' 

In such ambig~ous case's an interpretation favorable to the member 
requesting the comperisatory drawing should gerieraJ ly be adoIJted J and when­
ever the shortfall can be largely attributed to "circ11mstances beyond the 
control of the member" it should be so attributed. 
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One of the conditions for drawing under Paragraph 5 of the 1963 
Decisiop is that "the member will cooperate with the Fund in an effort to 
find; where required, appropriate solutions for its balance of payments 
difficulties." 

In the application of the Decision to individual cases, the Fund; in 
accordance with the intention of the Decision, has not attempted to reach 
agreement with the member on wbat the nature of these solutions would have 
to be. This has been left to subsequent aiscussions, and has not stood in 
the way of prompt action on a request for compensatory d::.:'awings. Never­
theless, in one case in which a compensatory drawing was requested, the 
country concerned made, at the time of the request; a statement of the 
policies it intended to follow. In the two other cases of compensatory 
drawings, the Fund subsequently reached agreements on appropriate policies 
with the cour1tries ~~. question. · 

VII. Se-pe.l'.'ation of the Compensatory Facili.ty from _other Drawing Facilities 

One of the measures which the UNCTAD proposed for consideration by 
Fund member governments runs as follows: 

"(2) To place compensatory credits entirely outside the 
structure of the gold and successive credit tranches, so that the 
drawing of compensatory credits would not directly or indirectly 
prejudice a member's ability to make an ordinary drawing." 

Presumably the measure recommended is to be interpreted in the sense 
that the amou!1t drawn urn~ler. the compensatory financing facility would be 
ignored by the Fund in computing the amount of drawing facilities still 
available to members under the principles applicable to the gold tranche, 
the first credit tranche, etc., as well as in computing the practical 
maximum drawing facilities open to members. In other words, the Fund would 
treat a. drawing request by a member as if' its holdings of member currency 
were less than its actual holdings by the amount of any drawings outstan­
ding under the compensatory financing facility. At present the Fund is 
prepared to waive the 200 per cent limit to the extent that compensatory 
drawings are outstanding. If the UNCTAD recommendation ~1ere accepted, the 
limits for gold tranche and first credit tranche policies would be extended 
beyond lOO per cent and beyond 125 per cent of holdingsJ respectively, to 
the extent that compensatory dro.wings were outstanding. Most compensatory 
drawings are likely to occur after a country has used its gold tranche 
and probably also it5 first credit tranche. To ignore the compensatory 
d1·aHings not only from the standpoint of the total drawing facilities of 
a member but also from the standpoint of tranche policies to be applied 
to the member would have the advantage of rendering the facility clearly 
additional in all respects" On the other hand, at any given level of 
holdings it would somewhat reduce the Fund's ability to secure satisfac­
tory corrective programs in the case of ordinary drawings. It would not 
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affect the level of charges corresponding to any given level of Fund 
holdings, nor would it affect the applicaq~lity to compensatory drawings 
of the repurchase provisions of Article V ;·:Section 7(b). The Fund is 
prepared to L'leparate the compensatory facility from either drawing facilities 
in the sense described abo¥e. 

VIII. The Limit on Compensatory Drawings 

One measure recommended by UNCTAD to Governments members of the Fund 
for study is: 

n(l) To increase as soon as possible the amount allocated by 
the Fund to compensatory financing over and above its current 
transactions, from 25 per cent to 50 per cent of a member country's 
quota. 11 

· 

It should be noted that the limit of 25 per cent of quota on out­
standing com~ensatory drawings under Paragraph 5 of the Decision is not 
an absolute one, but applies only "normally. 11 However, it would clearly 
be undesil.4 able for compensatory drawings to be accorded frequently or as 
a general rule in excess of the "normal" maximum. This would raise issues 
of discrimination, both with respect to the compensatory drawing facility 
and total drawing facilities accorded to different countries. ·It would 
also defeat one purpose of the compensatory facility, namely that a country 
can, to a large extent, rely on obtaining compensatory financing in the 
circumstances for which it is designed, and should, therefore, not have to 
rely on 11 rallonges 11 of this f'acility. 

It is also imDortant to bear in mind that the limit on drawings upder 
the facility is not the limit on the amount a country may draw as a result 
of a payments difficulty arising out of an export shortfall. It is always 
open to the country to request an additional drawing under the ordinary 
drawing policies applicable to its tranche position with the Fund. 
Admittedly, this would reduce the amount of drawing facilities available 
for other purposes. 

If one disregards the foregoing considerations, there can be J.ittle 
doubt but that over any extended period of years an expansion· of the 25 
per cent limit on outstanding compensatory dt?wings would add signifi-
cm tly to the value of the assistance provided. Calculations as to how 
the Fund ts compensatory f~cility might have worked if it had been applied, 
on a pure formula basfa,lt to the export earnings of primary producing 

l/ It is, of course, inipo-sil. ble .. to~e-stablisnl.n-retrospect precisely 
w:1at compensation would have been payable over the period 1951 to 1964 
under the p!·esent scheme and with a higher limit respectively, inasmuch 
as est.imates of trend and sh_ortfall would have been affected by quali­
tative appraisal as well as by f'ormula. 
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countries over the period from 1951 to 1964, and if it had been used to 
the full, indicate that an extension of the limit on outstanding drawings 
from 25 to 50 per cent of quota would have increased the effectiveness 
of assistance provided under the facility in a proportion roughly commen­
surate with the increa;;>ed "cost" involved. The extent t o which export 
availabilitie s are brought closer to the trend value of expor ts would have 
been increci.sed by almost 50 per cent, the extent to whi ch avail abilities 
are smootll;;d ou_t would have risen by some 60 per cent, while t he average 
drawings outstanding would have r :t:;;en by some 65 per cent. The dat aare 
set forth at Table 3. 

In the r ather favorable circumstances which have prevailed since the 
compensatory financing decision, only three compensatory dr.:i.wings have 
tak€n place. It is notewo:;..·thy , however, that in one of t hem ( the case of 
Sudan), the a~ount of compensation which would prima fac i e have been paid 
und(;.r the fa~ility was restricted by the existence of th~ 25 per cent 
maximum. In t he other two cases tbe amount of compensation paid was not 
so restricted but in each case a single compensatory drawi ng absorbed, 
respectively, 86 per cent and 71 per cent of a quota tranche. 

Table 3. C0mr:snsatory Financj :!Je; : Fund Scheme w1th/Vari8d 
Limit~ Applied to rats. for Years 1951- 6l~l_ 

Approxi- Smooth- Average 
ness Drawings 

Limit 
matio~/ 
RatiOo-' Ratiol/ Outstanding.!!/ •. 

• 25 of Quota .023 .029 . 29 

.50 of Quota 
(a} Unqualified .034 .o46 .48 
(b) Qualif Jed as to rate of 

use.L .035 .oL,7 .45 

None .100 .12l l. 36 

1/ Scceme applied to a sample of 43 countries. Coef fic i ents of . 5, 
.25 and .25 applied to years t, t-1, and t-2, respectively, to compute 
shortfalls. Drawings are assumed to be repaid one half in the fourth and 
one half in the fifth year after drawing, regardless of the level of 
expor~s in those years. The quotas in per cent of which the limits are 
expressed are not present quotas but those obtaining at the relevant 
dates during the period 1951 to 1964. 

g/ P'oportionate decline in root mean square percentage devi at ion of 
export availabilities from trend value of exports. 

JI Proportionate decline in root mean square percentage devi ation of 
export availabilities from trend value of such availabilities . 

4/ Average for all years of total amounts outstanding, in billions of 
U.S. dollars. 

2J Drawings outstanding may not increase in any year by more t han 25 
per cent of quota. 

• 
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From a compensatory financ g standpoint tlrereiS much to be said for 
extending the limit of the facility from 25 to 50 per cent. Since, however, 
it would involve an .addition to the amount of liquidity which the Fund 
provides on liberal conditions, it might tend to reduce countries' willing­
ness to have recourse to facilities of a more strictly conditional character. 
This weakening of conditionality, · which will be somewhat intensified by the 
separation of the compensatory facility from other drawing facilities which 
has been recommended in the preceding section, ~~erh.&jpQ....:t!:i.=.,.,ms2,a:li....1llJP'lJ:.o..__ 
\Milt dfsMvan1'ege ef "'fie pxoposal unaer ceneideraHon. 

Account should also be taken· of, the possible effect on the Furid·1 s 
liquidity, i.e., its effect on the probable level of drawings relative 
resources provided by quotas in the Fund. As shown in Table 3, if the 
compensatory facility had existed over the period 1951-64, and if all the 
48 countries covered by the table had made full use-- of that facility, an 
extension of the limit from 25 per cent to 50 per cent of present quotas 
would have increased the average amount of compensatory drawings out-
standing from $290 million to :$480 million. From the standpoint of Fund 
liquidity, however, what matters is not so much the average amount of com- \ 
pensatory drawings outstanding as the amount liable to be outstanding at 
peak periods. It is estimated that, on the assumptions set forth above, 
the extension of the limit from 25 per cent to 50 per cent would have raised 
the maximum amount of compensatory drawings outstanding within. the period 
from $400 million to. $740 .mill.ion or, say, from 18 per cen1; .. to 33 _:pez: c~_nt 
of the quotas of the countries concerned in the year--1955--in which these 
maxima occurred. on·the assmnption that potential peak year compensatory 
drawings outstanding at any given percent~ge l;llnit _h~ve _ ~p~qed since 

~} 1955 in proportion to quotas it may be estimated on the basis of the new 
~ quotasf aee8Bli.Rg effective in 1966, that outstanding drawings for a peak 

year like 1955 would mw amount to ~euea:t mgJPe 'hem $:i.,l99 end $g,aoo­
mi:_..iikm IM' ime 95 J8P een1' mid 58 pex cen b l:hni~.h if&liiJJiUi~~i;7;J~:ly-. ince, 
however, countries with adequate reserves will o~en not use opportunities 
for compensatory drawings that are open to them, or will not exercise their 
full entitlement to such drawings, and since any use made of the compen­
satory facility is likely to reduce .to some extent requests for ordinary 
drawings, the true magnitude of the additional use of Fund resources at 

' . I. 

peak periods involved in the extension of the limit would be unlikely to 
exceed say, $400 million to $500 million. Moreover, past experience 
woul suggest that while peak years for compensatory drawings outstanding 

~ · c:..1'( Cu V'v./:a~ ~ 

~Jk-Of~ ~ 
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would be likely to occur in years when non-compensatory outstandings were 
relatively high, they would not be likely to coincide :grecisely with the 
peak years for non-compensatory drawings outstanding.I! _ 

Balancing the divergent considerations discussed in this section, 
it is intend~d that: 

(i) the_ limit on the use of the compensatory facility under 
Paragraph 5 of the Compensatory Financing Decision of 1963 
should be raised from 25 per cent to 50 per cent of quota; 
but that 

(ii) the new limit should apply in all circgistances and not merely 
as with the present limit, "normally 11 ;~ 

'.:.,.·. 

(iii) iry ~ny twelve-month period the net expansion in drawings out­
standtng under Para.graph 5 of the Decision should not exceed 
25 per cent of quota; and 

(iv) any drawings the effect of which would be to raise drawings 
(\ outstanding und.;r Paragraph 5 of the Decision beyond 25 per 
1 

) c_e~f ~~~~~~~~-_E ~-_gr!:n t_ec~_ o?~Y ___ iJ __ the _ m~~99_,r_c.o.unt:i::,y:.,~ 
~ ---.._,,r~rQX:-__ ~ddition to fulfilling _t~e- requireme~~~ .9£.~~~~--~-~5!~on-,.-
'~ is fouiiff 't0-·11a.ve be-en following- policTes reasonably conducive 

/ HvVJ /':; /J\rvL, 7 to the development of its exports • 

( di\ ~'~f/ Outstanding Drawings in Relation to Fund Quotas, 195i-64 
~ (in per cent of total Fund q_uotas) 

Actual Fund Drai;dngs 
Less Hy1:iothetical 

All developed compensa~9ry 
countries .countries drawings.::;, 

_1951 12.1 3.5 0.1 
195g 11.0 3.0 206 
1953 l0.5 3.7 5.0 
i954 8.3 4.o 4.5 
_+955 6.0 3.3 4.0 
1956 11.9 3.8 3.9 
1957 21.8 7.9 3.2 
1958 21.2 8.6 4.6 
1959 11.0 5.8 2.3 
1960 6.9 5.9 1.3 
1961 18.o 8.7 1.4 
1962 11.6 9.0 1.6 
1963 11.6 9.6 0.9 
1964 16.1 8.9 0.7 

y Mixed Repurchase Scheme with qualified 50 per 
cent limit. 

2/ The relevant words of the Decision are: 11The amount of drawings 
outstanding under this decision will not normally exceed 25 per cent of 
the member's quota." 
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The limitation.suggested under (iii) above will impose a delaying 
effect in utilizing the compensatory facility· to the full extent proposed 
under (i). As will be seen from Table 3, this arrangement would probably 
yield slightly better results with respect both to approximation to export 
trend and to smoothness of ex.port availabilities than would an unqualified 
limit of 50 per cent of quota, and would be slightly less expensive to the 
Fund in terms of drawings outstanding. 

In connection with the delaying effect of proposal (iii), it should 
be borne in mind ·that Consultations under Article XIV or Article VII.I 
would provide an opportunity for testing the extent to which a member had 
implemented its undertakings under earlier compensatory drawings to· 
"cooperate with the Fund in an effort to find; where required, appropriate 
solutions for its balance of payments difficulties," and also the extent 
to which it was complying with the conditions set forth at '(iv) above. 

If the resources needed by a member to deal with a particular short­
fall exceeded the amount permitted under condition ( ii-i) above and the 
member desired additional assistance from the Fund, it would enter into 
discussions with the Fund for a drawing on the ter~s normally applicable 
to the tranche in which the country found itself • .Y . · This would be a 
drawing under Paragraph 4 of the 1963 Decision, and, as such, would not 
be limited in magnitude to any a priori percentage of the member's quota. 

IX. Repurcpase of Compensatory.-Drawings 

The third measure recommended by UNCTAD for study by Fund member 
governments is: 

11 (3) To explore wayf, to secure possible refinancing of 
compensatory. ·financing obligations of the developing countries 
in the event of a persistent shortfall in export receipts beyond 
the control of the country affected." 

While there is no specific provision in the Compensatory Financing 
Decision of 1963 for refinancing of compensatory drawings, refinancing on 
a short- to·medium-term basis would, in effect, be possible under present 
procedures in the circumstances that appear to be envisaged in the recom­
mendo:tion, viz., in the case where at the time when the repurchase falls 
due there is a shortfall in export receipts beyqnd the control of the 
affected country•' . The repurchase would, of course, restore the compen­
satory financing facility pro tanto, and if at that time an export short­
fall of the type described persisted, the member would be in a position 
to apply for a new drawing under this facility. It would not, however, 
be able to increase its outstanding compensatory drawings as much as if' 
there had been no repurchase obligation. Moreover, a country that had 

l/ In accordance with the proposal at p. ioabove, the terms in 
question would, of course, be determined by the Fund's holdings of the 
member's currency, exclusive of those arising from drawings outstanding 
under Paragraph 5 of the Compensatory Financing Decision. 
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made a compensatory drawing might suffer hardship by having to repurchase 
in a year in which, even though it had no shortfall, neither had it any 
excess of exports over the norm out of which it could afford to make 
repayment. 

This rajses the much more' fundamental issue as to whether repayments 
for compensatory drawings shoui.d take place according to the normal 3 to 
5 years rule, or whether they should take place, entirely or to a con­
siderable extent, in years in which exports exceed the estimated trend 
value. As can be seen from Table 4 below, schemes in which (a) repurchases 
were made exclusively out of export excesses, and (b) the full amount of 
such excesses was directed to repurchases would probably,, over the years 
1951 to 1964, have enhanced the degree of approximation to the export trend 
by over 20 per cent, and the smoothing effect of the facility on export 
availabilities by over 50 per cent as compared to schemes involving 
repurchase under the 3 to 5 year rule. This holds true whether the limit 
on outstanding drawings is 25 per cent or 50 per cent of quota. For 
schemes without limits the superiority of compensatory repurchase would 
have been still greater. 

Contrary to what might perhaps at first sight be a::isumed, the change 
in the timing of repurctases would also, save in the "no limit11 case, have 
reduced the average length of time for which compen~atcry drawings remained 
outstanding a:i.d hence have reduced the average amount of compensatory 
drawings outstanding at any one time. It seems probable, therefore, that 
a system whereby compensatory drawings are repaid out of export excesses 
rather than under the 3 to 5 year rule would do much to improve the 
performance of the facility without any additional "cost"--indeed with a 
reduction in cost--in terms of drawings outstanding. 

In order to apply this method of repayment for compe!lsatory drawings, 
calculations would have to be made at twelve-monthly inte1·vals to see 
whether or not export.excesses had occurred. These calculations might be 
made with respect to calendar years or Fund financial years, beginning with 
the first complete year following the drawing. Alternatively, and pre­
ferably, they might be made for each twelve-months period, beginning with 
the twelve months immediately following that with respect to which the 
drawing had been granted. Since it would be a matter not of a drawing 
facility, but of a repayment obligation, it would be inappropriate to 
rely to any extent on qualitative estimation of a necessarily subjective 
kind in calculating the export excess. This should be done on the basis 
of th~ statistical formula adopted as an element in the calculation of 
shortfalls. 
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. . . . ' 

[The followi_µg passage, to the. end .of the section on "Compensatory 
Facility and Fund Liqui.di ty, ir di verges substantially from the corresponding 
:ri·assa:ge· from the foot Of p. 22 top. 26 inclusive in SM/65/io1, -~md 
proposes a type of mixed repayment system for comp6nsatory drawings 
different from that proposed in SM/65/101. These changes were made to 
meet the point made by a number of Executive Directors that repurchases 
out of export excesses, though avoiding the difficulties that would arise 
from repurchase requirements occurring at a time of poor or mediocre 
exports, might ·have difficulties of their own in that the amount of· the 
repurchase obligation would not be known in advance. The system now pro­
posed attempts to avoid or mitigate both sets of difficulties, in a manner 
not undu.J.,y expensive to the Fund.] 

Two difficulties arise with respect to this fully compensatory system 
of repurchases out of export excesses. The first concerns the predic­
tability of repurchase obligations. Countries might occasionally find 
it difficult to repurchase compensatory drawings to the full extent of any 
excess of· actual over trerid value of exports, partly because an expansion 
in exports would probably entail some increase in import requirements, and 
partly because the obligation to repay would not be known with certainty 
until after the event. This difficulty should not be exaggerated.· Owing 
to the manner in which export excesses are calculated, only one half of any 
increase in exports over the average level in the two years preceding the 
excess year could give rise to a repurchase, and if serious problems on 
repurchase should nevertheless arise owing to circumstances affecting other 
i terns in the balance of pa;yments, i.t would always be poss·ible for· the Fund, 
under approp!'iate conditions, to agree to an ordinary drawing at the time 
of the. compensatory repirchase. Nevertheless, it is possible that countries 
might prefer to have their repurchase obligations expressed in a more 
predictable form. · 

The second difficulty arises from the fact that under the system of 
repurchase out of export excesses a proportion of the repurchases of compen­
satory drawings would prqbably remain outstanding for longer periods than 
has hitherto been deemed compatible with the temporary character of Filnd 
assistance. This does not mean that repayment would normally be more 
delayed than under the 3 to 5 year rule. Indeed, if, as indicated in 
Table 4, the amount of compensatory drawings outs~canding is generally 
.likely to be less when repayments are geared to exports -than when they .. are 
made under the 3 to 5 year rule, the average length of time for which-a 
drawing remains outstanding will proqably be less in the former thari in the 
latter case. More direct measm:ements of probable periods for which com­
pensatory dt'awings would remain outstann.ing if repayments were' also ·on a 
compensatory basis are given in Table 5, which is based on the experience of 
the years· .1951-64. From this it can be seen that, even with an' unqut;tlified 
limit of 50 per cent of quota, some two thirds of all compensatory d:iiawings 
would be repaid within 3 years, and more than four fifths within 5 years. 
The residue remaining outstanding beyond 8 years might be about 1 per cent. 
In considering these results, it should be borne in mind that the repur­
chase obligations under Article V, Section 7, would, of course, continue 
to apply--a fa.ct which could not be taken into account in the calculations 
set forth at Table 5. 



- 24 -

Table 4. Compensatory Financing: Fund Schjme 
with Varied Forms of Repayment, 1951-64! 

Repaymer:.ts System Fixed TermY CompensatoryJ./ Mixea.Y 
~---~--.....__--~--"'--~~~~~~~~-~~~~~~--= 

Approximation Ra~to2f 
Smoothness Ratio-:J / 
Average Drawings Outstanding.It 

Approximation Ratio 
Smootb...~ess Ratio 
Average Drawings Outstanding 

Approximation Ratio 
Smoothness Ra·t.io 
Average Drawings Outstanding 

Approximation Ratio 
Smoothness Ratio 
Average Drawings Outstanding 

25 Per Cent of Quota Lunit 

.023 

.029 

.29 

.028' 

.045 

.17 

0026 
.036 
.26 

50 Per Cent of Quota Limit (unqualified) 

.034 

.046 

.48· 

.042 
·.072 
.36 

.041 

.060 

.48 

50 Per Cent of Quota Limit (Qualified) 

.035 

.047 

.45 

.100 

.121 
1.36 

.oh3 

.071 

.28 

No Limit 

.155 

.216 
1.49 

.042 

.060 

.42 

'.160 
.205 

1.77 

1/ Weights of .50, .25 and .25 applied to years t, t-il, and t-2, res­
pectively, for estimating calculated norm. 100 per cent compensation 
of calculated shortfall. 

2/ Amounts outstanding at end of three years are assumed to be repaid 
one half in the fourth and one half in the fifth year after drawing, 
regardless of level of exports. 

3/ 100 per cent of export excesses applied to repayment in all years. 
4/ Repayment in five equal instalments, beginning in the year following 

the shortfall year: repayments on past drawings are deducted from exports 
· · for the purpose of computing shortfalls. 

5/ Proportionate decline in root mean square percentage deviation of 
export availabilities from trend value of ;xports. 

6/ Proportionate decline in root mean s~uare percentage deviation of 
export availabilities from trend value of such availabilities. 

7/ Average for all years of total amounts outstanding, in billions of 
U.S. dollars. 
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If the requirement that the Fund, al?_sistance be 11 temporary11 could be 
deemed to be adequately met by the manner in which export shortfalls and 
excesses are calc"l.tl.ated, and by the statiStical probability that tne· -·· 
average period of repayment will be short, this change is one which it 
would be advisable to adopt. However, it is conside.red that this require­
ment calls for a fixed maximum term for every drawing, which would make it 
difficult to adopt the repayment system under consideration in an uz:i.mo~-~-. _ -·­
fied form. 

