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Ai e rn or an cl ti ra 

TO 

FROM 

Mr. Altman /Yi 
, fl r, _ I 

W.O. Habermeier( vtlllr' 

DATE, January 22, 1968 

SUSJ!:CT : Repurchase 

A number of general comments and suggestions on Mr. Polak's draft 
paper of January 16, 1968 appear to be in order: 

1. Paragraph 4 of the draft paper underlines the very weak role 
in recent years of obligatory repurchases in contrast to the 
preponderance of repurchases