A 11mixed11 system on the following lines would seem to meet both of the 
difficulties. referred to above and to combine many of the advantages of 
"compensatory" and 11 fixed term11 repurchase respectively: 

(a) Compensatory dr~:wings would be repaid in equal annual instal­
ments over a five-year period. 

(b) 

(c) 

In estimating export shortfalls for the purpose of making com­
pensatory drawings, the F:und .. would, '1.f .the meinber so requested, 
deduct fro~ the figure f.or actual exports any. repurchases on 
past ~ompenS:!:J.tory drawings that bad been made within 12 months 
prior to the ne:w compensatory drawing. Such deductions would 

_ not. ~ffe,c;t .tpe computatiqn of the export norm for the shortfall 
year. 

Any request for compensatory drawings involving a deduction 
S).J;~h as that described .at (b) apove woul.Q. l;Je met only if the 
Fund was satisfied that the member, in addition to fulfilling 
the requirements of Paragraph 5 of the Compensatory Financing 
Decision, had been following policies reasonably conducive to 
the development of its exports. 

To the extent that a. member took advantage of the deduction, the effect 
· of this arrangement would be that the member would repay, wi:th res.pep.t to any 

compensatory drawing,. !'lither the due instalmep:~ for the,_ year .or ,.its export 
excess, whichever was.the less. This would be easier on the member, in . 
resp0ct of the predictability and possibly the amoun.t. of the repayment in 
cer.ta?-n years, than the system of full compensatory repayment out of export 
excesses. It would differ from that system in two other ways·; ( i) Normal 
repurchases would be the occasion for a new compensatory drawing provided 
an appraisal partly on a qualitative and not entirely on a formula basis 
justified ouch a drawing, and the member declared that it was prepared to 
discuss i-'4.is1,,policy wit~ the Fund. (ii) The addition of paragraph (e) 
introduces the concept that the country would have to sa,tisfy the Fund:·that 
it had lieen pursuing rea?OJ1'3.ble export polic::1es even where the drawing, .. ; . · 
insofar as it was occa~i9ne.d by a repurchase, ,.,.,yrould fall within the first 
compensatory tranche. :: The latter f'eature. ,y.roµld eliminate one of the 
possible defects of the-~ully compensatory.repurchase system, viz., that a 
country will never repurchase if its exports, having once declined, continued 
to stagnate--insofar as the stagnation was attributable to faulty policies. 
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.Table 5. Duration of Drawings under Compensatory Repayments SysterJ/ 

(Period = 1951-64) 

25o/o of Quota Limit 5Cfl/O of Quota Limit 50~ of Quota Limit 
(Qualified) {Unqualified) 

Bil1~Per Cent Bill.ions Per Cent iITTI.Tc)'i'.ls 
of U.S. of of U.S. of of U.S. 
Dollars Drawings Dollars Drawings Dollars 

Total drawings .89 100 1.24 100 1.45 

Repaid: 
Within 3 years .74 83 .97 78 .97 

Outstanding after: 
Fifi;h year .09 10 .15 2/12 .27 
Eighth year .01 about 12/ about 1- about 

1/ Coefficients of .5, .. 25 and .~5 applied to years t, t-1, end t-2.i 
respectively.i to compute-shortf'alls. Full compensation of shortfalls is 
assumed. One hundred per cent of excesses.applied to repayment. 

Per Cent 
of 

Drawings 

100 

67 

lg/18 

2/ Since some of the drawings in questioh were still outstanding at the 
end of the period but had not yet reached their eighth year, this figure is 
an estimate. 

As will be seen from Table 4, the performance of this 11mix.ed11 system 
of repurchase, over the years 1951-64.i as measured by the approximation 
ratio and the smoothness ratio, would :probably have been bette:::- than that 
of the 11 fixed term" (3 to 5 years) system of repurchase, and only slightly 
inferior--except where there are no limits to outstanding drawings--to that 
of a fully compensatory system of repurchase out of export earnings. 

The 11cost" in terms of drawings outstanding is higher for the "mix.ed11 

system than for a fully compensatory system of repurchase. This is the 
price that has to be paid for increasing the predictability of repurchase 
obligations. The cost is, however, no greater--so long as the outstanding 
drawings of individual cou11tries are limited to 25 per cent or 50 per cent 
of quota--than under the present system of repurchase within 3 to 5 years. 

X. Changes in the Compensatory Facility and Fund Liquidity 

On :page,19 above an estimate was made of the possible charge on Fund 
liquidity that might arise from additional drawing s associated with an 
extension of individual country limits on outstanding compensatory drawings 
from 25 per cent to 50 per cent of quota. At this point, a similar calcu­
lation is in order as to the charge on Fund liquidity that might result from 
adopting both of the principal measures suggested above, viz., (a) the 
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extension of the limit from 25 per cent to 50 per cent with the qualifi­
cation that the increase in outstandings in any,Year should.nqt exceed 
25·per cent, and (b) the adoption of the 11mixed 11 system of replircha.se 
discussed above in place of the fixed-term syst~m of repurchase which 
applies at present. Some additional claims on Fund resources might also 
arise from the proposed separation of the compensatory facility from .~he 
other drawing facilities of the Fund, but this cannot be quantified and 
is unlikely to be large. 

. .. As can be seen from Table 4, ·the transition from 11fixed term" repur­
chase with a. 25 per cent of quota limit, tci a 11mixed" system of repurchase 
with a qualified 50 per cent of quota lirait would, over the 1951-64 
period, have involved an increase in the average level of potential com­
pensatory drawings outstanding from $290 million ,to $420 million, i.e., an 
increase.of $130 million. The maximum level of potential compensatory 
drawings outstanding would likewise have risen from .$400 million (in 1955) 
to $560 mj_llion (in 1958), i.e., by $160 millio~. On the aSS\llllption that 
peak year potential compensatory. drawings outstanding have expanded since 
1955-8 in proportion to quotas, the proposed changes in limits and 
repurchase systems might, under present conditions, raise maximum poten­
tial compensatory drawings from $1,lOO million to $1,500 million, i.e., by 
$400 millionfi Allowing for failure to use the full entitlement to corn-· 
pensator-J drawings and other factors, it seems unlikely that the increase 
in peak year drawings occasioned by the proposed changes would in practice 
e~ceed $200 million. 

XIq Conclusions for Action 

More than three years have now elapsed since the creation of the com­
pensatory financing facility, and though it has not been extensively used 
the Fund has had sufficient experience with it to review and reappraise its 
application and scope, As a result it has been deemed desirable both .. to 
clarify the circumstances under which the facility can be used and to 
introduce into it certain modifications designed to increase the effective­
ness of the assistance which the Fund.provides to members. 

In determ5.ning the medium-term export "trend for the purpose of calcu-
11?.ting the export shortfall tbe practice hitherto has been to give approxi­
tnateJ.y equal weight to statistical ~nd qualitative estimates, resp~ctivelyo 
Experience suggests· that qualitative estimates based on commodity analysis 
gives a closer estimate of the trend; consequently qualitative estimates 
will recej_ve a greater weight in the future. 

.. . At present, the Fund is prepared to waive the requirement that total 
·· outstanqing dravrings may not exceed the :F.'und holdings of a member 1 s .currency 
P~yon,d.200 per cent of quota either to accommodate compensatory dra':':i:,ngs or, 
to· the 'extent that compensatory drawings are outstanding, to accomm(}date 
other drawings. However, drawings under the compensatory facility are 
included in Fund holdings of the member's currency in applying the tr~nche 
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policies of the Fund to subsequent drawings. Full recognition of the 
special circumstances which give rise to compensatory drawings would make 
it desirable to · .. separate this facility from normal drawin&~ facilities of 
the Ftmd so that additions to the amount of compensatory drawings out­
standing would not in any way affect the tranche policies applicable to 
other drawings. 

While the use of the compensatory facility is most needed when a 
shortfall i;ppears, members may be precluded or deterred from requesting use 
of the facility at that time since the full amount of shortfall can be known 
only after the interval of several months. To meet this problem it is pro­
posed that within six months of any drawing, members should be enabled to 
reclassify all or part of it as a compensatory drawing and thus to restore 
to that extent. their normal drawing rights for future contingencies. 

Under the 19,63 Decision outstanding drawings under th~ compensatory 
facility are limited normally to 25 per cent of quota. It is believed that 
an extension of the limit on outstanding drawings from 25 to 50 per cent 
Qf quota would add substantially to the value of the assistance provided. 
At the same time it is impo1·tant to avoid such changes as would tend to 
weaken the ability of the Fund to exert its influence wj:(;h members toward 
early adoption .of sound corrective policies. It is, therefore, proposed 
that compensatory drawings outstanding may amount to a me.ximum of 50 per 
cent of quota} but that during any twelve-month period the amount of such 
drawings outstanding may not increase by more than 25 per cent of quota and 
that requests which would increase outstanding compensatory drawings beyond 
25 per cent of quota should be met only if the Fund is satisfied that the 
member has been following reasonably sound export policies. 

The question of repurchases of compensatory drawings has E>lso been 
reconsidered in light of the possibility that the course of ex~ort receipts 
may make it difficult for a member to repurchase drawings.fully within 3 
to 5 years. On the other hand, repurchase terms should not be so changed 
as to undermine the revolving nature of Fund resources. Balancing these 
considerations, it is proposed that compensatory drawings should be 
repayable in equal annual instalments over a five-year period but that the 
member should be able to offset such repurchases against actual export 
receipts for the purpose of determining the amount of any new compensatory 
drawings if it is able to satisfy the Fund that it has been pursuing 
reasonably sound·export policies. 

XII. Decision 

In tbe light of the foregoing considerations, Decision No. 1477-(63/8) 
of February 27, l963, on Compensatory Financing of Export Fluctuations is 
hereby amended by the deletion of paragraphs (5) through (8) and the sub­
stitution of the following paragraphs: 
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u(.5) The Fund has reviewed its policies to determine how it could 
more·::readily assist members, particularly primary exporters, encountering 
paym~nts difficulties produced by temporary export shortfalls, and has 
deci~ed that such members can expect that their requests for drawings will 
pe met where the Fund is satisfied that 

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

'' I 
. (b) the member,will cooperate with the Fund in an effort to find, 

where required, appropriate solutions for its balance of 
payments di~.fi.r;mlties. 

' . 
Drawings outstanding uhder·th;is_paragraph may amount to.50 per cent of.the 
member's quota provided-.: that: ( i) such drawings will not 'be increased by a 
net amount of more than per cent of the member 1 s quota in arry 12-month 
period, and (ii) requests for drawings which would increase the drawings 
outstanding under this paragraph beyond 25 per cent of the member's quota 
will be met only if the Fund is satisfied that the member has been following 
policies reasonably conducive to the development of its exports. 

(6) A member req~esting a drawing under paragraph .(5) will be expected 
to represent that it. will make a repurchase corresponding to the drawing in 
equal annual instaJrnents to commence one year after the drawing and to be 
completed not later than five years after the drawing. However, in esti~ 
mating export shortfalls for the purpose of drawings under paragraph (5), 
the Fund will, if the member so requests, deduct from the :figures for actual 
exports an amount equivalent to· ·any i·epurchases made with respect to past 
drawings under paragraph ( 5.). within J2 ··months of the re·quest for the new 
drawing. A request for a drawing with-respect to a shortfall which results 
in whole or in part from such deductions will be met by the Fund if. it is 

· sat;isfi1ed that the member, in add:L·tion to fulfilling the requirements of 
paragxa.ph ( 5) , has be~n following poiicie:s. reasonably conduc.i ve to the 
develo].)ment of its ex:ports. · 

(7) Whenever the Fund's holdings of a member's currency resulting 
from an outstanding compensatory drawing under paragraph ('5) are reduced, 
by thi;; member's repurchase or otherwise, this will restore pro tanto 
the member 1 s :fo.cili ty to make a further compensatory drawing unde:t· that 
paragraph, should the need arise. 

( 8) When drawings are made under pa1:agra:ph ( 5) , . the Fund will so 
indicate in an ap:p:i:·opriat:;e manner. Within six months from the date of any 
drawing which is not under paragraph (5) and to the extent that it is still 
outstanding, a member may re~uest that all or part of the drawing be reclas­
sified and treated, for all purposes of this decision, as a drawing made 
under paragraph (5). The Fund will agree to such a request if at the time 
of the request the member meets the requirements for a drawing of an equal 
amouirr, under :DHraera11h ( 5) and makes the representation as to repurchase 
appropriate to such d1:aw 1ne;s; which representation will then be substi­
tuted for the original repurchase representation. 
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(9) In order to implement the Fund's policies in connection with 
compensatory financing of export shortfalls, the Fm1d will be prepared to 
waive the limit on Fund holdings of 200 per cent of quota, ~here appro­
priate. 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. 

Moreover, the Fund will apply its tranche policies to drawing requests 
by a member as if the Fund's holdings of the member's currency were less 
than its actual holdings of that currency by the amount· of any drawings 
outstanding under paragraph (5). 

(10} 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 meinber 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. 

(11) The provision of credit to deal with the bale.nee of payments 
effects of ex:port fluctuations provides imrnedia,te relief for a country's 
short-term difficultj_es. 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 
difficultiBs) 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 tbJ~ough a 
strengthe.ning and broadening of their economies. The last mP.ntion~d 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 an~ 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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APPENDIX "A" 

United Nations Conference on Trade and Development 
Final Act anu Report 

Annex A. DJ .17 

Study of Measures Related to the Compensatory Credit System 
of the International Monetary Fund 

The Conference, 

Considering that the compensatory credit system put into operation 

by the International Monetary Fund since February 1963 constitutes a 

definite step towards the solution of short-term financing problems, 

Considering that, in view of the short-term' 'needs of developing 

countries derived from fluctuations in their ei:J?ort receipts, this system 

should be reviewed, 

1. Recommends that Governments members of the. International Monetary 

Fund study the following measures: 

(1) To increase, as soon as possible, the amount allocated 
by the Fund to compensatory financing, over and above its 
current transactions, from 25 per cent to 50 per cent of a 
member country's quota; ·· 

( 2) To place compensatory. credits entirely outside the struc­
ture of the' gold and successive. credit -[:;ranches, so that the 
draw:_ng of compensatory credits wou];d not directly or 
indirectly prejudice a member's ability ·to make an ordinary 
drawing; · 

( 3) To explore ways to secure possible reftnancing of compen­
sa-tory financing·obltgattons of the developing countries in 
the event of a persistent shortfall in e.xport recelpts beyond 
the control.of the country affected. 

2. Req-u.ests that the International I!lonetary Fund, in its determina-

tion of the shortfall in export receipts, consider giving greater weight 

to the actual experience of the three preceding ·years. 
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Excerpts from Speeches of Governors 
at the 1965 Annual Meetings 

AFGHANIST .. '\ll {Governor Achac zai) 

APPENDIX 11B 11 

The recent fall in basic commodity prices and difficulties in market­
ing total available supplies will necessitate compensatory financing in 
the coming months. To meet these needs, the facilities of the Fund need 
improvement. 

ARGENTINA (Governor Pugliese, on behalf of 19 Latin American countries 
and the Philippines) 

We should like to reiterate our opinion once more regarding ·the 
decis;ion adopted in 1963 hy the Executive Board of the Fund on the compen­
satory financing of losses in the export proceeds of prfr,1a,ry-:producing 
countries. We recognize that this represents a contribution toward the 
partial solution of this very important problem. However, it would be 
advisable to consider three fundamental aspects: 

1) The need for considering the compensatory tranche in addition 
to the normal credit facilities of the Monetary Fund. The 
decision of February 1963, indeed, permits the drawing without 
taJdng into consideration the position of the requesting 
country with regard to the credit tranches. Neverth~less, the 
drawing has been added to those already made and ~~hus may 
affect the country's position in respect of future transactions 
with the Fund. In our opinion it is of the greatest :importance 
that the compensatory drawing be allotted quite sepa.rat.ely from 
the others and invested with the supplementary nature that the 
different schemes favored by our countries have always upheld. 

2) The amount available under this type of loan;i limited to 25 per 
cent of each member's quota, is of insufficient size even in the 
case of very moderate depressions. If this ceiling were raised 
from 25 to 50 per cent, more significant resources would be made 
available to the countries exporting primary products, without 
this entailing a very heavy burden on the resources of the insti­
tution. 

3) In conclusion, we would emphasize the non-automatic nature of 
the drawings permitted. In the decisions on individual cases 
submitted to the consideration of the Executive Board there 
has been some flexibility, although in all of them there has 
been no lack of a subjective assessment in the determination 
both of the amount to be compensated and of the circumstances 
in which the loss of income occurs. 
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CEYLON {Governor Wanninayake) 

I was encouraged by the reference by :r:.:rr. Schweitzer to the work that 
the Fund is now undertaking to i.'11.prove the compensatory financing facility. 
Several speakers have urged that compensatory assistance should be provided 
for a decline in the· terms of trade rather than for a fall in export earn­
ings alone. My ovm country's experience in recent years vividly illus­
trates the :i.mportance of this reform. We suffered a decline in the terms 
of trade by, 13 per cent in two years alone, but since this was almost 
entirely due to an increase in import prices we were unable to avail 
ourselves 'of the compensatory financing facility. I do sincerely hope· 
that this particular improvement in the scheme will be made effective at 
an· early a.ate. 

CHil~A (Governor Lee) 

However, the scanty a:pplicl:!-tion that developing countries have made 
of the compensatory financing facility of the Fund would seem to indicate 
that the economic problems of developing countries cannot readily be solved 
through temporary accessibility to credit. 

GREECE {Governor Zolotas) 

• • • improved facilities for compensatory financing and more flexible 
conditions for drawings and repurchases should also ·be ·envisaged to provide 
for a direct corr~ribution to the liquidity position of ~eveloping countries. 

IRAQ (Governor Haseeb) 

M8.iY I point out 'in .. this connection that the compensatory financing 
scqe.~e of the Fund,. though adrriirable in· itself, suffers from one drawback. 
The bar.rowing ·facility under this scheme ·available to primary producing 
countries when. tµe shortfa.11 in their exports due to factors beyond 
their control. ... SJnce the decline in exports in such. cases would be 
temporary and se;I.f-correcting, the Fund should not make the facility 
conditional 011 the· pursuit by the country: concerned of particular policies 
about its general balance of payments position. 

SUDA.W {Governor El Hindi) 

Appreciative as we are of the Fund rs efforts in this respect, we 
strongly feel that the terms and conditions under which the Fund provides 
such compensatory assistance (and, indeed, any other assistance) should be 
reconsidered with the view of softening them. It is no secret that a 
very limited number of members have so far made use of these arrangements, 
in spite of the pressing need of many for such assistance. 
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UGANDA (Governor Kalule-Settala) 

While the Fund's operations are properly concerned with short-term 
balance of payments aspects, it may not be possible under conditions of 
fluctuating export earnings to differentiate between the short- and the 
long-term aspects. Such conditions tend to make public deb~ burdens unduly 
onerous on developing countries which base the servicing of their public 
debt burden on the expectation of a steady and reasonable growth in export 
earnings. It is therefore important in my view that both the Bank and the 
Fund should continue their efforts to find solutions to these problems. 
The Fund, on the one hand, should review the present compensatory financing 
arrangements to take account of the problems of fluctuating export earnings. 
The Bank, on the other hand, should continue to play a prominent role in 
evolving price stabilization machinery for primary products in association 
with UHCTAD~ 

UNITED ARAB REPUBI,IC (Governor Kaissouni of the Bank) 

Thus;· the compensatory financing facility could be increased from one 
tranche to two tranches and the criteria for using this facility could be 
irr.proved to take into account results to date and discus.sions in UNCTAD. 

VIET-NAM (Governor Truong Thai Ton) 

In particular, the noriliberal trade policy adopted by developed 
countries has obstructed: the entry into these countries of primary manu­
factured products from the underdeveloped countries. To be sure, the action 
of the Bank and Fund in the form of compensatory financing granted to 
countries exporting primary products or in the form of assistance for the 
development and expansion of trade has been highly effective. However, 
the action ne~essary for the removal of discriminatory t.rade practices or 
other obstacles to the development of international trade should be hastened. 
This action should be supplemented by a complete revision of the present 
system of ihternational payments. We also have high hopes that with the 
generai increase in Fund quotas, the Fund will be able not only to grant 
compensatory financing facilities on a broader basis, for example, by 
increasing the percentage of this financing, but also to consider ways to 
aid countries which have experienced a temporary export shortfall as a 
result of crop losses caused by war, floods or other natural calamities. 



July 15, 1966 

Thia i• in answer to your letter of July 8th on compe!l8atory 
financing. 

I hope you rill '• able to delay co.pletioo of your atudy until 
the end of Sept•ber. It seem• 11.ltely u.Mly that the 'Pund will take 
a new deciaion on compensatory f ilumc:lug by that time, which would take 
into account the various points ude by the 1964 UNCTAD meeting. On 
that occaaion ve would also issue, probably, a pretty exteaaive 
report indicatin1 how we approach the more. technical question• auch •• 
the eaaureaent of abortfalla. I cannot, however, let you ?ur.'e any 
prni of thi• material. 

For the tiae being, the beat information on hov cOBtpeusatory 
f inaneing work.a i• coutaiued in an original Pund report on this 
nbject (enclosed) and in the statement that Mr. Ylemtug recently gave 
to an UNCTAD COllllittee (alao encloaed). 

It ia perhapa worth recallill that Pund COllll>eD•atory f 1D81lCing ta 
based on a country's total export•, which -Y 98ke it leas relevant 
to the atudy of an individual commodity where that cOlllllOdity i• ly 
a relatively small proportion of a country's exports. 

You vill find all neceaaary information on a country's poaiticm in 
the Fund in Int•Pnatlmtat l'i'241UJ'ial Stati.stios. The poattion at any 
moment of time ia in the general table I. Table II gi•e• trauactions 
with all menabere in eacb year since 1956. In the aectiona on individual 
eouutries, you will find, under "International Liquidity" the more detailed 
h1atory of a country'• tranaactiona vith the Fund and the total amount 
it could •till drav within the 200 per cent limitation (•groaa Fund 
poaition1

). Compen .. tory fiunc1n drawings can, however. brtns a country 
beyond thi• lf.att up to a maximum of 225 per cent of quota aud in the case 
of one of our c enaatory fina1teing drawing•, that of the U~, the 200 per 
cent limit va• in fact exceeded. 
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Aa to the ao1t recent balance of payment• information, th• be•t 
source of published infot'l'llation is still IntBJ'rlational Plnanaiat 
Statieti.oa. In any event, t pre1ume that your study i• not concerned 
with the very abort- run balance of payment• poaition of countries. 

I hope the above go•• 1omewher• toward• meeting your need : if I 
can do aaythin1 more plea•• let me know. 

Mevr. R.'tHooft 
Corelliatraat 6 
All9terdam 1 z .• Netherland• 

Sineer ly yours, 

Jacques J. Polak 
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Dr. J. J. Polak 
Direotqr Research and Statistics Department 
International Monet~ Fund 
19th and H. Streets 
WASHINGTON, n.c. 

Dear Koos, 

I have been asked by the International. Rubber Study Group to 
do a paper for them on compensatory or supplementary finance in the 
framework of the studies of their Working Party on the future of natural 
rubber. 

My general ideas on this subject were first published in an 
UNCTAD paper I sent you, entitled : 'l'lie International Organisation of 
Commodity Trade : Case Study of Natural Rubber. (The old reference 
number TD/1\IAC.2/4 has in the meantime been ch~ged into ,:'D/B/C.l/PSC/3.) 

It will be cleaJ" to yol,1 from the paper that the kind of com­
pensation I am thinking of has nothing to do with the Fund; if I had 
my way - which I will not get - it would come closer to deficie~cy pay­
ments. 

My new pap~r however will have to go into compensation in a 
more technical way, first exploring the existing mechanisms to see if 
they answer my problems, even partl,-. I think I have a fair notion of 
how IMF c~mp~in. works, but I would like to be able to quote some official 
text, i~ necesaary. Moreover, I hear that at present the Fund is en­
gaged in changing tbe rul~s, which I will have to take into account. 

Apart from this I wc:m.der if you could help me with some 
stat~stics. I will be able to find the more i~portant balance of pay­
ments items in IFS, and the national accounts in UN National Accounts 
publ~Eations. But it would also be of interest to know how far the 
countries concerned have been into the Fuad·~g recent years and what 
their quotas and therefore their drawing ~ight~ar,.e at present, in order 
to compare this with possible shortfalls of rubber earnings. The coun­
tries concerned are : Malaysia, Indonesia, Thailand, Vietnam, C&ylon, 
Liberia, Nigeria, Brazil, Cambodia and a few others. I know you have 
nQ-tning on Indonesia; of the others only Malaysia, Thailand, Vietnam 
and Ceylon are of real importance, .Possibly with the addition of Liberia 
and Nigeria. 

I would therefore be very happy if you would send me a copy 
of the most recent rules and regulatio~s regarding IMF compensatory finance, 
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and the present q~otas and drawing rights of the countries mentioned 
above t<:>gether with their recent balance of payments behaviour. Of 
course anything else which you think may help is very welcome. 

I will be in Geneva only till July 13th, so any stuff you 
send had better go to my hom$ address, Corellietraat 6, Amsterdam, z. 

Sorry for writing to you in English, because of the typing. 

Page '.~~---
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

Mr. Damenech's Statement o Compensatory Financing 
Executive Board Mee -----~---

July 6, 1966 

Mr. Chairman: 

The document which is being ana.lized (SM/66/77) has been drawn 
up in response to various requests for reconsideration, submitted in dif­
ferent ways and on various occasions, in order to modify the actual 1963 
system. 

The new document, in general, is very interesting as are the 
specific conclusions for action; obviously, there are same nuances and 
aspects which one would surely deal with in a different manner or with 
different emphasis; however, it must be acknowledged that this document 
covers, for example, a good part of the recommendations formulated at the 
last Annual Meeting by the Governors for Latin America and the Philippines, 
about which I wish to express my satisfaction in principle. 

In this matter of the compensatory financing of exports, per­
haps more so than on other occasions, the different positions of the 
industrialized countries and of the exporters of raw materials are high­
lighted. Therefore, it is a challenge to our imagination, as well as to 
our technical and political capabilities to find a point of coincidence 
which will make possible an organic and realistic decision fulfilling the 
objectives pursued, to be offered to the member countries of the Inter­
national Monetary Fund. Furthennore, the experience of the 1963 Decision 
allows us - while also committing us - to be more precise than on that 
occasion. 

As I have already said, the Fund staff has made available some 
very interesting information in the document under consideration, which 
allows the member countries, particularly those countries which export 
raw materials, to formulate criticisms and suggestions to the document 
as a means to help attain the objectives of this Institution, in order 
that financial assistance be made available to the member countries at 
the appropriate time and in an appropriate manner. This is to say that 
the analysis which is presently being formulated, for reasons of time, 
concentrates on the principal aspects which do not directly reflect a 
consensus of opinions and, for the time being, no specific mention will 
be made regarding the many aspects where agreement exists, on which 
subject the staff could have condensed the observations and preoccupa­
tions put forward, on various occasions, by the countries exporting 
raw materials. 
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Under the conditions described, I have allowed myself to express 
herein my main camments in order that the Executive Directors and the staff 
should have time to reflect upon them prior to tomorrow ' s meeting . 

Considering the document from a general point of view, it would 
appear that the staff has a preconception regarding the inability of 
member countries of the International Monetary Fund to administrate t hei r 
foreign payments situation, which seems hard to expect member countries 
to accept. (For example, page 13: "It should also be bor ne in mind that 
a.ny shortfall that appear ed to be artificially induced by deliberate delay 
in the marketing of a crop would be unlikely to be regarded as "largely 
attributable to circumstances beyond the control of the member" and in this 
event would not qualify for a compensatory drawing.") 

In the second place, the proposed modificati ons could be consider ed 
as fonning part of a complicated and a long-drawn-out mechanism, whi ch pro­
jects some discretionary behavior on the part of the Fund in relation to 
the trade and payments policies of the member countries; as well as a means 
of the estimation of the exporting potential of the countries; and of the 
economic policy conditions which the countries have to adopt in order to 
fulfill the estimates established in the document under review. 

Furthermore, the introduction of a complicated mechanism for 
estimating future exports and other studies leading to a discretional 
evaluation of drawing facilities, presents administrative complications 
both for the member countries as well as for the International Monetary 
Fund which, as a result, would find itself committed to increase the 
size of its staff . 

It should be noted that the proposal in Section I is deemed to 
be most suitable, whereby drawing facilities should only be utilized when 
the reduction occurs in the export earnings, independent of the variations 
which may result in international prices or in the buying capacity of the 
exports . In this way, the variations of the tenns of trade (which is a 
long-term and not a short-term matter) is out of the que·stion, and the 
system thereby tends to be utilized in situations in which the shortfall 
of exports results from contingent events not related to 
changes in economic policy conducive to same. The compensatory credit 
would operate correct ly in order to meet contingent situations equivalent 
to those on which the existence of international reserves is partially 
based. 

In another vein, it can be pointed out that in the statistical 
mechanism proposed on page 5 it would appear that no provision has been 
taken into consideration regarding the corrections in the purchasing 
power of the unit of account which is adopted in the calculation of the in­
dex figures of the export values. (For example, if the U. S. dollar were taken 
to be a unit of account, and if the value of same tended to decrease annually an 
historic series of values would have to be corrected, based on these 
variations. Perhaps a solution would be to consider the export values 
in 196o dollars, as is the practice of the Department of Commerce of 
the United States, with its own statistical series of values.) 
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In Section II, on the other hand, there appears to be a logical 
contradiction in the presentation of the method of "moving averages" by 
which the consequent calculations would be carried out. A mean 
is a representative .indicator of the statistical series to which it cor­
responds, as also its "stand.a.rd deviation". To uphold, therefore, on 
pages 6 and 7, a method based ~n these characteristics and then to doubt 
that they are representative, unless judgments of value are introdu~ed, 
implies a contradiction. 

The proposed combination of taking the average of the last 
three years from statistical data and of the next two years from estimates 
presupposes the introduction of discretionary elements iP the operation 
of the system. This implies the creation of complicated bureaucratic and 
significantly costly mechanisms - which have already been commented upon -
in order to administrate the system. Finally, to base the system on judg­
ments of value could presume the possibility of unequal treatment for the 
different members of the Fund. 

The key point of the method given in Section III {page 8) is 
found in the proposal concerning the expansion of the faculties of the 
International Monetary Fund with regard to the economic and trade policies 
of member countries. In order to qualify for the use of these credit 
facilities, the countries would have to fulfill a number of requirements 
and conditions, in respect of their economic policy, of the same nature 
as those corresponding to credit tranche operations, however, with par­
ticular ref~rence to export policies. This cannot be operational in this 
context. 

It is clear that the spirit of the provisions concerning the 
use of credit in the case of a temporary shortfall in export earnings, 
refers to cases in which such a fall would be the result 
of contingent events. For this reason, it is necessary to avoid over­
shadowing the true spirit of the proposal, i.e., that the temporary 
shortfall in exports should not be due to changes in 
the economic policy of the Fund's member countries directed toward 
that end. 

It might perhaps be relevant to clarify what is meant by the 
affirmation that a shortfall in exports is determined as an "Act of 
God", that is to say that it is not due to changes in the economic 
policy of the exporting country, avoiding any ambiguity in defining 
such situations as those arising from causes which are beyond the con­
trol of the member countries. Likewise, the Fund's financial assistance 
could not be subject to a prior modification of the country's economic 
policy, since the later repayment to the Monetary Fund c~uld well be 
based on the gradual disappearance of the same contingent causes which 
originally were the cause of the financing. All that could be required 
is that the country involved should not have modified its economic 

policy""- 'J./ '< 1 t L /.. "' IN!:; 

~ ~ 
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In this way, for example, the paragraph on page 20 which states: 
11 is found to have been following policies reasonably conducive to the 
development of its exports", could be changed to read: " ••• is not found 
to have been following consciously designed policies directed toward a 
restriction of the development of its exports". 

Reverting to the subject of automatism, it is also considered 
that: (1) countries exporting raw materials would like to know, in 
advance, what is their theoretical drawing capacity in the event of a 
shortfall in their exports, and not a posteriori after long and complicated 
studies and negotiations; (2) if those countries cannot avail themselves 
of the drawings relatively quickly, they would have to enforce corrective 
internal measures in order to avoid a deterioration in their balance of 
payments (import restrictions, etc.) which, logically, would hardly come 
under the philosophy of the Articles of Agreement, and would finally 
render the financing tardy and relatively sterile . 

One small formal matter, on page 30, point 11, the folluwing 
sentence appears: "Members generally have actively cooperated with the 
Fund ••• ". Should not the reverse be said: "The Fund generally has 
actively cooperated with members ••• "? 

It is consequently my hope that these remarks, as also those 
made by other Executive Directors, will give the staff of the International 
Monatery Fund the opportunity of drawing up a new automatic proposal and 
which will be of a more flexible nature. I am absolutely certain that on 
this future occasion, which I trust will be in the very near future, the 
well-versed and recognized imagination of the staff of the International 
Monetary Fund will provide us with a new document that will satisfy all 
the member countries with respect to this subject, which is of such great 
importance for the countries exporting raw materials and also for the 
remaining countries, as it is a part of the theme of internatinnal liquidity 
on which, as our main nbligation, we work daily, always bearing in mind 
that liquidity is the business of the Fund. 

• 
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(i) While the language o:f' the decision ia ea.re~ wrded to. 
avoid ~ appea.ran,ce of disarimina.tion, it is e.st:'a;:matter or fact 

· ,. .. , . : recognized that the facility is of benefit only' to certain kinds · .. 
· · . of Il1'F member countries and not to others~. We assme that 1 t is ·.·, · ·; 

· . open onl:v' to less developed. prima.ry producing countries 1 and would .. 
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· · · . be iJurpr:l.sed if' a. request for a. compensa.tor;y f'inancing drawing were · · 
received from a rela.tivel:r veal.thy- country. This f'esture does not 
seem to be :f'Ully consisten·t: or compa.tib1e w1 th the vievr which has 

.· ·• emerged in the broader discussions of international. liquidity that 
all classes of countries have silllilar needs for international · 
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'·. liquidity- and that discrimina.tor;y treatment ahould be avoided 
, · wherever possible. If' certain kinds of countries receive espe- · 

· cially- favourable treatment as in the compensatory financing . 
fa.d.lity, it would be more difficuJ.t to resist pressures from·. . .. . 

· · other kinds of countries for special treatment in other regards. · 

: :;· ·. · ·~ .(2) It has eJ.so become apparent that the present facility fail~. 
·' · - : · '' · ' >.to cover adequatel:r the needs of member countries tor assistance 
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. tram the Fund in meeting the balance of ~ents consequences of 
·.unfavourable events which are outside their control. To date, . 
· · there hs.ve been only three drawings under the compensatory t'inanc- · 

·. : ing f'acility'1 but there have also been three drawings by countries 
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'\Illich have suffered natural disasters mich have given r.t.se for an 
. ; . abnormal need for imports. 'l'hese countries a.re Chile, Yugoslavia, 
.. ·:and moat recently India.. SU.ch ca.sea have not fallen under the 
<.compensa.tor;y financing facility-, but they have not been treated 
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·::as tlra'Wings under normal. Fund policies end the usual conditions 
,:.tiave not been~ applied, in recognition of the special and 

:. extraneous nature of the need. · We seem to be developing an 
·.emergency dratr.tng :f'acUity ~ case lav rather than by explicit 
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·· · : ' > · Vl.thi:a the same quantitative limits the amount ·which uas estimated to be the .. · 

. ·,:., :'. '. direct foreign exchange cost of flood, earthquake, crop failure, or s:1milar · ·., ·. 
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- , : recent Indian drawing. · · · ,:. 
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·::The cktnerai Counsel has indicated that this . propost:il Vouid ·noi encounter·. 
aJ3\V' diffiaulties o£ a legal nature. !rhere are practical difficulties ceri.ter:tilg 
around the problems of de:t'im.llg a natural Qisaster and estimating its foreign 
exchanse cost, but experience has indicated that these dif'fioulties are not 
insuperable. 'l"he pX'O:posal would have the advantage ot formulizing our present 
practices and 'also of rendering the campensatory financing facility- more uni ... 
versal in its applioation or at least less obviously' discrlminatory, and this. 

· . would seem ~o be an important advantage. It seeins illl.probable tha.t it would · 
, . · · significantl;y increase the· calls on Fund resources since the only cases where·, 

dral11:cgs might be made ~ch 'Will not be made nmr are those a.rising from e. 
natural disaster a:t:f'ect:l.rig a country which has already used up its normal· · .;· · 
dra11ing rights. 
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!rhis discuss:lon ts not so mch designed to argue the case for a specific::, 
proposal as to point up the ·need for a c:aretul review of the compensatory · :' · 
financing facility and 'for a.n exploration ot the various lreys in w'aich 1t '.: 

·might be improved. ~e ma;r ·well be other and better 'Wi'i'ey'S of improving 1 t• ·~: 
To reconsider the fa.cU1t7 and only enlarge it, 'Without :recognizing the exis-' 
tenceof such deficiencies as.those described above, would seem to bee. some-
'What ·unsatisfactor.r course of a.ct1oz:t. · · 
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.J•• 7, 1966 

J. J. Polak 

Co!p!Daatot:Y Fi11ancing 

I vould •ua••t the followina u a •ub•titute for the lat panaraph 
on paae 26. It• •1• •rit i• to eliaiute the nfereaee to •nflaaolq," a 
ten which I vo111.d prefer aot to uae, not e-.en in iaftrt•d commas. It alao 
llakea ct .. r that the new thtaa tbat aultparaaraph (e) doe• ta to apply the 
prOYiaioa to the firat coapenaatory twanche~ 

.b a aeparate point, I thialt ._.thiq oqbt to be doae for c.}arity 
to iadteate which part• of the nev decteion are, in fact, reprinted fro11 th• 
old deciatoa. 

cc: Mr. ltcoletopo lo• 
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Te th• extent that a ...t>er took adYaBtaa• of th• deducti • the effect 
of thi• arraraa••nt would be that the Mllber would repay, w1 th rupect to ay 
coapenaatny 4rawtna, either th• due iaatalaat for the year or ite uport 
excess, vhichewr vu the lu•. Thi• would he uaier on tb• ...t>er, in re.pact 
of th• pndtctUility &Gd poeaibly the aount of the repayment ta certain years, 
tho th• ayata of full c09penaatol'J' repayaea.t out of export exce•a... It would 
differ fro. that •yatn ta tvo other way•. (1) Roraal rep11Hbue• would be the 
eccaaion for a new C011p91U1atory drawtna provided an apprai•al partly cro a qualita­
tiw aad not entirely on a fonula ba•i• j\IStified •uch a drariaa, and the •aber 
declared that it was fnpared to diacuaa its policy with the Pmld. (ii) Th• 
additiOD of paraaraph (c) tatroducea the coucapt that the country would haYe 
to asaure th• Fund that it had b•n punutna reuonable export polidu e'ftn 
where th• dr..t111, iuofar •• it waa occuioned hy a repurch&M, would fall 
vitbia the first coapeaeatory tranche. 



Compensatory Financing of Export Fluctuations: 
Developments in the Fund'~ Facility 

Prepared by the Research and Statistics Department 
in consultation with the Legal ·Department, Exchange and 

Trade Relations Department, and the Area Departments 

June 2, 1966 

The following paper has been prepared on the basis of SM/65/101 ("The 
Fund's Compensatory Financing Facility Reconsidered") of .December lO, 1965, 
revised in the light of the discussion at the Executive Board seminar of 
December 17, 1965, and recast in the form of a draft report by the Furid 
ia.n,no':1Ilcing changes in its ·compensatory financing facility. 

It is suggested that the Executive Board should consider this paper 
with a view to revising its 1963 Decision on Compensatory Financing before 
this year's .Annual Meeting. · · ' 

The Decision on Compensatory Financing has now been in existence for 
over three years and is ripe for review and revision as part of the normal 
operations of the Fund. The revisions proposed, whether their scope 'is . 
measured in terms of potential cost of Fund resources or of potential use 
by members, are not comparable in character o~ in order of magnitude with 
those ' involved in any schemes to .create ~ternational r.eserves, whether 
through the Fund or otherwise, and it would seem unn&cessary and inappro­
priate to defer consideration of them until decision has been taken on the 
other and la.re;er matter .• 

The Fund'~ compensatory financing facility might well be affected if 
any scheme for supplementary financing of the type now under consideration 
under UNCTAD auspices were bro:ught into existence. ' However, it would be 
possible, and seems desirable for the Fund to go ahead with the revision 
of its compensatory facility without reference to this possibility, while . 
at the same time considering what further amendments to the Fund facility 
might be desirable if and when arrangements for supplementary financing 
were brought into existence. 
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Introduction 

In February 1963, in response to an invitation extended by the United 
Nations Commission on International Commodity Trade at its tenth session 
in May 1962, the Fund issued a report entit.led. 11 Co.m:peri.sat9:ry_ Financing of 
Export Fluctuations.'n ·This report, 8.fter reviewing the problems involved 
in Fund financing of fluctuations in exports of :primary exporti~g countries, 
set forth in its concluding chapter an Executive Board DecisionY covering 
two points: (a) g_uotas and (b) drawing policies. 

With respect to quotas, the Fund declared its willingness to give 
sympathetic consideration to requests for the adjustment of the quotas of 
certain :primary exporting countries, ·particularly those with relatively 
small quotas, to make them more adequate in the light of fluctuations in 
export proceeds and other relevant criteria. 

As regards Q.rawing polj.cies, the Fund introduced a new facility, of. 
which the principal features are as follows: 

(1) It is open to all member countries, but designed in particular for 
primary producing countries. 

(2) It is designed to compensate for temporary shortfalls in export 
receipts, rather than in export prices or in the terms of trade, or in the 
linporting power of exports. 

(3) By .temporary shortfalls are meant deviations from a medium-term 
trend in export receipts • 

. . ( 4) Compensation is paid in the form of a drawing subject to the 
normal conditions of repayments for Fund drawings, including an outside 
li.."Ilit of 3 to 5.years. 

(5) Compensation has been paid to the full extent of the calculated 
shortfall, subject to the proviso that the total of compensatory drawings 
outstanding should not normally exceed 25 per cent of quota. 

( 6) The poJ,icies of .members drai~ing under the .faciiity do not have to 
meet the tests that the Fund would apply in the case of a non-compensatory 
drawing in the same tranche. ·However, members do have to satisfy the Fund 
that.they are encountering payments difficulties, that the shortfall is of 
a short-term character, and is largely attributable to circumstances beyond 
the member's control, and that the member will cooperate with the Fund in 
an effort to find solutions, where required, for its payments difficulties. 

~ Decision No. 1477 (63/8) of February 27, 1963, Selected Decisions, 
Third Issue, p. 4o. 
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Quota Adjustments· and Export Fluctuations 

· The Executive Board Decision on Compensatory Financing has now been in 
ope~ation for over three years, and the time has arrived when certain of 
its aspects can appropriately be reviewed. 

In Paragraph 3 of that Decision, the Fund recognized that some quota 
adjustments might be required or desirable, as follows: "The quotas of many 
primary exporting countries, taken in conjunction with a reasonable use of 
their own reserves, are at present adequate for dealing with export fluc­
tuations such as have occurred during the past decade. In those instances, 
however, where adjustment of the quotas of certain primary exporting 
countries, and in particular of countries with relatively small quotas, 
would be appropriate to reake them more adequate in the light of fluctuations 
in export.proceeds and other relevant criteria, the Fund is willing to give 
sympathetic consideration to reg_uests for such adjustment." 

Since February 1963 the Fund has taken steps--apart from the general 
quota increase which came into effect on February 23, l966--to implement 
this paragraph in several ways. 

In the first place, it'has approved more than 22 quota increases under 
a special policy applied to developing countries with relatively small· 
quotas; 15 other countries appear to be eligible for such quota increases 
under that policy. 

Secondly, the Fund facilitates drawings by such countries to enable 
them to purcllase the amount of gold that must be paid in connection with 
the quota increases referred to above. This gives them the benefit of a 
quota increase immediately, and makes it possible to spread the reserve 
cost of the increase over a number of years. 

Finally, in co~sidering applications for individual quota increases, 
even from countries other than the above, the Fund has modified its basis 
for calculating quotas in such a way as to improve the position of 
developing countries. Variability of trade, which was a component of the 
so-called Bretton Woods formula, has now been.defined in terms of standard 
deviation around a five-year moving average. ·This new definition provides 
a more accurate measure.of variability and is thus more favorable to quota 
calculations of.raw materials exporting countries. The Fund has also 
modified the formula to give greater weight to trade and the variability 
to trade, and less welght to national income and international reserves. 

The Fund's Compensatory Fe,cility 

It might have been expected that the drawing facility established by 
·the Fund in February 1963 to provide compensatory financing for export 
fluctuations would by this time have been used often enough·to provide 



- 4 -

ample illustrations of the type of problems that were ],iabl¢ .. :to ar.ise . :i,n 
applying it, and possibly also to indicate ways in which it could be 
improved. :In fact, however, few countries have bad even'a prima facie 
case for us·ing it, and three countries have actually drawn: (1) Brazil 
in June 1963 for the' sum of $60 million (21 per cent of quota); (2) the 
United Arab Republic in October 1963 for the sum of $16 million (18 per 
cent of, quota); and (3) Sudan in June 1965 for the sum of $11.25 million 
( per ·cent··of quota) .Y This infrequency of use is largely attributable 
to the fact, illustrated in Table 1, that price developmen'ts over the past 
three or four years have been such as to permit the export earnings of less 

·aeveloped primary producing countries to show a generally upward trend, 
though one that tended to flatten out in 1965. Even the substantial 
declines in price of tropical foodstuffs (other than coffee), which began 
in spririg 1964 and continued through the greater part of 1965 have· not 
reacted sufficiently on earnings to evoke many opportunities for the use 
of the facility. 

Despite the small number of instances of use, there has been enough 
experience and enough reflection on the variety of situe.tions that might 
present themselves to permit of a reconsideration of several of the features 
of the 1963 Decision. Moreover, a number of suggestions have been made 
both inside the Fund--notably at the recent Annual Meeting of the Board of 
Governors--and outside the Fund, as to ways in which the Fund's compen­
satory financing facility might be amended or improved. 

Most of these suggestions are summed up in the three recommendations 
made by the United Nations Conference on Trade and Development of 1964 to 
Governments members of the Fund as to changes that might be made in the 
facility, and in the re~uest which it addressed directly to the Fund. The 
UNCTAD reso.lution containing these recommendations and request is repro­
duced at Appendix A. It will be seen that most of the points made by the 
Governors are covered in the UNCTAD Resolution referred to above, except 
for the reference to automatism in the speech of Governor Pugliese, and the 
reference to terms of trade and import prices in the speech of Governor 
Wanninayake. 

Temporary Character of Shortfall 

Drawings under Paragraph 5 of the Compensatory Financing Decision of 
1963 may be made only when the requesting member experiences payments 
difficulties produced by a temporary export shortfall, i.e., by an export 
shortfall which is "of a short-term character. 11 Such shortfalls, according 
to Paragraph 7 of the Decision, are to be identified on the basis of 
11 estimates regarding the medium-term trend of the member's exports.n In 
the 1963 Decision itself, no definition of the medium-term trend is given. 

1/ The quotas referred to in these percentages are those applicable at 
the time the drawing was made. 



Table l, Changes in Prices and Export Earnings for 
Primary Producers in 1962 to 1965 

PriccsY · - Export Earnings 
Percentage inci·ea:se or 

decr>;!ase ( -) from previous- y_ear 
Countries mainly Perc·entage. iricrease :· · 

. · dependent on . r
19
ro
6

m_,? :pre
1

v
96
ia
4
us yl.

9
ea
6
r
5
_3/ .. Comrnodi ty 1963 . 1964 · · J.965 

~~~~~------~~~~~~-----~-
·'specified commoditiesg/ _ 

~~~~-~~~-'--~~_;;...~~ 

Met al s and minerals.±/ 

Agricultural products 
Food 

Coffee 
Sugar 
Cocoa 
Wheat 

Non-food 
Cotton 
Wool 
Rubber 

All exports.Y 

20 
31 
. 4 

185 
20 
.l 

4 
2 

18 
-7 

18 

21 

30 
-31 
-8 
4 

29. 

-5 

2 

13_ 

-12·· 

-17 
-5 

-64 
-26 
-5 

-5 
-6 

-13 
-1 

-9 

.Metals and minerals -2 24 13 -

·Agricultural products 12 10 4 

(a) Coffee 12 8 7 ' 
(b) Mixed tropical 

foodstuffs 11 11 3 
(c) Maii:~ly. temperate 

products 14 12 2 

( d) Fibers and rubber 10 2 9 

(e) Mixed 7 11 5 

Mixed Mineral and 
. AgricultUral 8 7 2 

. All countries 11 10 1-i. 

1/ Group price changes are derived from indices published by the_NIESR (London). Specified commodity . 
price series relate to world marke.t quotat.ions for representat·ive grades on1y, and thus_ exclude the· influence 
of prices determined under contracts. 

g} Defined as at least one half of export earnings, as clas:sified. ·Excludes countries dependent on 
petroleum. Data relate to 71 countries. 

3/ Provisional. . , · 
Tj) Excluding petroleum. 

'i. 

V1 
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However, in the earlier Fund report, "Fund Policies and Procedures ~n 
Relation to the Compensatory Financing of Commodity Fluctuations,"Y the 
trend or norm 1vas defined for purposes of illustration as the ·average 
of actual exports for the five years beginning two years 'previous and 
ending two years ·subsequent to the year for which the trend value 1ms 
calculated. The same definition was adopted in the staff paper cited on 2; 
page 10 of .the report on "Compensatory Financing of Expor:t Fluctuations, 11

-

and it was on the basis of this definition of the "ideal" trend or norm 
that certain conclusions were drawn in that report as to the best stat:i,s­
tical method of estimating it in the absence of complete information.3/ 
This is also the definition that has been adopted in all applications of 
the Compensatory Financing Decision to particular countries up to the 
present time. 

In the absence of precise quantitative knowledge as to the nature of 
the economic forces at work in determining trends and fluctuations, a moving 
average seems the best and most flexible way--better, for example~ than 
fitting a trend line of any a priori shape--of reflecting what is meant by 
trend. Moving averages of 4years, 5 years, or 6 years, respectively, · 
might, any one of them, serve as a reasonable definition of a "medium-term" 
trend. However, a 5-year period is preferable to the others in that it 
contains a middle year, the. trend value of which can ·be defined as the · 
average 0£ the period. The trend value for any.year in any time series 
must anticipate the figures for subsequent as well as reflect those of 
previous years in that serieso If this is not.done--e.g., if the trend 
values are determined solely as an average of past years--the trend line 
might lie persistently above, or below, the actual series to a substantial 
extent, which would be contrary to the normal meaning of the ,term "trend." 
Only if the moving average is centered in the manner illustrateu above can. 
one expect to find, over a reasonable period of time, a rough balfr/cing of 
shortfalls and SUl.'pluses of act:ual exports wi t.h respect to trend.-

Once the best possible estimate has been made of the meqium-term trend, 
and hence of the shortfall_, if any, from that trend, in accordance with 
Paragraph 7 of th~ Decision, no separate judgment is required as to whether 
the shortfall in question is "temporary" or of a "sho1·t-term11 character. 

y 
2/ 

Norms 

IMF Staff Papers, November 1960, p. 9. 
J. Marcus Fleming, Rudolf Rhomberg, and Lorette Boissonneault, "Export 
and Their Role in Compensatory Financing," Staff Papers, Vol. X, 1963. 
"Compensatory Fi:qancing of Export Fluctuations, 11 pp. 17-18. ~ The balancing of surpluses and deficits is £ar from perfect, however; 

in-any 5-year period there is likely to be either an excess of surpluses 
over deficits exceeding 50 per cent of gross surpluses, or an excess of 
shortfalls over surpluses exceeding 50 per cent of gross shortfalls. This, 
however, appears to be quite unavoidable. There is no way of defining a 
norm or trend consistently from year to year in such ·a way as to secure. a 
perfect balance of surpluses and shortfalls over any give.n period. 
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The definition of the trend itself is such as to make it likely--though one 
can rn::ver l)e certairi--that shortfalls with respect.to ~twill be of short 
duration.Y Any attempt to make a separate determination as to whether 

·a given shortfall would cease to exist within, say, 2 or 3 years would 
involve estimating for that period ahead not only actual exports--which, 
as is indicated in the following section, may be involved in the estimation 
of the current norm--but also the export trend itself. To forecast the 
latter would involve estimating exports for still further years ahead. 
This, in the present state of forecasting techniques, would appear to be 
impracticable, and a determination that a shortfall of a given magnitude 
exists should, therefore, be taken as satisfying the requirement that the 
shortfall is of a short-term character. 

,_Estimation of Trend and Shortfall 

In paragraph 7 of the 1963 Decision it is laid down that the Fund will 
seek to establish reasonable estimates regarding the medium-term trend of 
the member's exports "on the basis of appropriate statistical data in con­
junction with qualitative information about its exports prospects • 11 This 
phrase appears to foreshadow a two-sided approach--"statistical11 and 
11 qualitative 11 --to- the problem of estimation. However, while statistical 
estimation can be carried out without qualitative appraisal, qualitative 
~ppraisal can scarcely be applied without the aid of some statistical 
information, and the true alternative approaches are those· of statistical 
automatism and the exercise of judgment, respectively. 

In the-three cases in which the Decision has been applied thus far, 
the estimation of normal exports has represented a compromise-between (a) a 
figure or figures arrived at through the application of automatic formulae 
to past statistical data, and (b) an estimate based on a combination of 
these data with a forecast for actual exports two years ahead, these fore­
casts in turn being arrived at by a process of market appraisal using all 
available- information. 

The combination of the two methods in one form or another is justified 
by the knowledge that the result of either m9thod is to a considerable 
extent uncertain. Any formula admittedly gives a precise answer; but no 
formula can be devised that gives a good approximation of the ·medium-term _ 
trend, as here defined, on the basis of past statistical data. Ori the other 
hand, any forecasting exercise must to some-eietent be subjective and uncer­
tain_. Given these facts it is necessary to strike a reasonable balance 
between these two met2ods, each less than satisfactory, which at the same 
time assures countries as much uniformity of treatment as possible from one 
case to the other. 

1/ Calculations covering 48 countries show that almost 50 per cent of 
all shortfalls with respect to a norm defined as above last only l y~ar, 
nearly 85 per cent no more than 2 years, and 96 per cent no more than-
3 years. 
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As regards the.automatic statistical appro~ch to the estimation of the 
·norm, the. Fund hc;s, in the past, used two types of fol'lllula, a "general11 

formq.la. and a .:11national11 formula, in both of which t.he norm for any given 
year, is. e.stimated as a weighted average of actui:i.l exports. for the year in 
q_uestion.~nd ·the·two preceding years. In both cases the weights assigned 
to the v~riou~ years are those which experience (of some ten years or more) 
shows ,1/ provide the best appr_ox:iraation to the "true11 norm as defined 
above._ 

The "generait' formula, used in calculations contained in the Fund's 
·Report on 11Compensatory Financing of Export Fluctuations, 11 in all three 
applications of the Decision to date attaches a weight of .50 to the 
exports of the year for which the shortfall is being estlinated, .25 to the 
preceding year, and .25 to the second preceding year. These weights were 
arrived at on the basis of analysis of the experience of some 48 countries 
over a period of nine testable years (thirteen years of data). While not 
absolutely the best of the formulae tested,- it was chosen as a good :formula 
with rounded weights close to those of the optlinal formula. 

11National11 formulae have differed from country to country, the formula 
for each country being arrived at on the basis of experience affecting that 
country alone. It is intended to discontinue the use of 11 national" formulae 
on the ground that·they are based on too small a number of observations, 
and complicate the statis-tical side of the exercise. 

As regards the more subjective or 11 qualitative11 estimate primarily 
based on market analysis, it is in the nature of the case more difficult 
to describe the method used, which varies from country to country. In all 
cases the procedure is first to estimate the average exports in the two 
years !ollowing the year for which the shortfall is.being.determined and 
then to take an average of the five years centered: on .the shortfall year. 
The forecast in question is conducted largely on the basis of commodity 
analysis, taking into account the prospective price movements for the 
commodity in question and the prospective volume movements in the country 
in q_uestion. For the great majority of primary exporting Fund members, 
60 per cent to 90 per cent of total exports take place in a rather small 
number (l to 4) of commodities, thus. a large proportion of most countries' 
trade can be estimated on the ·basis of commodity market analysis. But 
there remains a sizeable residual for which no such analysis is possible and 
it may well prove desirable in particular cases to make a more or less 
automatic statistical estimate for this part of the exports. In this event 
the partial results of market.analysis for major corrnnodities would be com­
bined with.a more mechanical result for the residual to arrive at a global 
estimate. 

y The 1'true norm11 for exports, 

xt-2 + xt-1 + xt + xt+l + xt+2 
5 

x, in any year. t, i~e·;. ::tt is defined as 

The problem is to find weights w
0

, w
1

, 

w2 , such that the estimated norm xt = w2xt_2 + w1xt-l + w
0
xt provides the 

best approximation to AL for all values of t. This is found by regression 
analysis for years in wfiich the relevant export data are available. 
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In the past, "statistical" and-"qualitative" estimates have been given 
approximately equal weight in determining the final estimate of the .trend 
of exports. However, the "qualitative" estimates, involving a direct 
forecast of exports two years ahead, have been found in practice to yield 
better results than the formula. Experience has tended to bear out the 
judgment 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 ba

7
sed on the mere statis­

tical magnitude of current and previous exports."l In future, it would 
seem advisable to give somewhat greater weight than in the past to the 
"qualitative" as against the statistical estimate. 

Proposals Regarding the Mode of Determining the Shortfall 

A. Weight to be Given to Past Years 

In the Resolution on the Study of Measures Relative to the Compen­
satory Credit System of the International Monetal:'y Fund, set forth at 
Annex A.IV .17 of its Report, the UNCTAD made the following request:· 

"The Conference 

----- --·---- -- --

2. Req_uests that the International Monetary Fund, in its deter­
mination of the shortfall in export receipts, consider giving greater 
weight to the actual experience of the three preceding years." 

This request, though it appears to be purely technical, in fact involves 
a point of principle. At present, as has been explained above, the Fund's 
compensatory financing facility is designed to compensate for shortfalls· from 
the presumed current trend level of exports rather than from a previous 
trend level. It is designed to help countries to bring their export 
availabilitj_es--export receipts plus compensatory drawings less repayments 
of such drawings--closer to the presumed trend level rather-:ri1'anm provide 
them with a financial buffer against reductions as compared with their 
previous standards. While it might be entirely appropriate to provide 
countries with such a buffer, it would seem preferable to supply this 
through the ordinary drawing facilities of the Fund, use of which could be 
made conditional, where necessary, on the adoption of measures to adapt the 
economy to new export conditions, or to improve the trend of exports, than 
through the compensatory financing facility, the use of which is more 
automatic. 

~/ Compensatory Financing of Export Fluctuations, A Report of the Inter­
national Monetary Fund, February 1963, page 10. 
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It is because the aim.of.compensa~ory financing is conceived in the 
mann~r describ~ci above, j;hat in the assessment of the norm .. wi th reference 
to wq.ich the shortfall :j.s calculated account ts take:r;i of the expected 
e:l.[ports of the ensuing years, that a substantial weight in.the determin,ation 
of· the .riorrri. is given to ·the current year's exports.,. and that no weight is 

.given, for example, to.exports three or more years anterior to the year with 
.respect. to which the shortfall is being calculated. The weights assigned 
to the current and preceding years in the estimation of the ehrport norm-­
insofar as it is estimated by formula--were arrived at on the basis of. 
eXperience as to which weights gave the closest estimate of the-current trend 
and the best implied forecast of tpe two ye~rs subsequent to the shortfall 
year. 

A formula in which no weight was given to the shortfall year would, for 
this reason, tend to lead to a higher ~stimate of the trend value, and 
hence a larger shortfall and a larger drawing entitlement. Be·cause of the 
long-term upward trend of exports, however, this effect would generally be 
offset to some extent by the inclusion in the weighting formula of the 
third year preceding the shortfall, or of still earlier years. ~rom Table 2 
it can be seen that a formula for trend estimation giving equal weights to 
the three years preceding the shortfall would have led, over the period 1951 
to 1964, to somewhat larger drawing entitlements than the present formula. 
The same table, however, shows that the "performance" of the scheme (as 
measured by the degree to which compensatory drawings and repurchases bring 
export availabilities closer the .true trend value, and the degree to which 
they tend to smooth out export availabilities) would not have been improved, 
but if anything, worsened -by such a change in formula. It is not the · 
object of the compensatory facility to aim at the largest possible amou..~t 
of drawings, and, as will be shown below, .there are ways in which it would 
be possible for an increase in drawings outstanding to improve the .perfor­
mance of the scheme significantly, or even for t~e scheme to be improved 
without a net increase in drawings outstanding. 

Some further points deserve mention. 

The element of forecastin& involved in the determination of a current 
rather than a past trend value of exports, though irksome and subject to 
cm.certainty, is a good discipline for country and Fund alike, and may help 
to counteract the natural tendency' to delay adaptations to changing circum­
stances. 

More important is the fact that measurement solely from a past level 
would frequently yield "shortfalls" which could not by any means be · 
described as "temporary • 11 While countries with a rising trend of exports, 
even when the rise was subject to serious interruption, would seldom, if 
ever, be deemed to have shortfalls, those with a gen~rally falling trend 
of exports would experience persistent shortfalls. Such a change in formula 
would necessitate the introduction of a separate determination as to 
whether or not the shortfall was temporary--a determination which, as already 
indicated, would involve forecasting much further ahead and hence a higher 
degree of guesswork than that involved in the determination of the trend by 
present methods. 
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The other alternative would .be to drop the proviso.that export short­
falls--or rather decliries••should· ·:be temporary. But this· wouid scarcely be 
compat~ble with the legal ~~quirement of temporariness in the use of Fund . ~ . . . ~ ' 

resour.ces • 

. For these reasons it seems on balance undesirable to alter the present 
concept of the export norm. 

Table 2. Fund C?mpensatory Financing Facility: l/ 
Comparison of Weighting Systems over Years 1951 to 1961.j..:::, 

Average 
Limit Coefficients Drawing Drawings Approxi- Smooth-
Per Cent Applied to Years Entitle- Out- / 

standingl 
matioil/ ness 

Ratio2/ of Quota t t-1 t-2 t".'3 ment 2/ Ra ti~ .. 

.25 0 1/3 1/3 1/3 1.04 .31 .022 .028 

.25 .50 .25 .25 .97 .29 .023 .029 

.50 0 l/3 1/3 1/3 1.82 .54 .033 .046 

.50 .50 .25 .25 1.61 .48 .034 .046 

l/ Scheme applied to a sample of 4~ countries. Drawings are assumed to be 
repaid one ~alf in the. fourth and one half in the fifth year after drawing, 
regardless of the level of exports in those years. The quotas in per cent of 
which the limits are expressed are not present quotas but those obtaining at 
the relevant dates during the per;iod 1951 to 1964. 

2/ Cun1ulative total entitlements· 'Over the ·period in billions of U.S. dollars. 
3/ Average for all years of total amounts outstanding in billions of U.S. 

dollars. · 
4/ P~oportionate decline in root mean square percentage deviation of export 

avaiJ-abilities from trend value of exports. 
5/ Proportionate decline in root mean square percentage deviation of export 

availabilities from trend value of such availab:l.li t.ies. 



- ·12 -

B. ·Degree of Reliance on Automatic Formulae 

Governor Pugliese, of Argentina; speaking'at the 1965 Annual 
Meeting of the Fund on behalf of 19 Latin American countries and the 
Philippines, mentioned as one of the fundamental aspects of the Fund's 
compensatory financing decision which it would be advisable to consider, 

11 3. In conclusion, we would emphasize the non-automatic nature 
of the drawings permitted. In the decisions on individual 
cases submitted to the consideration of the Executive Board 
there has been some flexibility, although in all of them 
there has be~.n no lack of a .subjective assessment in the 
determination both of the amount to be compensated and of 
the circumstances in which the loss of income occurs." 

This c:iuestion, so far as it concerns the determination ()f the shortfall, 
has already been considered at some length above. 

It has been the experience of the Fund, based not only on its own 
export forecasts but on those of outside bodies, that a closer estimate of 
the medium-term trend can be arrived at by the use of short-term forecasts 
based on commodity analysis than by reliance on the best statistical for­
mula. While greater reliance on formulae might give countries a sligh.t;Ly, 
higher degree of certainty as to the amount of compensation they could 
rely on; the proposed balance between the two methods of estimation would 
seem to give as much weight as is prudent to the "automatic" element in the 
estimation process. 

C. Account to be Taken of Te1;ms of Trade 

At the 1965 J'nnual Meeting of the Fund, Governor Wanninayake of 
Ceylon made a suggestion in the following terms: 

"I was encouraged by the reference by Mr. Scht-reitzer to the 
work that the Fund is now undertaking to improve the compensato:r.1 
financing facility. Several speakers have urged that compensatory 
assistance should be provided for a decline in the terms of trade 
rather than for a fall in export earnings alone. My own country's 
experience in recent years vividly illustrates the importance of 
this reform. We suffered a decline in the terms of trade by 13 
per cent in two years alone, but since this was almost entirely 
due to an increR.se in import prices we were unable to avail our­
selves of the compensatory financing facility. I do sincerely 
hope that this particular improvement in the scheme will be made 
effective at an early date." 

The terms of trade refer to the ratio between a country's export prices and 
its import prices~ Fluctuations in export prices are, of course, reflected, 
along with fluctuations in export quantities, in the flucutations in export 
proceeds. It might be argued that price fluctuations are more properly 
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compensable than' ·quantity· fluctuations in that they are less ea·sil.y affected 
by the policies of the exporting countries. On the other hand, some of the 
commonest and most genuinely short-run fluctuati.ons in export proceeds are 
those arising from crop failures. More harm than good would probably be 
done by attempting to distinguish the specific roles of price and quantity 
in the fluctuations in export proceeds. ' 

The case is different where price fluctuations are concerned. There 
is undoubtedly a good economic case for compensating not the money value but 
the real value, or importing power, of exports. ·An estimate of the latter 
could be arrived at by deflating exports (for the purpose of arriving at 
the trend value of exports) by an import price index based on the shortfall 
year. 

There are, however, a number of practical and other objections to this 
procedure. Most primary producing countries have no import price index. 

· Of those impoi·t price indices that exist many are unrepresentative or 
unreliable. ·Moreover) such indices usually become available several months 
later than the data on export proceeds, so that the lag in the granting of 
a compensa.to:r.y drawing behind the occurrence of the export shortfall would 
necessariiy be increased. It might be thought that, where the import price 

· h1dices"·of developing countries are unavailable, unreliable, or late rn. 
·appearing, estimates· could be formed on the basis of the export and import 
price indices of industrial countries. Such data, however, would provide 
extremely uncertain and disputable estimates for the imports of any 
individual developing country. It has to be borne in mind that-·tl:ie ... 
developipg countries that experience the largest fluctuations in import 
prices do so because they·are .substantial importers of primary products, 
often from other ·developing countries. Apart ~ram such cases, the import 
price indices of primary producing countries-do not, as a rule, show very 
large movements within a short period of years. For all these reasons, it 
se9ms better, at this tline, to continue to adhere to the principle of 
compensating for shortfalls in export proceeds rather than in the importing 
power of exports·.· 

Responsibility for Shortfall 

According to Paragraph 5(a) of the Compensatory Financing Decision of 
1963, one of the conditions of a compensatory drawing is that this export 
shortfall should be· "largeiy attributable to circumstances beyond the ' 
control of the member." Where· this condition is clearly not satisfied:,_ it 
would be inappropriate for a drawing to be made under the compensatory 
facility. However, there may be ambiguous cases where difficulties of 
interpretation arise. A shortfall can sometimes· ·be attributed with eq,ual 
propriety to any one of a number of causes, some of which may be under the 
member's control and others not. For example, suppose a combination of 
the following: 
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(a} a rise in foreign demand for the country'-i;i. exports; 
"'','•- r 

~(bY,_ .~ short. crop. due .to. weather; 

{c) a rise in home consumption of the export product due to 
inflation, subsidization, or some other. factor for which the 
government is responsible. 

Given the rise in prices resulting from (a), the shortfall.in export 
va.lue may be no greater than could be entirely accounted for by either 
(b) or (c). Again, suppose that a shortfall takes place in the exports .of 

.S.· given product due to 11act of God" but that an increase in the export of 
other products, which would otherwise have offset the shortfall, fails to 
occur because of the policies of the member. Again, there may be cases 
where the· shortfall would not have occurred without certain policie;:; of the 
member but these policies were ~easonable in the .light of all the circum­
stances, or cases where the shortfall cou.ld have been prevented qy certain 
policies but abstention from these policie$ on the par.t of the member was 
reasonable in the light of all the circumstances. · 

In such ambiguous cases an interpretation favorable to the member 
requesting the compensatory drawing should generally be adopted, and when­
ever the shortfall cen be largely attributed. to "circumstances beyond the 
control of the member" it should be so attributed. 

Policy Conditions 

One of the conditfons for drawing under Paragraph 5 of the 1963 · 
Decision is that "the member will cooperate with the Fund in an effort to 
:find, where required, appropriate solutions for its balance of payments 
difficulties." 

In the application of the Decis1on to individual cases, the Fund, in 
accordance with the intention of the Decision, has not attempted to reach 
agreement with the member on what the nature of these solutions would have 
to be. This has been left to subsequent discussions, and has not stood in 
the way of :prompt action on a request for compensatory drawings. Never­
theless, in one case in which a compensatory drawing was requested, the 
country concerned made, at the time of the request, a statement of the 
policies it intended to follow. In the two other cases of compensatory 
drawings, the Fund subsequently reached agreements on appropriate policies 
with the countries in question. 

Period for Which Shortfall ts Calculated 

Thus far it has been the . practice of the Fund to require that any 
request for the use of the compensatory facility shall relate tp an export 
shortfall over the latest twelve-month period for which, at the time of 
the request, a reliable estimate of actual exports can be made. There 
must, in any event, be some maximum lapse of time within which any claim 
for compensation with respect to the exports of a given period should be 
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made, and i~ the compens~tory facility is to fulfil its purpose of 
enabling c.o.untries to stabilize their external expenditures as much as 
pqssible in' the face of fluctuations in receipts' it seems desir~ble that 
the time lag between shortfall ~nd compensatory financing should be as 
short as possiple. (As indicated below, countries need not be deterr.ed 
from applying for a compepsatory.drawing as soon as a shortfall.app~~rs by 
the fear.that they .will thereby prec;lude themselves from claiming a1jrger 

.,compensat:i_or;:t .a little. later if the shortfall has by then. increased.).! 

The present practice enables a claim for a compensatory drawing to be 
made at any time during the year with respect to the twelve-month period 
imme~iately preceding. The question arises whether this right should be 
restricted in any way •. There would seem to be no advantage in a system 
under which such c.laims could be made only w:L.th respect, say, to calendar 
years. A more plausible case could be made for ruling that, where e~ports 
are marked by seasonality, claims for compensatory drawings should be made 
only with respect to twelve-month periods which include all those months 
over which the principal export crop is liable to be marketed abroad. 
Otherwise, it might be argued, countries which, marketed. thei.r. crops· early 
one year .and late .the following season might show a shortfall over a twelve­
month period· that spanned two seasons, whereas no shortfall would._,.appea:i;. 
from a comparison· of crop yea.rs. Bearing in' mind, however, :that most 
countries haveanumber of export crops with different seasonalities, it 
is doubtful whether the variability of seasonality is sufficient to justify 
the.introduction of a restriction which would both reduce.the value of the 
f~cility to the country and·complic~te its adminfstratio~ •. rt. w~uld. be 
no easy t;;isk to determine for each country .with respect to whk h twelve­
month periods applications for compensator-J financing would not be enter­
tained. ·It should also be borne in mind that any shortfall that:appeared 
to be artificially induced by deliberate delay in the ma~keting of a crop 
would .be unlikely to be regarded as "largeiy attributable .to .cir.cumstances 
beyond '.the control of the member" and in this event would not qualify for 
a compensato~y dra,wing. 

The arrangement outlined in the first paragraph of this section can be 
criticized from another angle, namely that even a time lag of a few months 
between _the shortfall and the compensatory drawing· is undesirable, and that 
it would be better i;:S the drawing could coincide with the shortfall. Thls 
me.ans that the drawing would have to take. place at a ti:u:e Khen the :precise 
amount ()f the. shortfall was unknown. In order to meet this point and to· 
encourage the use of the stand-by and ordinary· drawing facilities for the 
compensation of export shortfalls, it is proposed, subject to what is said 
below, to allow members, within a six months period of any drawing other 
than a gold tranche drawingJ to reclassify all or part of it as a compen­
satory drawing. under Paragraph 5 of "t;he Decision.. The d;cawing, when first 
made, would have to satisfy the .ordinary·conditions for drawing in the 
tranche in question, or, if made ~nder standby, the requirements appropriate 
to .drawing under the. 'standby. : The reclassification of the drawing would bave 

~ See page 16 below. 



- 16 -

to satisfy the· conditions for a. compensatory drawing under Paragraph 5 of 
the.Decision with-respect to an ex.port shortfall for the leLtest twelve 
·months for which data were available prior to the reclassification. The 
amount reclassified could not exceed the amount of that shortfall. Such 
reclassification would confer on the dr~;wings the privilege of addition­
ality as defined in (ii) of Paragraph 6 of the 1963 Decision (with any 
enhancement of that privilege that may result from the separation of the 
compensatory facility from other drawing facilities, discussed below). It 
would not, however, reconstitute rights to draw under standby. 

It is estimated that if both the compensatory facility and the privi­
lege of reclassification had existed over the period 1959-64, and the 
latter had been exercised to the full--which might not in all cases have 
been to the country's advantage--some 20 to 25 per cent of all non~ 
compensatory drawings could have been so reclassified. 

Problem~ouble Compensation 

It would neither be equitable, no:i;' in accordance with the intention of 
· the Decision on Compensatory Financing, that any member should be compen­

sated twice for the same shortfall, or more precisely, that the sum of any 
drawings made with respect to any given shortfall should exceed the amount 
of the shortfall. 

Under the Decision a member can draw from the Fund with respect tO a 
payments deficit arising out of an export shortfal;J.. either in the form of 
a C!rawing under ordinary tranche policies (rel'erred to ·in Paragraph 4 of the 
Decision) or in the 1'orm of a drawing under the special policies outlined 
in Paragraph 5 of the Decision. Moreover, it is intended, as indicated in 
the preceding section, that a drawing originally made under ordinary 
tranche policies could in certain circumstances be reclassified. The pro­
blem of double compensation may arise either with respect to two drawings 
under Paragraph 5, or with respect to a pair of drawings, one under Para­
graph 5 and another under Paragraph 4. 

In the case of two drawings under Paragraph 5, it is proposed that, if 
the period with respect to which a second such drawing is requested to be 
made (or reclassified) overlaps with that for which a first such drawing 
has been made (or reclassified), the first drawing would be prorated over 
the twelve months with respect to which it was given, and such part of it 
as corresponded to the overlap between the two periods would be subtracted 
from the drawing entitlement with respect to the second period. 

As regards the problem of avoiding double counting as between a 
Paragraph 5 drawing and an ordinary drawing which can be considered as at 
least partly undertaken for compensatory purposes, there is no real diffi­
culty if the ordinary drawing follows the Paragraph 5 drawing and is not 
made under a stand-by accorded before the latter drawing. In that case, 
the Paragraph 5 drawing will simply be "taken into account11 as one of the 
many factors affecting the balance of payments situation of the drawing 
country on the occasion of any subsequent drawing or standby. 



- 17 -

·· · The real difficulty arises if a Paragraph 5 drawing or reclassifica­
tion is requested after an ordinary drawing or standby arrangement. We 
then have to ask whether the payments s i tua'frion with respect to which the 
drawing or standby was given included any part of the export shortfall 
with respect to which the Paragraph 5 drawing or reclassification is now 
requested. Such a question would be hard to answer since an ordinary 
drawing or standby is not usually given to meet the payments deficit of any 
precisely defined period, still less to meet fluctuations in any specific 
item in the balance of payments. 

One approach would be for some specific statement to be made. py the 
Fund at the time of the ordinary drawing or standby arrangement as to the 
proportion thereof,· if any, that should be regarded·as·granted.with respect 
to an export shortfall, and as to the period of the shortfall. In the case 
of standbys, however, account is more often taken of the possibility of 
future ·shortfalls than of the accomplished fac_t ·of past shortfalls, and 
it is impossj_ble·to be precise as regards either the amount or the timing 
of future shortfalls. Some conventional rules will, therefore, have to be 
adopted as to the period and magnitude of the export shortfall deemed to 
be compensated by ordinary drawings or drawings under standby made prior 
to the request for a drawing or reclassification under the compensatory 
facility. 

Separation of the Compensatory Facility from other Drawing Facilities 

. One of the measures which the UNCTADcproposed for consideration by 
Fund member.governments runs as follows: 

. "(2) To place compensatory credits entirely outside the 
structure of the gold and successive credit tranches, so that the 
drawing of compensatory credits would not directly or indirectly 
prejudice a member's ability to make an ordinary drawing." 

Presumably the measure recommended is to be interpreted in the sense 
that the'amount drawn under the compensatory financing facility would be 
ignored.by the.Fund in computing the amount of drawing facilities still 
available to members under the principles applicable to the gold tranche) 
the first credit tranche, etc., as well as in computing the practical 
maximum drawing facilities open to members. In other words, the Fund would 
treat a drawing request by a member as if its hoJd ings of member currency 
were less than its actual holdings by the amount of any drawings outstan­
ding under the compensatory financing facility. At present the.Fund is 
prepared to waive the 200 per cent limit to the extent that compensatory 
drawings are outstanding. If the UNCTAD recommendation were accepted, the 
limits for gold tranche and first credit tranche policies would be extended 
beyond 100 per cent and beyond 125 per cent of holdings, respectively, to 
the extent that compensatory drawings were outstanding. Most compensatory 
drawings are likely to occur after a country has used its gold tranche 
and probably also its first credit tranche. To ignore the compensatory 
drawings not only from the standpoint of the total drawing facilities of 
a member but also from the standpoint of tranche policies to be applied 
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.to the member would.have the advantage of rendering the facility· clearly 
additional in all respects. On the other hand, at any given level of 

.holdings it would somewhat reduce the Fund's ability to secure satisfac­
tory corrective programs in the case of ordinary drawings. It would not 
affec.t the level of charges corresponding to any level of Fund 
holdings, nor would it affect the applicability to compensatory drawings 

· of the repurchase prov is ions of Article V, Section 7( b) •· The Fund is 
prepared to separate tbe compensatory facility from other drawing facilities 
in the sense described above. 

The Limit.on Compensatory Drawings 

. One measure recommended by UNCTAD to Governments members of the Fund 
for study is: 

"(l) To increase as soon as possible the amount allocated by 
the Fund to compensatory financing over and above its current 
transactions, from 25 per cent to 50 per cent of a member country's 
quota. 11 

It should be noted that the limit of 25 per cent of quota on out­
standing compensatory drawings under Paragraph 5 of the Decision is not 
an absolute one, but applies only "normally. 11 However, it would clearly 
be undesirable for compensatory dra~ings to be accorded frequently or as 
a general rule in excess of the "normal" maximum. This would raise issues 
of discrimination, both with respect to the compensatory drawing·facility 
and total drawing facilities accorded to different countries. It would 
also defeat one purpose of the compensatory facility, namely _that a country 
can, to a large extent, rely on obtaining compensatory financing in the 
circumstances for which it is designed, and should, therefore, not have to 
rely on 11rallonges" of this facility. 

It is also important to bear in mind that the limit on drawings under 
the facility is not the limit on the mnount a country may draw as a result 
of a payments difffoulty arising out of an export shortfall. It is always 
open to the country to request an additional drawing under the ordinary 
drawing policies applicable to its tranche position with the Fund. 
Admittedly, this would reduce the amount of drawing facilities available 
for other purposes. 

If one disregards the foregoing considerations, there can be little 
doubt but that over a,ny extended period of years an expansion of the 25 
per cent limit on outstanding compensatory drawings would add signifi­
cantly to the value of the assistance provided. Calculations as to how 
the Fund's compensatory fq.cility might have worked if it had been applied; 
on a pure formula basis,"};) to the export earnings of primary producing 

1/ It is, of course; impossible to establish in retrospect precise~ 
what compensation would have been payable over the period 1951 to 1964 
under the present scheme and with a higher limit respectively, inasmuch 
as estimates of trend and shortfall would have been affected by quali­
tative appraisal as \fell as by formula. 
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· countries· over the period from 195l to 1964., and if i:t bad been used to 
.·the full, indicate tbp.t an extension o! i:;b~- limit on o:utstanding drawings 
from. 25 to·: 50 per cent of quota would have increased. tbe effectiveness 
of.'. assist~mce provided. under the facility in a proportion roughly commen­
surate with the increased "cost" involved. Tbe,extent to which export 
availabilities are brought.closer to tbe t~end value of exports would have 
been increased by· almost 59 per cent, the extent to which availab,i,li ties 
are smoothed o:ut would have. r,isen by some 60 per cent, wb_ile the ~yerage 
drawings outstanding :Would have risen by some 65 per cen~.. The. data are 
set forth at Table 3. 

In tbe rather favorable circumstances which have prevailed since tbe 
compensatory fingp.cing decision, only three compensatory drawings.have. 
ta1'.en.place. It is noteworthy, .. howe:ver, that in one of them (tbe case of 
Sudan)~ the.amount of compensation which would p;rima fa~ie have.been paid 
under ·,the facility was restricted by the existeoce of the 25 per. c;:ent 
maximum. In the other two cases the amount of compensation paid was not. 
so restricted but in .. each case a single compensatory drawing absorbed, 
respectively., 86 per. cent and 71 per cent of a quota tranche •. 

·,·· 

. !' . .'. 

Table 3. ·Compensatory Financing: Fund Scheme with/Varied 
Limits Applied to Data for Years 1951-64! . . 

, . 

Approxi- Smooth- . Aver,age. 
matio~/ ness .· Drawings 

Limit RatioY OutstandingY Ratio-

.25 of Quota .023 .029 .29 

'• 50 of Quota 
·. (a) Unqualified .034 .046 •. 48 

(b) Qualif led as to rate of 
. use.L .• 035 .047 .• 45 

None. .·100 •. 121 1.3.6 
.. 

1/ S_cheme applied to a sample of hB countries. Co~fficients of .5, 
.25 and .25 applied to years t, t-1,. and t:..2, ;respectiv_ely, to compute 
shortfalls. Drawings are assumed to be repaid one half in the fourth and 
one half in the fifth year after drawing, regardless of the level of 
exports in those years. The quotas in per cen-t of which the limits are 
expressed are not present quotas but those obtaining at the relevant 
dates during the period 1951 to 1964. 

2/ Proportionate decline in root mean square percentage deviation of 
export availabilities from trend value of exports. 
~ Proportionate decline in root mean square percentage deviation of 

export availabilities from trend value of such availabilities. 
4/ Average for all years of total amounts outstanding, in billions of 

U.S. dollars. ' 
5/ Drawings outstanding may not increase in any year by more than 25 

per cent of quota. 
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From a compensatory financing standpoint there is much to be said for 
.. extending the limit of the facility from 25 to 50.per cent. Since, however, 
it would involve an addition to the amount of liquidity which the Fund 
provides on liberal conditions, it might tend to reduce countries' willing­
ness to have recourse to facilities of a more strictly conditional character. 
This weakening of conditionality, which will be somewhat intensified-by ·the 
separation of the compensatory facility from other drawing facilities which 
has been-recommended in the preceding section, is perhaps the most impor­
tant disadvantage of the proposal under consideration. 

Account should also be taken of the possible effect on the Fund's own 
liquidity, i.e~, its effect on the probable level of draw{ngs relative to 
resources provided by ~uotas in the Fund. As shown in Table 3, if the 
compensatory facility had existed over the period 1951-64, and if all the 
48 countries covered by the table had made full use of that facility, an 
extension of the limit from 25 per cent to 50 per cent of present quotas 
would have increased the average amount of compensatory drawings-out­
standing from $290 million to $480 million. From the standpoint of Fund 
liquidity, however, what matters is not so much the average .amount of com­
pensatory drawings outstanding as the amount liable to be outstanding at 
peak periods. It is estimated that, on the assumptions set forth above, 
the extension of the limit from 25 per cent to 50 per cent would have raised 
the maximum amount of compensatory drawings outstanding within the period 
from $400 million to $740 million or, say, from 18 per cent to 33 per cent 
of the q,uotas 'of the countries concerned in the year-'-'i955-.:.1n which these 
maxima occurred. On the assumption that potential peak year compensatory 
drawings outstanding at any given percentage limit have expanded.since 
1955 in proportion to q,uotas it may be estimated 'on the b'asis of 'the' new 
q,uotas becoming effective in 1966, that outstanding drawings for a peak. 
year like 1955 would now amount to somewhat more than $1,100 and $2,000 
million for the 25 per cent and 50 per cent limits, respectively. Since, 
however, countries with adequat.e reserves will often not use opportunities 
for compensatory drawings that are open to them, or will not exercise their 
full entitlement to such drawings, and since any use made of the compen­
satory facility is likely to reduce to some extent requests for ordinary 
drawings, the true magnitude of the additional use of Fund resources at 
peak periods involved in the extension of the limit would be unlikely to 
exceed, say, $400 million to $500 million. Moreover, past experience 
would suggest that while peak years for compensatory drawings outstanding 
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would be likely to occur in years when J:1on-co1Ilpensatory .. outstandings were 
relatively high, they would not·qe .. li~ely·to coinyi(ie :grecisely with the 
peak years for non-co~pe~satory 9r~wi~gs outstan4ing.11 

Balancing the divergent considerations discussed in this section, the 
Fund has dec;i(l.ed t;hat:. 

(i) the limit on the use of the compensatory facility under 
Paragraph 5 of the Compensatory.,Financing Decision of 1963 
s.hould be raised ·from 25 per cent to 50 per cent of quota; 
but that 

(ii) the new. limit .. should, app:)..y in all cirqµ11stance.s and not merely 
as with the"present limit, "normally'';St .. 

(iii) in any twelve month period the net expansion in drawings out­
standing under Paragraph 5 of the Decision should not exceed 
25 per cent of quota; and 

(iv) .any drawings the effect of which would be to raise drawings 
outstanding under Paragraph 5 of the Decision beyond 25-per 
cent of quota will be. granted only if the member country, 

y. 

in addition to fulfilling the requir6nents of the Decision, 
is found to have been following policies reasonably conducive 
to the development of its expo_rts •. 

Outstanding Drawings. in Relation. to Fund Quotas, 1951-64 · 
(in per cent of total Fund quotas) 

Actual .. Fund Drawings 
less Hypothetical 

All developed comp:nsal?ry 
counti~ies countries drawings . 

1951 12.1 3.5 0.1 
i952· .. 11.0 3.0 .2.6 
1953 l0.5 3.7 5.0 
1954 8.3 4.o 4.5 
1955" 6~0 3.3 4.0 
i956 11.9 3~8. 3.9 

.1957 21.8 7.9 3.2 
1958 21.2 8.6 . !~.6 
1959 11.0 5.$ 2_.3 
l960 6.9 5.9 1.3 
1961 t(l.O 8.7 1.4 
1962 li.6 9.0 1.6 
1963 11.6" 9.6 0.9 
1964 . 16 .. 1 8.9 0.7 
.y. Mixed Repurchaae· Scheme ·with qualified 50 per 

cent limit. 

2/ The relevant words of the Decision are: "The amount of drawings 
outstanding under this decision will not normally exceed 25 per cent of 
the member ' s quota. " 
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The .limitation suggesteq wider (iii) above will impose a delaying 
effect in utilizing the compensatory facility to the full extent proposed 
under ( i). As will. be seen from Table 3:, ·this arrangement would probably 
yield slithtly better results with respect both to approximation to export 
t:cend and to smoothness of export availabilities than would an unqualified 
limit of 50 per cent of quota, and would be slightly less expensive to the 
Fund in terms of drawings outstanding. 

In connection with the delaying effect of proposal (iii), it should 
be borne in mind that Consultations under Article XIV or Article VIII 
would provide an opportunity for testing the extent to which a member had 
implemented its undertakings under earlier compensatory drawings to 
11 cooperate with the Fund in an effort to find, where required, appropriate 
solutions for its balance o:f payments dif:ficulties, 11 and.also the extent 
to which it was complyiug with the conditions set forth at (iv) above. 

If the resources needed by a member to deal with a particular short­
fall exceeded the amount permitted under condition (iii) above and the 
member desired additional assistance from the Fund, it would enter into 
discussions with the Fund :for a drawing on the ter~s normally applicable 
to the tranche in which the countryfound itself.1/ This woµld be a 
drawing under Paragraph 4 of the 1963 Decision, and, as such, would not 
be limited in magnit;ude to any a. priori percentage of the member 1 s quota. 

Repayment of Compensatory Drawings 

The third measure recommended by-UNCTAD for study by Fund member 
governments is: 

II ( 3) To e:J~lore ways •to· secure possible r'efinanc ing of 
compensatory financing obligations of the developing countries 
in the event o:f a persistent shortfall in export receipts beyond 
the control of the country affected." 

While there is no specific provision in the Compensatory Financing 
Decision of 1963 for refinancing of compensatory drawings, refinancing on 
a short- to medium-term basis would, in effect, be possible under present 
procedures in the circumstances that appear to be envisaged in the recom­
mendation, viz., in the case where at the time when the repurchase falls 
due there is a shortfall in export receipts beyond the control of the 
affected country. The repurchase would, of course, restore the compen­
satory :financing facility pro tanto, and if at that time an export short­
fall of the type described persisted, the member would be in a position 
to apply for a new drawing under this facility. It would not, however, 
be able to increase its outstanding compensatory drawings as much as if 
there had been no repurchase obligation. Moreover, a country that had 

y In accordance with the proposal at p. 17 above, the terms in 
question would, of course, be determined by the Fun4 1 s holdings of the 
member's currency, exclusive of those arising from drawings outstanding 
under Paragraph 5 of the Compensatory Financing Decision. 
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made. a compensatory drawing might suffer hardship by having to repurchase 
in a year· in which,· even though it had no shortfall, neither had it any 
excess. of exports over the norm out of which it could afford to make 
repayment. 

This raises the much more f1Jndamental issue as to whether. repaymen_ts 
for _c'ompensatory d:r.awings should take .place according to the ~ormal 3 to 
5 years rule, or whether they shquld.take place, entirely or ·to a con­
siderable extent, in years in which .exports exceed tli.e estimated trend 
value. As can be seen from Table 4 :below, ·schemes in which (a) repurchases 
were made exclusively out of export excesses, and (b) the full amount of 
such excesses was directed to repurchases would probably, over the years 
1951 to 1964, have enhanced the degree of approximation to the export trend 
by over 20 per cent, and the smoothing effect of.the facility on export 
availabilities by over 50 per cent as compared to schemes involving 
repurchase under the 3 to 5 year rule. This holds true whethe~ the limit 
on outstanding drawings is 25 per cent or 50 per cent of quota. For 
schemes without limits the superiority of compensa·t;ory repurchase would 
have been still greater. 

Contrary to what might perhaps at first sight be assumed, the change 
in the timing of repurchases would also, save in the "no limit;" case; have 
reduced the average length of time for which compensatory drawings remained 
outstanding and hence have reduced the avere.ge amount of compensatory . 
drawings outstanding at any one time. It seems probable, therefore,· that 
a system whereby compensatory drawings are repaid out of export excesses 
rather than under the 3 to 5 year rule would do much to improve the 
perfopnance of the facility without any additional "cost'1--indeed with a 
reduction in cost-.".'in terms of drawings outstanding. 

In order to apply this method of repayment for compensatory drawings, 
calculations would have to be made at twelye-monthly intervals to see 
whether. or not export excesses had occurred... These calculations might be 
made with respect to calendar y~ars or Fund financialyears, beginning 1iith 
the first complete year following the drawing. Alternatively; ·and pre­
ferably, they might.be made for each twelve-months period,.beginning with 
the twelve mon~hs immediately following that with respect to which the 
drawing _had been granted •. Since.:Lt would, be a matter not of a drawing 
facility, but of a repayment obligation, it would be inappropriate to 
rely to any extent on qualitativ~ estimation of a necessarily subjective 
kind in calculating the export excess •. This should be done on the basis 
of the statistical formula adopted as an element in the calculation of 
shortfalls. 
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·[The following passage, to the end of the section on "C0mpensatory 
Facility.and Fund Lig_uidity, 11 diverges substantially from the corresponding 
passage from the foot of p. 22 to p. 26 inclusive in SM/65/101, and 
proposes a type of mixed repayment system for compensatory drawings 
different from that proposed in SM/65/101. These changes were made to 
meet :the.point·made by a number of Executive Directors that repurchases 
out of ex.port excesses,· 'though avoiding the difficulties that would arise 
from i·epurchase requirements occurring at a time of poor or mediocre 
exports, might have difficulties of their own in that the amount of the 
repurchase obligation would not be known in advance. The system now pro­
posed attempts to avoid or mitigate both sets of difficulties, in a manner 
not unduly expensive to the Fund.] 

Two difficulties· arise ·with respect to this·fully compensatory system 
of repurchases out of export excesses. The first concerns the predic-
·tability of repurchase obligations. Countries might occasionally find 
it difficult to repurchase compensatory drawings to the full extent of any 
excess of a.ctual over trend value of exports, partly because an expansion 
in exports would probably entail some increase in import requirements, and 
partly because the obligation to repay would not be known with certainty 
until after the event. This difficulty should not be exaggerated. Owing 
to the manner in which export excesses are calculated, only one half of any 
increase in exports over the average level in the two years preceding the 
excess year could give rise to a·repurchase, and if serious problems on 
repurchase should nevertheless arise owing to circumstances a£fecting other 
items in the balance of payments, it would always be possible for the Fund, 
under appropriate conditions, to agree to an ordinary drawing at the time 
of the compensatory repurchase. Nevertheless, it is possible that countries 
might prefer to have their repurchase obligations expressed in a more 
predictable form. 

The second difficulty arises from the fact.that under the system of 
repurchase out of export.excesses a proportionof the repurchases of compen­
satory drawings would probably remain outstanding for longer periods than 
has hitherto been deemed compatible with the temporary character of Fund 
assistance. This does not mean that repayment would normally be more 
delayed than under the 3 to 5 year rule. Indeed, as indicated in 
~able 4, the amount of compensatory drawings outstanding is generally 
likely to be less when repayinents are geared to exports than when they are 
made under the 3 to 5 year rule, ;the average length of time for which a 
drawing remains outstanding will probably be less in the former than in the 
latter case. More direct measurements of probable periods for which com­
pensatory drawings would remain outstanding if repayments were also on a 
compensatory basis are given in Table 5, which is based on the experience of 
the years 1951-64. From this it can be seen that, even with an unqualified 
limit of 50 per cent of quota, some two thirds of all compensatory drawings 
would be repaid within 3 years, and more than four fifths within 5 years. 
The residue remaining outstanding beyond 8 years might be about 1 per cent. 
In considering these results, it should be borne in mind that the repur­
chase obligations under Article v, Section 7, would, of course, continue 
to apply--a fact which could not be taken into account in the calculations 
set forth at Table 5. 
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Table 4. Compensatory Financing: Fund Sc~~me 
with Varied Forms of Repayment, l95l-.64.Y 

Repayments_System Fixed Terll§J Compensatory.:l/ Mixed!±/ 
~""----"'-'""-------"'----~~~--~ 

Approximation Ra~Jjo2/ 
Smoothness Ratio..;;.: 
.Average Drawings Outstanding7/ 

Approximation Ratio 
Smoothness Ratio 
Ave.rage Drawings Outstanding 

Approximation Ratio 
Smoothness Ratio 
Average Drawings Outstanding 

Approximation Ratio 
Smoothness Ratio 
Av~rag~ Drawings Outstanding 

25 Per Cent of Quota Lllnit 

.023 

.029 

.29 

.028 

.045 

.l7 

.026 

.036 

.26 

50 Per Cent of Quota Limit (Unqualified) 

, .. ·· 

.034 

.046 

.48 

< 

.042 

.072 

.36 

.0!~1 

.060 

.48 

50 Per Cent 9f Quota Limit (Qualified) 

.035 

.047 

.45 

.100 

.121 
1.36 

.• 043 
.071 
.28 

No Limit 

.155 

.216 
1.49 

.042 

.060 

.42 

.160 

.205 
1.77 

1/ Weights of .50, .25 and .25 applied to years t, t-1, and t-2, res­
pectively, for estimating calculated no.rm. lOOper cent compensation 
of calculated shortfall. 

2/ Amounts outstanding at end of three years are assumed to be repaid 
one half in the fourth and one half in the fifth year af'ter drawing, 
regardless of level of exports. 

3/ lOO per cent of export excesses applied to repayment in all years. 
Ti/ Repayment in five equal instalments, beginning in the year following 

the shortfall year: repayments on past drawings are deducted from exports 
for the purpose of computing shortfalls. . · · 

5/ Proportionate decline in root mean square percentage deviation of 
export availabilities from trend value of ex.ports. 
· 6/ Proportionate decline in root mean square p~rcentage deviation of, 

export availabilities from trend value of such availabilities. 
7 / Avera,ge for ali years of total amounts outstanding, in billions ·of 

U.S. dollars. 
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If the requirement that the Fund assistance be "temporary" could be 
deemed to be adequately met by the manner in which export shortfalls and 
excesses are calculated, and by the statistical probability that the 
~average period of repayment will be short, this change. is one which it 
'w9uld be advisable -to adopt . ., However, it is considereQ. that this. require­
·melit calls for a fixed ·maximum term for every. drawii1g·, . which would make it 
difficult to adopt the repayment system under consideration in an unmodi­
fied form. 

A nmixed" system on the :following linc;s would seem to meet both·of the 
difficulties referred to above and to combine many of the advantages of 
11 compensatory" and "fixed term11 repurchase respectively: 

(a) Compensatory drawings would be repaid in equal annual instal­
ments over a five-year .. period. 

(b) In estimating export shortfalls for the purpose of making com-
pensatory drawings, the Fund would, if the member so requested, 
deduct from the_figur.e for actual exports any repurchases on 
piist compensatory drawings that had been made within x months 
prior to the new compensatory drawing. Such deductions would 
not affect the computation of the export norm for the shortfall 
year. 

(c) Any request for compensatory drawings involving a deduction 
such as that described at (b) above would be met cnly if the Fund 
was satisfied that the member, in addition to fulfilling 
the requirements of paragraph 5 of the Compensatory Financing 
Decision, had following policies reasonably conducive to 
the development of its exports. 

To the extent that a member took advantage of the deduction, the 
effect of this arrangement would be that the member would repay, with 
respect to any compensatory drawing, either the due instalment for the 
year or its export excess, whichever was the less. This would be easier 
on ~h.~~ber, in respect.of the predictability.and possibly the amount 
of the rep~, than the system of full compensatory repayment out of 
export excesses.~- -011 'lie otlI'ili'&1 h.Atm:, {t would differ f:rom that system 
in two other ways~ nameq, tJ;i.a,t t~ 11Fe:fin-anc:i:ns11 e~&'ormal repurchases 
~-ncrb-be-a:u-tem&t-ie-lmt would be the occasion for a new compensatory 

--~ _ drawing ;Partly on a qualitative 
/::-:;,-J.., . , o.-t an not entirely on a form~-~ and :i:a::::.'Wl!i:ii•.t> the member ~a;ue 
(fro~,,,__\s declar~that it was prepared_!g___~~~s~---~-p~~i..£.ies with the Fund ~ 
'1:!!::--~~ -~~RD S'llfie.W~ !!!'!!!!t"1(peen pursuing reasonable export policies 

·1;;::f::;~~'"'vf!"' ~~..emel'l.-t-wetttd-a;pp"ly-whet~~e~~~k!-
J" ((;, 1<'6 ,... "' -{ ,.., ..;. ____..;.; _ _.-- · p~i..he--$.:1-ps>t~@~-:brahe-'S~~ · tl , 

, l \..... I '"l' rcvm .rc. ·\ I r-...Jf\)--c))/ (.Q..-"'- t1 l.1 (/i,J\A Cl.--f· t: "/ /......0t>-,.;f- 'f.o--....vv-Jv''l.¥p 
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· Table. 5. Duration- of Drawing·s ilnder Compensatory Repayments System!! 

(Period ~ 1951-64) 

25o/O of Quota Limit 50% of Quota Limit :· 50if/o of Quota Limit 
(Qualified)- ' (Unqualified) 

·Billions Per Cent Billions Per Cent - Billions Per Cent 
of U.S. of of U.S. of of U.S. -of 
Dollars Drawings Dollars· Drawings Dollars Drawings 

Total·arawings .89 100 1.24 100 1.45 100 

Repaid: 
Within J years .74 83 .97 78 .97 ·.·· 67 

Outstanding after: 
Fifth year .09 10 .15 ~2 .27 lg~ Eighth year .01 about lY about about 

1/ Coefficients of .5, .25 and .25 applied to years t, t-1, and t-2, 
respectively, to compute shortfalls. Full compensation of shortfalls is 
assumed. One hundred per cent of excesses a,pplied to repayment. 

2/ Since some of the drawings in question were still outstanding at the 
end of the period but had not yet reached their' eighth year, this figure is 
an estimate. 

As will be seen from Table 4, the performance of this "mixed" system 
of repurchase, over the years 1951-64, as measured by the approximation 
ratio and the smoothness ratio, would.probably have been be~ter than that 
of the "fixed terrri" (3 to 5 years) system of repurchase, and only slightly 
worse--except where there are no limits to outstanding drawings--than a 
fu2..ly compensatory system of repurchase out of export earnings. 

The "cost" in terms of drawings outstanding is h-igher for the "mixed" 
system than for a fully compensatory system of repurchase. This is the 
price that has to be paid for increasing the predictability of repurchase 
obligations. The cost is, however, no greater--so long as the outstanding 
drawings .of individual countries are limited to 25 per cent or 50 per cent 

·of quota--than under the present system of repurchase within 3 to 5 years. 

Changes in the Compen.satory Facility and Fund Liquidity 

On page 20 above an estimate was made of the possible charge on Fund 
liquidity that might arise from additional drawings associated with an 
extension of individual country limits on outstanding compensatory drawings 
from 25 per cent to 50 per c.ent of quota. At this point, a similar calcu­
lation is in order as to the charge on Fund liquidity that might result from 
adopting both of the principal measures suggested above, viz., (a) the 
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extension of the limit from 25 per cent to 50 per cent with the qualifi­
cation that the increase in outstandings in any year should not.exceed 
25 per cent, and (b) the adoption of the "mixed" system of repurchase 
discussed above in place of the fixed-term system of repurchase which 
applies at present. Some additional claims on·Fund resources might· also 
arise from: the proposed separation of the compensatory facility from the 
other draw.ing. facilities of the Fund, but this·· cann.ot be quantified and 
is unlikely to be ·large. · · 

As can be seen from Table 4, the transition from i1fixed term" repur­
chase with a 25 per cent of quota limit, to a 11mixed 11 system of repurchase 
with a qualified 50 per cent of quota limit would, over the 1951-64 
period, have involved an increase in the average level of potential C,Om­
pensatory drawings outstanding from $290 million to $420 million, i.-e., an 
increase of $130 million. The maximum level of potential compensatory 
drawings outstanding would likewise have risen from $400 million(in 1955) 
to $560 million (in 1958), i.e •. , by $160 _million. On the assillnption that 
peak year potential compensatory drawings outstanding have expanded. since 
1955-8 in proportion to quotas, the proposed changes in limits and 
repurchase syst~ms might, under present conditions~ raise maximum poten­
tial compensatory drawings from $1,100 million to $1,500 million, i.e •. , ~y 
$400 million. Allowing for failure to use the full entitlement to com­
pensatory Q.rawings and other factors, it seems unlikely that the increa.se 
in peak year drawings occasioned by the .. .- proposed changes would in practice 
exceed $200 million. 

Conclusions and Decision 

Decision No. 1477-(63/8) of February 27, 1$)63, on Compensatory 
Financing of Export Fluctuations is amended by the deletion of paragraphs 
( 5) thr~:mgh ( 8) and the substitution of .the following paragraphs: 

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

(a) the shortfall is of a short-term character and is la+gely 
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. 
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JAlter:qa,tive A] [Drawings outstanding under. this paragraph may' not exceed 
... 5.0 P!3r, cent of. the member 1 s quota and· may not· be. 'increased by a. net amount 

of more tnan 25 per cent of the member's quota· in· any 12~month period. 
Moreover, requests for drawings which would .increase the drawings out­
sti;i,nQ.ing under this paragraph beyond 25 ·per' cent of the member's quota 
will be met only if the Fund is satisfied that the member bas been 
follo.wing policies reasonably conducive to the development of its exports.] 

[Alternative B] [Drawings outstanding under ·this paragraph may amount to 
50 per cent of the member's quota provided that: (i) such drawings will 
n.ot. be increased by a net amount of more than 25 per cent of the member's 
quota in any 12-month period, and (ii) requests for drawings which would 
increase the drawings outstanding under this paragraph beyond 25 per cent 
of the member·' s quota' will be met if the Fund is satisfied that the member 
has been f.ollowing policies reason~bly conducive to the development of its 
exports • ] Ovvlvl 

(6) A member requesting a drawing under paragraph (5) will be 
expected to represent that it will make a repurchase corresponding 'to the 
drawing in equal annual installments to commence one year after the 
drawing and to be completed not later than five· years after the:arawing. 
~owever, in estimating export shortfalls for the purpose of· drawings 

'under p~a,.graph ( 5), the Fund will, if the member so requests, deduct 
.. from .~he figures for -actual exports an amount eQ.uivalent to any repurchase 

mEi.O-e with respect to pa.st drawings under para.graph (5) ;within ·--months 
of the request for the new drawingy A request for a drawing involving in 
full or in part such a deduction will be met by the Fund if it is, satis­
fied that thia member, in addition to fulfilling the reg,uirements of 
paragraph. (5), has been following.policies reasonably conducive to the 
deye~oplllE:lnt of its.exports •. 

( 7) » Whene.ver the· Fund 1 s holdings of a member's ·currency resulting 
fr.om an outstanding compensatory drawing under paragraph ( 5) ·are reduced, 
by the member 1 s repurchase or otherwise, this will restore·pro tanto 
the member's faciiity to make a further compensatory drawing under-t'hat 
paragraph, ~hould the need arise. 

(8). When drawings are made under paragraph (5), the Fund ·will so 
indicate in an appropriate manner. · Within six months from the date of 
any drawing in the credit tranches which is not under paragraph (5) and 
to the extent that it is still outstanding a member may request that all 
or part of the drawing be reclassified and treated, for all purposes of 
this decision, as a drawing made under parag:i:-aph ( 5). The Fund will 
agree to such a request if at the time of the request the member meets 
the requirements for a drawing of an equal amount under paragraph (5) 
and makes the representation as to repurchase appropriate to such drawings, 
which representation will then be substituted for the original repurchase 
representation. 
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,(9) In order to, implement the Fund's policies in connection w;i.th 
compensaitory<financing of export shortfalls, the Fund will be prepared to 

,vaiv~ the limit on Fund holdings of 200 :i;ier 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. 

Moreover, the Fund will apply its tranche policies to drawing ~equests 
by a member as if the FtL~d 1 s holdings of the member's currency were less 
than its actual holdings of, that currency by the amount of any .drawings 
outstanding under paragraph (5) .• 

(10) In order to identify more clearly what 1are 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 inf'.ormation about its 
ex:i;iort prospects. 

(11) 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 c0untry 1 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 
mentio.ned problem will require action in many fields and over many years 
by both the primary exporting countries and the industrial countries, 
separately a.nd 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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!91•••11 ftM!!'Ma laYiaiea ot We ~. !!(65/1.s 

lbe a\taaMcl u tiM ....S..tca ot ta'bl•' ot ta tC111p••-.Ol7 ft.mW.. 
pal"Jr, oaloulaW 1a uool'taa• vtV& tbe mv ....... 11alu (l.e., 11111\a 
baM4 oa ,uotaa 1a ulnaee at 1llle U.. Of tile JanotMUaal 4nvlltll)• 

'Ill• fl'OPOl'U• of •u1111.Stac UaY1ap after tile tldrd ,.r la 
~ -.U.v -.. l\ vu la tll• oriei•I tUle. Ja tan, 1llle 
aW>Uata wutaa1tM1 tor s>re tbaa tlane Jani wt 1••• tllaD. tlft 1e&ft 
an ,_....,, a.a~ •re -.a are '119 MOUDU CM'81i&DlliJll tor more 
tllaa ftft ,_n. la illda ..... u., 1, la VOnll poiaUac °"' ....... OM 
•ia&le __.,..,, ColOllMa, 1• ....,_.,_,_.. tor tale wu.t CR&u-.as.. after 
espt ,.an. (A -11 .... , ot laclouala'• oatate .. l• 41awtlls a\ tu 
.... Of 1- ba8 aJ.IO Mea .U.0-W U tlae -~ of 4.l'aV1ap OU.t.atalldt• 
after esp\ ,..n, u4 uotb.er po..U. ot thl• •Utlailt• ..,,,.., w tbe 
ateaoq ouu11u4iJll after ftft ,.an.) 
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Mr. J • llU'cue fl..t•1 

........... U4 J,. 1o11 .... ult. 

I. CWuW•iiou !AU. lw Quoa LilllY 

th• latoraUoa eoaa1Md ta falal.u 2 and 3 ot a/6'/lDl 1• .,. 
aYail.Pl• vt~ lilllt.9 -.ed oa .-11aa la nineaoe oa .April JO d tile~ 
tor wtaiob Ule ~Wl'J 4:raV1JtC or ~ S.• .... __. to lie ..... 
Ia ad41t1oa w U&e three ~- apte. 6owa ia 'laltl• 3 d ta'\ paper, 
a fourtll npapea~ 17•'- bu l:Mtea &4494 Wlter *lab NJlllMI&' vouU lMt 
la tiff etua1 iutaU-u Maim• ia 11be ,..r ~ ._ lbontall 
7ear1 \IDlller tlU• new apM81 ,..,.,_. ... an 4ed.ueM4 tram expona ot U.. 
nrrea\ ,...r tor JRU'POMI of .,.,.,he &IQ' ao1Uall 1a U.' 79U• •• 
nrtH4 an. le atatM4. lalll• 2 ot "•.-per c...Uta of '1w tin' 
oolaa ~!able J• 'll&e Mcoad aDll tovta liM• ot faltl• l 01 m/6';/l//4 
eaa alao be taken Ina ta.a attalbll4 tiUJ.e. the ftJ.ue• to~lfin'i ~ 
tll1rt liM• are 1tU1 w M 90ll)N'94 u4 v111 lte euppl.184 tcmar:rov. Ou 
OOllpl11atioal ake it JONilal.e to l'ftUe ~ ,, ltu\ tla1I :ls a ba84 
..-uas Jo- and vi11 tu• acme a44li1oal. u.e. 

Die attaoW .-rt laa9 Mell n4rava •l'Ul l'IJpotlaeUeal auutiawH .. •Cl4¥••Wr7 uavbp .. e4 oa taae ..., eGllPl•U- vttb cpo-. ta m..wace 
•' ua. u.. ot 4rav111a. th• •~r \vo liad *°"1al ouwu.tt• hll4 
4raviap )J all towa\rie• ... '7 lea 4e'n1ope4 eouatrio are the .... u 
oa u.. mane .w.&.1ioM4 earlier. 

Oaa'8taDIS•1 1 •U ·n•Wz7 d.l'aV1llp 4u~ 1iH 1"tri04 19'3•'8 are •* 
lower 1baa 1IU7 wre in-.. ea.patatS.OM ••• oa l~ ...-., """ ~ 
pMral lllApe of tile oune 1• aot alterd. la )llUUCN1ar--eoa;t11117 to rq 
eapfftaUoa-tM teak ta 1953 1• •t lover tllaa the ,eak ot 1,,a. !hi• 
la 4ue 1a ,.n o ou o'U&er altiuatl•1 or ratt&er eoneetloa, -4• 1a -.. 
..,.v.u. tor tl ldacl ,..,.,_u 87•'-• la tbe earlier ruu, ~­
nre aea\WCI w oeftl' !t'!er, iatber tbaa Mton, tM Mxt•• poeaDle 4l'avbc 
la. ,.nl..i&r ,_r vu uwnd.lle4. Aa • ...it, •c:ae oouatna vere mot. 
allon41 ae ~ lllCNl.4 aye ..._, to lao19ae o.u-. .. t. 4rav1llp '7 
2' per oat Of t.aota 1a a PftD rear or \If '9 50 per ceat of ..-•• a\ &111 
ti... 
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The conclueions with reSD•ct to a coincidence ot peak drawinga:vould 
seem t.o be the ...- ae tba;t of m¥ earlier note 011 this aubJect, Damely, 
that no c.:>na1at.,nt pattern can be detect.ed. 

Ill. B.eola•a:Lf1cation o~ Ordinaq Dra'41!1a a• Cp:mpenmatotZ 

In order to de\el'lline vbat proportion ot o:rd1Da:i:7 drawblga, whether 
outright or u:nder 1tandb7, could have been recluaitied •• oompenaato17 
dn.ViD&• Yithill a aix•JllOnth period after each or41nary d.ra~, quarterly 
data tor the '68 cowitrie• ot our sample have been inspected tor the period 
1~9-614. Du.rtlag tbia period total <Irawing1 ot the 46 countrie•1 excluding 
tvo eompeuatoey drav1ng1 by Brazil and Unite4 Arab Republic, aacunted to 
$1,794 J111llion. Of' tb.:t.a &m0U11t, $401 million could bave been reclaaatfied 
•• coapenaator;y at the end ot either the. firat or aecoDd quarter tollowbg 
each drawing, becau.ee ahortfalle up to the limit ot the drawing would h&n 
exist.ad vith reape~t to 12-month period• ending 111 one or the other ot 
theae quarter•. the proportion oe all non ... cor.o.peuatory d:ravilaga tor the 
a1x-.year period vblch could have been reclaeeit1ed 11 thue 22.4. per cent. 
It the exerciae had been eollducted Vitb m.onthl;r da'\11, the proportion 1111.sht 
have been •~t higher 1 but vould probabl.y JlOt have ·been Ye'1(1 mu.® 
larger tJ:J.an one ctU..rter ot all non .. cOJ!q)ezt.sato:ey drawings. 

iv. Auto•regreaa1ve Forecast• of rive-Year )t)v!!Ji Avera.ge• 
Two and r.rhree Yeare 1n. tbe Ju.ture 

As you 1Uggeated, auto-reare••1ve tormulae have been congmted for 
toreaaating the f'iTe•;year moving averages centered on. year• t-+2 and t+3, 
reapective17, f'I'OJD export data tor the years t, t-1, and t-2. A• expecte41 

the •tandard error• ~ theae forecasts are laraer than that tor :toreoaating 
tbe f'in .. year .wing average ce~te.red on year t. llltereat.1Dgl..)"1 however, 
thq are not larger than the implied •tandarcl error, from our old compu.tat1on, 
tor :tore<:aet1Dg the average o-r the two WlknOW 7ee.ra ill the f'ive•year moving 
aYerap centered OD the year t. The •tlmdard error tor that aov4Jla 
average 11aa Just under 10 per cent and the implied ata.Ddard error of the 
:f orecaet or the two unknown 1ear• waa thus Just under 25 per cent. 

By COJlll*ri•on, the •ta.Ddl&rd error tor torecaat1ng the :tin-year aoviDg 
average centered on year t+'a 1• a.bout 19 per cent, and that ~or tbe f'ive• 
year moving &Terage centered on 1Ul" t+3 1• a5 per cent. 
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'l'he coefficients attached to exports of years t, t-l, and t-2 tor 
the foreca.st of the ideal norm tw~ yeare ahead are respectively 0.84, 0.02, 
0.17 (with a S-lllll ot 1.035); those for 'the forecast of the ideal norm three 
years ahead are O. 73, O.ll, 0.19 (with a Si.lm c.rt l.033). 

Errera in the moving average of 20 or 25 per cent are, of coi.lI'se, very 
large. I am eure that moving averages could be toreca&t more efficiently 
by other methods, such &S straight extrapolation of a past trend ot moving 
averages or commodity analyai&. 

V. Effect of T1miy of' Dravings and Repurchases 
on Approximation and f.mo~thness Batios 

In ~ur discuss1oDS1 the point bas at various times been made that the 
umoothi~ ot availabilities which ve measure by the smoothness ratio 
(anf the corresponding measure of approximation to the five-year moving 
average, i.e., the approximation ratio) depend& on the timing of compensatory 
drawings and repurchase&. ·aur standard c'"'mputations assume that drawings 
and compenBatory repurchases will be made in the years of shortfall or 
exces•, respectively. In practice, bo~ever, drawing& could be made, at 
the earliest, three to aix months after the end of a t~elve-month period 
tor vhich there is a shortfall. I:t this is a period of maximum shortfall 
(so that the months of largest shortfall occ:u1· in the Jniddle of the tlo'elve­
:month period), this presumably means that the drawing can be obtained n;S;n:-
to twelve montha after the month in wh1ch--allow1.ng tor seasonal adJ~etment-­
the axlmum shortfall could be 68.id to have occ·.irred. Similar conside-ratifons 
apply to compensatory repurchaae11. 

In order to ascertain the effect of' thia shift in time on the measures 
or ettectiveness of the compensatory policy, we have compu~ed the usual 
measures tor a h;ypothetical country (called C0Jr1Pf'inia) that is aHumt:d 
to have export fluctuations of the type occurriog in oar data for the 48 
countriee and a quota limit 1n proper relation to the size or exports. 
The computations vere alternatively carried oat with the aasumed fluctuation& 
of exports (a) around a ri&ing trend of 3 per cent per annum (Comptllda I) 
and (b) around a horizontal trend (Compfinia II). The scheme• vere aaaumud 
to run tor thirty yeare v1th quota.a adjuated every five years. These 
computations vere made, in the first instance., i.n order to arrive at a 
judgment ot the effect on our apprw~imation and smoothness ratios of taking 
a longer period, in Vhich. the results would be less 1nf'l1 .. umced by the 
beginning 1ears during 'Which the policy 1• not yet fully ope.rative, 
especially in vieu· of the Korean 1-ar dis turbancee of the beginning period 
in our computations 



'l'he eecoadatt&ch.ed table ahova the reeulta ot the•e comput(t.ti.om. 
A qualified 50 per cent quota limit i• a••umed throl.lgbmit. Por Comptinia I, 
the country.with an upward trend 1n export•, the computation• are •de 
fo:r the fixed, compe~tory, aQd mixed repayments systems. Por the fixed 
and. IB1ud ayateu, the eomputa.tiou are also sh.Olm vi th .drariDgl occun-1DQ 
in the year following the shortfall year and repurcllas~ to the extent that 
the7 are eompeuiator;y, in the )'ear atter th'!! year ot exceaa; fixed­
echc4ule npurcha••• tollov the {laged.) d1awings in the fourth alld fifth 
year .. !b.e comp11tationa tor Comptiuia II, tbe country vithou.t an· upward 
trend 1n export•, are giTen for the three repayment systems bu.t not tor 
the lagged drav1Dg1 &Dd repayments .. 

Ill tbeae two hypothetical countries the app~oximation and. emoothneas 
ratioa, vhen coaputed in accordance with our atandal"d procedure, are all· · 
couidera'bl.7 hi&her than the antrage approximation and smoothmt•• :rat1o• 
tousld in the 48 country sample. Part at the reason 1• UDdou.btedly tbat 
in a nuaber of cou.ntriea ot our eample no shortfall ariaea, ao that the 
average ratios at'e to that extend biaaed towards zero. Ccm.pt1nia I and 
II cOmplt.re rather to couutr1e1 like Argentina or Brazil (:f'or vhlch 
approxilllat1on and .. ootnneas ratios ot 0.200 to o.40o were found) than 
to tlle &~rage for the 48 coUD.triea (tor which the corresponding ratios 
vere be-tween one fifth and one tenth of those tor Argen.t1na and Brazil). 

It flA1 be noted that 1J1 the absence of an upward trend approxb:at10J:l 
and amoothne•• rat1011 tend to be higher and the average amou.nt. outatandil:Jg 
larger··•~cept UJlder fixed repu.itchaaea-~t.ban. when a.n upward trend 1• 
•••wad. (!he maximua ascunt outatand.ing 1• 1n each case de'termined b;,r 
the limit applicable at the peak period.) 

lu the present context attention should be dra~tlli to the tact th&t 
1n the two eaaee where draving1 and repurcl'.laaea ve:re as.ume4 to be lagge4 
1>7 oae 7ear 111 relation to tho ;years of export shortfall. or exceaa, 
the •m.oothaeas at:t4 &pproX1.mt1on ratio• were 'bgth negative. tf'Q.a.t t• t.o 
say, the open.tiol). ot the scheme rea:.ilted in ex.port. a"flt.1JA'bUit.1e• 'Wb1cb. 
'lifere l••• amooth, and approxinated the tive-year movina aveJ:'.81• leaa 
cloaely1 than did the original exports. 

M:J:¥ arg..a.:raent. 1n favor ot compen.1&toey tirlancing based on tbe presumed 
D1.00tb.iD1 properti•H• of a compensator;y scheme would,J t.beretore, have to 
rel;r on the point :tbat goverD111ents are e.aable:i by the .rum 11 ccapenaator.r 
facil:t.ty to 9110othen ilaporte in view or exReateq., rather than act!!!llf 
received, compesuratary ar&wings. Since uy gove1·nment could do this &ny"• 

vay, pr'OTided 1~ held autticientl.7 large reaerves, the ar&waentat1on about 
the timing of draviqa &lld repurchase• (with th• exeeption o-t'that. c.oted 
below) loo•es mach ot it• torce. ~bat re ... ins, ie the etfeat of the 
cOMpenaatory facility on the average u.ount of 011tataa41Jl& draving• over 
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·( a perlOll ot • 4Ul'illl vial• upon -.nUP an relaU~ ........... 
1a ._. • .,.,.... •-.mi ot a&Uvatllal f\m4 4rariap renl.Ulrs 

tram t.be opera\1• ot 1ihe ,......wr, • .._ voa1cl pl'O'fUe a44l\1oml. 
nuterNe w primar;r pl'Obetac eoua\riu ••a ariNI~ u4 v.:W '° ta\ 
en.at. em».e tlaea to pn.U. bet•r ta.a ~ otlaendM eou1tl. tor 1ille 

... waa ot ..,_.. 1a u.. ta• o1 naewa•1111 ~ .... --• 

.._om Y&l.U po1a\ vitll reapeo\ '° ~ "'i•lllC ot o«MpeaM\o17 4J'av~ 
allA NpU.l'Cllluea aoaoeru prot1.elm. '° .U• 8hontal1a ull 4rav1llp 
(u v.U u •••••• u4 ~) moa .-ri, a.l-..o.. IOM pnrta1_. 
alOlll tbeH U.a an ~ .._.._. Sa llA/6,/UA, "'' tM:t _, •• ao 
tar ....._ to _, -. pola\ -rsua trc. * ..,.aauw •t••••e« ....... 
I u RN ..._t t.lli• .at remain a W,1• tor tv.rtMr ._,,,wit.la a nev 
w.n. a .-e•tltl• •n ...... Ul4Na1loa et Vi• JOliOJ MM ,.an tzm 
llOW. 11ae U.. me '87 vlea to pUMe 1a ae ton.n...1 Ju\ U Kr 

f'ormla pNtina a alaorVall for the •eu'Na,• 191' (1.e., tor tbe lata\ 
•wl......nk ,..w hr wlliala ftna daa an ••U•lale), ao n ..U 4Hip 
OM ""1ala pnUne 1iM aontal.l tor .a.. "'91...._t.k perlo4 tcaUowlac .a.t 
eO'fU94 • ~ l&u•• Mta, er tor a twelwe .. _.. periCMI ~bi tbe 
lat.ea\ •iz ...u.a tor *1ell ... ta aa 'M o19tat..e. Ia '11• ot * "8Ul\e 
atwa UDller le.Uoa D .-,., \Ile UTOr 1a a.U a aonraJ.J. to:reeu• _,. 
an 'M larpr ~ *'' towad ia O\ll' pn-• toimla. 
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ahouJ.d b<r prt>pt!i'.~,_:~ "11~msdr.::1n. it~. vhem 
t~. J.1tie •h~.J.lti '!:fl..tr X'{~~~r~t~'t.b·e till:~;;,. ~rt.inc:, IEcJ:' tm'Af} 

:;~1t~ Ofl Invl~1bl,ea.s 

I. do ~t. xlW$:i ·~ir:· ~ll~;'..ittltl cisel.2$'~· 
·N"F~n~tive vll1 ~,;i;: t.)!oovaa 

11'..J.e fi.E:';:ti."; pflp(.'T . tn.ci: i.~ :t,;,; c:.'lll ~~~:;;<J.:'Jr 
finm;:."Q!~ alll'Jtll.4.11! .i.n t~~1ul;tn,,, be r~ policy :w~-mr ~t~t~~ a. .an::tt. 
d.$C1f.f.on ·Pn d.·~u1g~e i~~ ~.:e in too :faeili Q'.,. ~~ ·xsapi::.r fil."0\1-lti :t,>ci ,zi~"tel~. 
'W"i.th ~ ~~ to ult~t"! pV.h1·],,:iiat:t •:J..'l.-

T°M main ~J:"r~~Jlj;;. ·~~ill~ thi.~ 
r::~1t)IJ wulii ~ ur!l::l..keJ,y t;e ez.s:m~nt tr; 
·-.....i.· ,..41> ;,,. ...,. ...... ~ .. """' "'*-"l'"'q.~ .... '.' .$. """",,,..;,--.· ··~·" .. ~~·1 ::~·"'1- ~ .._, ~~B ..u .... ~ ,,,_._~·-.t~~·~ .J'.~~"":l:~·\ii..L-~\i:.,_.., 

~st~i:On la unl:i~l,y to :~ lll{;;N~d :;~o.n :t~ 
~ ~~'\ t.Ul fu ·ti.~ ~"·~6:: :::·.tt;:'at\~ ·~iiro· 
the f!xitljeet r:.£ .r:~m•.t<;r;r :ti~~ctue ey 

: '.fihr.~ !G~llffi ~~d tt1~J :;,\'."~;;"~ itif~J. 
't';:11J..1.;~ tCIJ:' ~h r.\l::i~,..>; c::J: !:>~:<rs "'~~lt~ Qe: 

):,. ~lati1<.~~l:!',p 
'.:ii.;.ai"'t'. 

i-k"'.tt elth~~:'htt:'· 

::,:.ha.~~~ 1»· th• tt~ 
·~~J..1'..g '.P~l" et 
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·1}tll ·tJ~t t~ iD:lt1.~'!':t1:-u 
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th~. ~Pit' :r--.iti:,~, n't thAt. t.:t~r~ 
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11.~. An 
3~ft~uslity 

5,. A ~zy a~ 't~ ~ltttr2:!1 ,,.1<nJrrtrl..e s W'.'Mz- 01,:ir ~rc;:tpp~$ l'.t::l'!ll~l hav~ 
rec:ltiili!if~1'<i ol.'id.:n~":t ifa~~s as (,.'/Jt..,~ato:i.~.;r <;'.)·,;·~ tl~ .~~$t f1Y¢ '5'£;,nira .. 

t;?. .A ~tuct,y .0£· t:.~ ~~t-:t 't.ro ~i~rl;"!~ ~~~ ~~ t.l"ifi:ifsl~ 
r_:~~ifi,V~;p;g~ h5.YI~ :(:;::l,1).~iis>:t"-1 ·~;j;~;:1 "2~:~.75f~ @f qr:l~X';t ·f.~~i.Wi-11~·~9" 

A$ ~L~·1~ ( tl¥ :!:t ·v$ti1~ ~.il unn.r.te:~::l'1~Y !"t'1/ t~.~ 1;,;:~. 1'...~ltr:a~ tJul" 

·t1?.lat~· v:ttb. tht~ '.larl;.;$ ~~~ :1'u~~h a ~;,;~cy ~nht rl".;}d' !~~tq:re 1.t ~!'}G{lM~• &i-?1().t:mt 
\i:"he'tl~t: trJ.? ~$. :;;~~~oo.i :tif.W ·a :tiut;;;.l,"e or i~ I;;:>ilt!;;:; 1:<3 ~&l.i; ~t it~. ·°"'ii, wtzht R _ 

l:~}. .~li~Ul ... ·t~ f~~ ,~'.1. bit,L1~1:J;· ·r;·rJa~5;.1V.:n~ 1?.i;! j~g~. ··i;1~!.;~ ~;;:~r ttAf ~ettng. ~>f t~~-
~1r.Ji'D C~ittc~: ort .UNitdt1l~1<.h 

J•,·•.""' ~•O":"J. ;'!,"ii.~,~~ A ft:?;" . ..:~;~ • ~~, .:t~~-Q~+-~-q~ \i. t· ~·~ .. r ... ~t·:ltf.51~ ?j('i-'}l 

~ wit.~t cy'.~:ti•~i~~}'; it~ c~et:i.~'.t tll$· 
Jlci·1~~1~. i:)D. ·thiv~· .~fJ~~·Ll:.5~ ~\1~::::~1.~~ .. ~ ·~~.,3(;t~.;~1 ·t~l}~.(t 
l;:r\~l>f~·.r~· ~1:.~~q, iul}:1~rt; priCe statistics. 

!,';.:~:;~; Ll:f;;'i'' f'.':J1&n lffl.f.i ~iUl, :t.'1 the· ~lur 
.1~~t~ .i~J~l-~.~e~ Of ~1'i\GJ1't ~;'.Jlmt:r;'inti" · 
t;~:::~ f~,;J.~~~-~ ~~:.f.? ;;?.1 l§/%~j..,jtt~~~~ ~;~~t~t· ·t.~ 

( ':'.l) l's nn'"··tht'1• llf1~~~s ·a..~"'1$1.t.i:>th r;v'!~'A i.f ~~S1 of "'·""~"li~l·itj 
;,;c~ :.::_a.~~,..i-~~.;~l. int;,;~ ·.;;~9i·~.;:1 · ;;;~ p((;l~;:4!t:J::. r;:::;;.:u'~:;;\\',~:::~ <t:ht.:i ·r1c1iau'."'·¢~~'.!:cx:i; 
.t'a1~ $..''.Qr pmotf,,c.iil effl!:;.t ·1:in. th~ .~tl.~l~ o.r 1thc~ i;:;~2m.~i;,,:;ry ~o1.l• ~~$/;!;i ··w~ 
r.r~~;:.(t0: !J'l':~l.>;.:~:eo:- :tt. .:!.~ ¢i t:tip:1(~: t..'f#· '.:l,Qf':!fr:~~·,.t.i~ ~®~~·ith 

!;}1 ~;;IJJ: ·e·v~~11'·~~- ~:"~·. ·c1.~~:~i.1hi t~~ ~~ir f~)·~~~i£;.~!!~~1··.,r:~), ;~~~) ft:t/ t1fJ ;:~Ct~~~t1J~~~~· ·ttr 
( 1.:.1 .•• ,.. ..... "·.+Ji "''"'~~-,,,,,,,.._ ,..,."'<'f' if·' f ·!'"lh". i"' ·! , .. , -;• ,.....,,, •. ~'¥' ··~n·\• • "".·! { ·>:j;p-': ,f_JA!·H<'P 'i~"' .. t.'l';:',.n;.- - ""." ~«;11 Jr""'P ·tt• {i-''"~""' · .. _ - ~~,...... -......,~~ .... ~~~· :.."'""t1' "!!? .. ~4~_..fi_i;.·"-"·A""'='"..J .4_l., ........ ~ (~~,J --~~~·-· ... it·-~..., a~v~- .k r.~.:~'-'":""'".J·'":- tL!,4', .... ~~:W ~.,.... ~ ~ ~·';..- .. ,: 

tiit.~ll.t~d .;;r~. it~ r~~n. ~.~r.;~t.;,1. Zl.:; C~'.t ~~ s:e~htt~Js tht~t ~~: ~· rec~nzl:tng· ~t'Q 
~?O·t 1.;~ofl:t ~J.811 t(1 t'.:t>::>~ttt1.~:t<~· ~ · ettllij,ti.µ.'lt :f'G:t· ·the t-:J¥3.t~l'\·'.t4vyjl.~it :.;o.®ut.~i\11,t}} ff:Jr 
1~'°~ lnft. c~~~~- Gif! t1~~ ·(:.i.~:t~~~1:J"l::\~J:fr:a&- p.~~ J.~tqt1l~?!t.:~:~:· :~ ~~- ~;:;:,'.ii 'Lt~· ·: . .r;"' aJ:1:r~ -~·i;i' .. (tJ~tZ~> 
-il4%-~rt ~~~ ·~· &tlr.rt-~~~ ti:1 -~L1i/; :I:2tUl'l~ l1:i ~-~~;~~~~o~bJ~~~;·~·}~ ·~·-<tt;1 t~t.-:t1Ji(:1.t::t (!r.~a,h1/:J.~r~ ·.- ... !~t'" 

;!7:~\~:~~i;!~~;~-i~~~:~i;~~~;:.#~~l~ ·i;;i~;r~~t:;c!.f~;7~~~~~j';.~~~::~2;r1~·~j.~;,~q4a 
~~:" ~~ ,#f~'.;~.istc..1 c,:r;: '7 :;;; • · 

-;. ... _ 

(a} p, ·~l:tt::,.t;'.ly i;;~o;~<'.!r:iiJF::!l '\)'lt'.:/~fJ{JU.l.<l~" ~~'Cut'.t;j1.t :i~t:11t:J~~; :tKs;t~ ::;if: t!1t: 
J~;at~it.Lt '~11 qri~~~ :t~J"ll~~. _ l i?.:-~ :~1:D m.1:)Irt~! .. cr:~4?~l ';~t~ ~:-J~:_:.:..!t~:~~ \~t;f. {. i1.1·t~~). ~1.~il · 
.·1;~\:!)~:.r!n.r~ ~tl:rt.r~c L.f~\ t:t~·~;~r:~ 1..=it)t;n),, 

( i;,;) 6 ·~:-~r1fi(j i :': e:ra~:J,,~/ .£~:~~-··~:JI";:· V ! ttt~·~~/f~ '~"~;).~ ;J t ~·r~ .-Cf" .t; ~,{: ~t:-~ (~1[' i~~l~f; r;~ ~ t~1>~3 ~~.4!/}~·t.C .;:;::}. 
~:t·lU~~ti·~;:n. -;;£ ~ti~? ~1tf4·~~1~-!~ .l-':~:ttc~t.e~ ~·l!~~a\J'l!~~~. 1.:J r~~:{'~k: ~(' ~~·~:f11 ~:;r)l\ 1;r"! .. <f,;;:t-'1Utt X~i~;; 
(t·:.~~ d~G' r~:;J·t~ ~~t~.fl~ 't:) ~~:·J t~~:.;~ f~:·1 .. ~~~~li l~;J~;:~: ::)~(;.t~~L:;~:t ~:~~~ )\~~t;~µ t,~;{:) f\~~·-::.)~ ~.1!: ·-t).s!lt:~t ··c-~.l;· :·~1;'.11 
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·Mr. Schweitzer - March 7, 1966 · · · 

Frank A~- Southard; .Jr. 
llnitialed) F,a.So 

Compensatory Financing and UNCTAD Meetin_g_ 

·1. I am preparing this memorandum ,~s a parti~l basis for a meeting 
on March 8 on compensatory financing. I consider ·that that meeting should 
focus on the preparation we should make for the UN~P meeting which, as 
I ·recall, 'begins on April 5 in Geneva.· _Even if we were not confronted with 
the most recent resolution, adopted at the meeting_ in New York, _we would· 
have had ample reason to ~xpect that our representative at the April meeting 
will need to make sometl\iilg more than a ·routine statement_on the IMF 
facility on compensatory financing • 

. 2. In my opini.oµ, the Fund representative at the meeting should be 
authorized_ tp make a fairly detailed statemeni which, while not at all com­
paring in length with the statement likely. to be made .by the ~BRP- representa­
tive, win· at least be accepted as cooperative. · I should think the stiate-
ment might include the foliowing points:· -

(a) A s~ary pf the IMF .compensatory facility as it _is at ptese,:i,t. 

(b) A reference. to poiJ.:lt!:l ·mentioned in the_ QNCTAD_ re~rolution of 
last year~ 

{c) A-frank explanation that, on the whole, the IMF facility is 
unlikely to be changed radically. ·This could .include a reference to the 
need to fit compensatory financing into F\lnd policies and _mechanis~ •. It 
could also include a forecast that it is.unlikely that the statistical test 
would be changed--or, at least, it could b~- said that as a ~echnical matter 
the Fund's staff does not favor -a change. . · 

. . (d) An indication that. some of the. matters are being. studied by the 
E;xecutive Boarcl. I e)lould think these might _be apecified, namely, ~he 
possibility that compensatory financing might "float", ·the question of 
increasing the amount of compensatory financing, and a reconsideration of 
repurchase arrangements. It would probably-not be feasible for us. _to go 
into details·on these n:iatters unless, as· discussed below;, there could b~. 
some progress maqe ·in the Executive Board· before April. -

3. As for clearance wit~ the Executive Board, I _am inclined to agree 
with ?'Jr. Fleming that we should not submit .to the Board_ for. approval the 
position paper we wo~ld use at Geneva. Failing ~hat, I see two options: 

{a) We might be_.~ble to schedule another-Board discussion of our 
compensatory financing paper before :;April -1. - -We could. check this quickly 
With thr~e or fOUI'. leading Directors_.: ·- If :this.· could be. ¢lone, v.te might use 
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that discussion as a vehicle for indicating the position we would be 
taking in Geneva. Presumably.we cannot have a Board meeting unless the 
·exp~cted supplemental paper can be completed and sent ·to the-Board.· Since 
time is short, the.clanger is that, evell if we coulci issue the paper tbis 
week,· reluctant Dir~ctors woulc:l have an excuse to wait for a few weeks 
before a~reeing to a Board meeting. 

(.b} If we cannot arrange a Board meeting for April l ,· the alter­
native. may be for .you to make a statement under the heading of "Other 
Business" at: some Board meeting during March. If we· have meantime issued 

·the supplemental paper you could refer· to th.at and to the need for having 
a ·Board meeting in the near future. You coµld then go on to mention the 
forthcomingUNCTAD meeting and could SUDllllarize briefly the position which 
the Fund representative would take. · 

cc: .IMr. Polak 
Mr. Gold 

. Mr. Sturc 
Mr. Flem;ing 
Mr. Nicoletopoulos 
Mr. Finch 
Mr. Coleby 
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Feb1"\Jary 1; 1966 

:- __ :/7?:-----~· -----
Subject: Drazilfan Cc-ti.mitment to Repurch.rme Compenso.tog Drawin~ 

"' • I -
. .· \ . 

. . ~ 

Early today ~1essrs. Bica.lho and cOut_lliho~called-on ;~ in order that. 
t~r. Coutinho could explain some second thoug;h:ts which Finance DHnistcr Bulho .. ~s 
had had about the cominitment given to the Uund ~ission ~nd TientionGd in the 
papers b~forc the Executive Board, to repurchase the $60 million stand-by 
ar.ran:::;ement in June when it will hove reached three years. Mr. Coutinho said 
that there was no doubt ·at all that the com.";litmcnt hod be~n given but he ex­
plained that Minister Dul hoes had become familiar with the new pi:tper en com­
penEJstory financing and he thc;ught" that this n1ther changed the situation. 

·True·, it r.ms understood. that Brazil would rol.l over tiw rE!purchase by drawinn; 
under the new st<lnd-by. However, Drazilian officials had lcng arguec1 for a 
flo~ti.ng compcrtsator3r tranche. Thcr.<?lfore. they would really prefer to follo\J 
tho lead of the new pnper and let the c:ol!!pcns-ator:y drawine; run on anci not mal:-.e 
the roll-over drawing unlier the new stund-b~·· Tb.e Finance Minister wo.uld like 
to know what the Fund mansgcment•s reaction would be to this. 

I Daid that 1 would mention the t:l.·'lttcr to Mr:·. Schw'eitzer at once. 
But my first reaction was that some E:icecuth•e Dir~ctors would not be 11.eppjr at 
a suggestion coming; from B:razU or the m.anagemcnt, or both, that the paper on 

· co-!lJpensatory financing be a basis for a change in the arrangements ruacle with 
Brn::3il during the neiotiatione. After Dl l, tf1e paper had had only an informal 
discussien in the Board so far. l also pointed cut that the logic of the 
situation~ if the repurchase scheme contained in the paper '&1aS to be followed,. 
would be to deterclinc what 'Brazile s rcpurchas(l- commitment w.:iulcl have been in 
the past three years, taking account of Bra211.1 •s export ennlings year by yenr. 

Mr. Eicalho ~md Mr. Coutinho ~t once saicLthat the Finance ti"inister 
would expect that Brazil would follow any such repurchase orrange1nent rigor­
ously. They then elliplained that Dr~zil hoped to ovoid drawing under the new 
stand-by 1 using it ns a second line of reserves only to avoid a a~cline in 
9razi1L~n reserves. From thie point of view, to avoid drawing for the purpose 
of rolling over tho compensatory drawin@: ·-..-a.s possibly desirable. 

I then said 1 would spc·ak ·to th~ Managing; Director and be in touch 
with Mr .. Dicalho during the. day. I discussed this matter with the Managing 
Director before the Bol!lrd meeting. , His reaction was that it would be unwise. 
to rr..ention th:i.s matter in the Board meeting on :E'ebru.ar~r 2 in connection with 
the Brazilian stand-by. It HOUld raise dou~!'tG and· worries in the. minds of . 
sooe Directors. However, Ml.·. yJcn lho_J:OYN. J1~--~1:iJ~rm~q~t;l.l?t-... if .. progress was 
i:lade before June in Executive Boar:d considerat·ion ;eif the compensatory paper, 
then the Himagfa-if Dfr~-ctor Woufa not regard it M a breach· of faith if thc­
nrazitians-\.7\fr·e'.to <lHicfiss with .him the prps ~'nd coits of leaving the -compen­
'sa_1:o_ryj:iF£1~~~iout:sf::an~i~g. Ot" o,f. rfp~rch~~-i!~_g. ~n the me~tiJ~Q.~ .1th-ere could 
b~ discussions with the staff on thi?- technical aspects--i.e., what would the 
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// 
Bra•Ulan npuftbaM 9Uptlaa a.aw been had the prop•••• new arrognrnta 
bull eaforced In lHO? 

I npol'tec1 the Maaa1tnc Df.rnt.or'• •law to Mr. Blealbo and Mr. 
Ccutl.Uo before tbe Board -ttq aad they at once Nlcl that lt wa• quite 
.. iutaatorJ. ._.. alcalbo reputed thla to Mr. Sebeltar after the Board 
-t111a. 

l'NDtl •• Oat! 1ri, Jr. 

cc: Mr. Selaveluer 
Mr. Ool• 
Mr. Pelak 
Nr. Del Cato 
Mr. fttlrc 
Mr. lCoo 
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Ill'. Stve 

I. l. Polak 

Ill'. Ridler v1l1 lllDt '9 alb te att.d these .. Unp, ao I .._..., 

JW ..S•te Ill'. Jwa a• U. lmad'• ..,... .. tat1"9. 

Ml lf.r. Illa .... 
Mr. Jl1cller 
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Geneva Office: · 

INTERNATIONAL MONETARY FUND 

WASHINGTON. D. C. 20431 

Hotel Intercontinental 
chemin du Petit-Saconnex 
Geneva 

22 February 1966 

Dear Ernest·: 

CABLt ADDRESS 

INTERFUND 

no\:::..ce on the calendar of meetings for the UNCTAD that 
the U.N. Cocoa Conference: Working Party on Prices and Quotas, will 
have its meetings ~n Geneva from March 14th to 29th. During my brief 
stay in Washington I had a chat with Mr. Ridler and I believe he 
indicated that he did not think it worthwhile to attend this confe­
re-.-v:. If this is the case then I had better attend although if it 
L·~ ••• , .... ) : •• :: ~,he:l conference of last October it will consist mainly of 
waiting for confidential Working Parties to emerge from their rooms 
after reaching a succession of deadlocks. The Fund may receive an 
invitation to send an observer to the conference in which case you 
had better name me if Mr. Ridler is not going. 

There is also a Consultative Committee of the U.N. Sugar 
Conference meeting from March 7th to 10th to which we may or may not 
be invited. Again you had better use my name if an invitation is 
received - between both conferences I might have a sweet cup of cocoa. 

As for the resumed session of the Committee on Invisibles 
to take place from April 4th to 13th you will have received my memo 
regarding representation. If Marcus comes could you please let me 
know in good time. 

From the above you will see that I am going to be pretty 
fully occupied once more with UNCTAD activities until mid April and 
I am glad that Roger will be here to.attend to the GATT. 

Mr. Ernest Sturc , i! PI;:. 1" i< t flf,1 ·I:.::{•.- I,} t; 

Director ·· 2 
Excha.J1ge and Trade Relations,. Department 

· • · • ·r "I nri 
Inte~national Monetary Fund" 'r i:. · Li:'i Hi~ 
19th and H Streets, N .W. /, 
Washingtonj D.C. 20431 · 
U.S.A. .. . 

Orig: ETRD 
cc: RE$ 



, ~ Office Memorandum 
~1"-"R-tf 

TO 

FROM 

SUBJECT : 

Mr. Pol.ak 

J. Marcus FJ.emiDgt1' 
CoIII,Pensatory Financing 

DATE: February 25, 1966 

When the Board discussed the compensatory financing paper, stevens 
asked that when that paper was presented for a policy decision it should be 
accompanied by a complementary paper discussing relevant discussions else-
where, by which he meant the supplementary financing proposal. We ought to 
come to some sort of decision as to whether it is desirable to produce such 
a paper, what to say to the British if we do not produce it, and whom to give 
the job to if we do produce it. I myself' think that we shou1d not produce such 
a paper unless it appears that the principal industrial countries are becoming 
sufficiently interested in the Bank scheme or in some merger of Bank and Fund 
schemes to make it a practical issue. I do think, however, that we should help 
the countries in question to come to some conclusions on this point by pointing 
out to them informally some of the rel.evant considerations. It is this question, 
I c~ss (much more than the presentation of our own compensatory financing ideas) 
which seems to me to possibly justify my spending a few days in Geneva at the 
Invisibles Committee. 

On the other hand, I don't think we can wait until April to begin some 
action on the preparation of a paper if that should turn out to be expedient. 
I am, therefore, wondering whether we shou1d not ask someone (Ridler ?, someone 
outside the Research Department 1) to prepare a rough draft of what such a paper 
might look like. 



I tibia it --~ a W ""*'"' ......_.,.... ..... ... s.a .... 



TO Mr. Polak DATli: February 24, 1966 

FROM Frank A. Southard,_JJ:. . 

SUBJECT I UNCTAD--Funp-<as Compensatory FinancknS Facility 

"---- ~ -------
I have taken note of Mr. Sturc's memorandum of February 21 and 

Mr. Jones' memorandum of February 18. I agree that Mr. Fleming should stand 
ready to go to the Geneva meeting in April, unless other duties interfere. 

In the meantime, it seems to me that we should be preparing a 
paper, based on the document which is pending before the Executive Board, 
which would have as much substance in it as feasible, having in mind that 
it would be submitted to UNCTAD at that meeting, or at least used as a 
position paper. Possibly Fleming and Finch can collaborate in this task. 
The touchy aspect, of course, will be what to say about possible changes 
in our facility if we have not had any further discussion in the Board 
before the first of April. Maybe we should consider submitting to the 
Board the draft memorandum which I mentioned above. If the staff is working 
on a supplemental paper, the memorandum could be attached to it and could 
be one excuse for having another Board meeting on compensatory financing. 

f 

cc: Mr. Schweitzer 
Mr. Gold 
Mr. Stur c 
Mr. Fleming 
Mr. Finch 
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Mr~ J. Marcus Flemi!lJ3. 

R. R~ .P.b.omberg· · 

qo~~!!'!~!~IT Fioonoi~!£ · .ts~ ~~g,ues~o~ bl .• · 
!!ltat~~-~i:artmen~ 

T"ne a.ppended table contains. the dB.ta rec,iue~ted. by Mrs •. Gold. or the . 
U. s. Department. or S~te., ·Column l shove for ea.eh yeai.· the e~ceas 6t shortfalls 

. from the Fund norm ( 50 per cent of C'.J.r.t•ifmt. exports plus 25 per cent of eiports· 
· in each of the two .~rtl.!cedj.:ng years) · ove:r the amciurit of dra:wings to Yhicb. 
·~ount:t•ies "would be elt!titled in· VieY Of the Q,UO'til. limit~ (25 per cent Of quota 
1n a.D.y. one yea1~· up .·t;o. a me,'x;l.rmmJ. of 50 per ,cent of qu6w.). '.i:i:le 111econd column 
indicates the sum '!or a.ll coUn.triea ot (ill.Y repaymen:t;.s ndt~cvered by excesses. 
ot expo rte over the FUlld norm.·· . Theee ·tyo amcu:{l.ts ·are .&utnited in Column 3 · 
and cumula:ted in Column 4e . ·- · .. 

In the early part of the period these amounts are :falrly high because 
·of the large ·shortfalls· occurring· in the two .years following t..'lle ye,.ar of. 
peak export receipts e.t the beginning of t;he Korean Wer. For ·t.;.he yes.re 
1951 ... 55 the to·ta.i is ~l, 39·r milliono l'.n the· five ... y~ar. period 1955-59 
the total amount Of uncompensated shortfalls plWil repayment~ t',Ot. c:)yered 
by excess exports is scm.ewhatsllau~r; n&;m.~l.Y ¢921 million .. A'bou.t one half 
of this amount occurred 1n the.s!ngl.e year:of i95e·wnith is a peak short­
fall yeal.'~ Du.:dng the la.st fhre · yea:rs of cur oomple period, 1960~6!~, the. 
total. amount would .. have on.1.y been $265 million~. A::tepreeen.tative-amqunt 

' for a. fUtl.\:n3 five-ye0.1".' p&riod might vell be~ cio~er' to the w:i.01.wt omuptt~ed 
'for 1955-59 t.i:'>..an ·to the amci.m:t found for tb.e most :rece:a:t five~year period 
coven;'\1 by our data, since the occurrence of' a yea.r of large shortf'e.l.ls . 
of· the ·type experienced in 1958 eouid not be regarded. ·as ya,rticul.arly · . 
unusti.al • 
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. Mr.Rhaaberg Janua.r.1 J.S, 1966 

. Your solution would be feasible, I be:Uevet bu.t it misses the 1lain 
point: the aa1n cauae ot sudden fluctuations . in import pnces ot developing 
uountriea arise ~raa nonindustrial. ill.ports. I. still believe, therefore, that 
the r.asonable W7 would be~ to at these esej>aratelT as Stiggested in my 
mamo~d'LID. ot Jimuerf 10 to Mr. Fl.tiling. . · · 

cas Mr. P'lflllins 

. .~-
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

January 11, 1966 

T~: Members of the Executive Board 

From: William B. Dale 

Interest has been expressed in the comments I made at 
yesterday's informal meeting on the subject of advantages e ­
rived by certain Fund members from the " mpen~atory financi 
criteria applied to requests for select ases . 
The attached note and tables represent an expansion of those 
remarks, together with revised figures due to rechecking. 

Attachment 



,Note on Quota Increases under 
Compensatory Financing Criteria 

Early in 1965, there were 65 Fund members with quotas less than $60 
million, the upper limit to which, in practice, the special calculations 
based on compensatory tinancing criteria have been applied in evaluating 
requests tor special quota increases. Of these 65 members: 

-- 3 received approval for special quota increases under the 
Second Resolution related to the general quota exercise; 

~19 have received approval (or it is in process) for special 
quota increases, unrelated to the general quota exercise 
within the time since the Compensatory Financing policy 
was adopted; 

--17 others could justify special quota increases in the future 
~n the basis of Compensatory Financing criteria; and 

--26 do not have a case for special quota increases based on 
Compensatory Financing criteria. rf these 26, several 
have the advantage of larger quotas than would otherwise 
be justified because of the Fund's policy on small quotas. 

It is true that there are no hard and fast limits on quota increases, 
and that Directors have at ti.Ires been willing to recommend approval of 
quotas larger than statistical calculations would indicate. But there is 
always at least some difficulty for a country to obtain approval for a 
quota larger than the relevant statistics show. 

Of the 17 countries mentioned above, 15 could justify higher quotas 
under compensatory financing criteria than under the traditional Bretton 
Woods rormula calculation. The additional quotas attributable to the 
compensatory financing criteria would be $140 million, which is equal to 
about 24 per cent above the actual quotas of this group of countries at 
the time the general quota increase comes into force, and about 20 per 
cent larger than quotas which would be justified by the traditional Bretton 
Woods formula. 

nf the 19 countries mentioned, 14 have obtained approval of quota in­
creases beyond the amounts indicated by the traditional Bratton Woods formu­
la. The added quotas because of the compensatory financing criteria total 
$143 million, an amount equal to about 20 per cent above the quotas for 
this group that would have been indicated by traditional calculations. 

Among the countries which have already received approval of larger 
quotas owing to compensatory financing criteria, total drawings outstanding 
stood at $15).6 million at the end of November 1965, and gross drawings 
since the increase of quotas under compensatory financing criteria have 
been about $80 million. 
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. Table 1 

Couptries for which Selective Quota 
Increases under "Compensatory Financing" 

Criteria have been Approved or are in Process 

Final Quota, after 
General Increase Difference 

In Absence Attributable 
Quota, Comp. Fi~ to Comp. Fin. 

Country March 1963 Actual Criteria-! Criteria 

Saudi Arabia 55.0 90.0 69.0 21.0 
Morocco 52.5 90.0 66.0 24.0 
Ceylon 45.0 78.0 60.0 18.0 
Thailand 45.0 95.0 95.0 
Malaysia 37.5 125.0 125.0 
Ghana 35.0 69.0 59.0 10.0 
Tunisia 22.5 35.0 29.0 6.o 
Jamaica 20.0 30.0 30.0 
Costa Rica 15.0 25.0 19.0 6.o 
Dom. Rep. 15.0 32.0 23.0 9.0 
Ecuador 15.0 25.0 22.0 3.0 
Guatemala 15.0 25.0 25.0 
Iraq 15.0 80.0 63.0 17.0 
Sudan 15.0 57.0 43.0 14.0 
Syria 15.0 32.0 32.0 
El Salvador 11.2 25.0 19.0 6.o 
Honduras ll.2 19.0 15.0 4.0 
Jordan 11.2 16.o 15.0 1.0 
Nicaragua 11.2 19.0 15.0 4.0 

Total 462.5 867.0 724.0 143.0 

1/ Quota in March 1963 increased by 25 per cent, subject to rounding 
formula, or such larger quota as would have been justified under 
Bretton Woods, Set I, calculation (see EB/CQuota/64/J, November 9, 
1964, increased by 25 per cent and subject to rounding formula. 
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Table 2 

Countries which could Justify 
11Compensatory Financing" Quota 

Increases in the Future 
(millions of dollars) 

Potential Quota, after 
General Increase Difference 

Quota, In Absenct/ With Attributable 
Country March 1963 Comp. Fin.- Comp. Fin.'2./ to Comp. Fin. 

Kuwait 50.0 69.0 90.0 21.0 
Nigeria 50.0 94.0 100.0 6.o 
Congo 45.0 .57.0 90.0 33.0 
Peru 37.5 70.0 85.0 15.0 
Burma 30.0 43.0 48.0 5.0 
Uruguay 30.0 4.5.0 55.0 10.0 
Viet-Nam 22.5 39.0 40.0 1.0 
Trinidad & Tobago 20.0 44.o 44.0 
Korea 18.8 50.0 50.0 
Cameroon 15.0 20.0 28.0 8.0 
Ivory Coast 15.0 24.o 31.0 7.0 
Libya 15.0 20.0 25.0 5.0 
Cyprus 11.2 15.0 20.0 5.0 
Liberia 11.2 15.0 20.0 5.0 
Panama 0.5 17.0 28.0 11.0 
Sierra Leone 11.2 15.0 18.0 3.0 
Lebanon 6.8 '34.0 35.0 1.0 - 686.cftl Total 401.0 826.0 140.0 

1/ Quota in March 1963 (or upon entry into the Fund) increased by 25 

s.I 

per cent, subject to rounding formula, or such larger quota as would 
have been justified under Bratton Woods, Set I, calculation (see 
EB/CQ)J.ota/64/3, November 9, 1964) increased by 25 per cent and subject 
to rounding formula. 
Actual final quotas of these countries, after the general quota in­
crease, but in the absence of requests for special increases, will 
total $510 million. 
From EB/CQuota/65/6, February 9, 1965. 

• 



Jani 10, 1966 . 

. . ' . . 

~· Of ,Trade :in Ogopensat2}7, Fingcing 

. . 

It. spite of what was said tbia nt9rm..ng b.v aoti>.e 'Direotors, ::Lt 
seems to me "that a general ad3\1$~nt ot ~m:-ts :for on import index is 
totally- unworkable., · · · 

· 'What ..-. not !mpotiaibl.• to me llOuld be a eapa:rate provision · 
. in th• Corrapen1a.tory Finfuiaing Dao!sion somewhat to th$· etteot that where 
a oountry au.ft'•re a midden risa 1n tbe value Ot impart~ ot a put1culu , . 
lllajor catrAOdi ty on aeeo-unt or n t8mpoJ.'8l'7 pri~e inQreas~, thft Flmd maJ'. treat 
. au.oh m 1ncraa1aa as amilar to a l"eduction in· ~orto. lven. this woW.d 
prodl.tc~ 09rts,1n dil.fieulties-e.g;; in t5Ubsequent year when _the price . 
ttW11ned, but it ws mad• the decisions diaoretionar.r with. the Fund, .we 

· w()Uld ~ able to handle the fev extl'Glll.9 ea.BS$ that count~i•e might 
ene=oun.t.r. · · 

CCI Mr. Rb.airlberg 
Mr~ Ridler 


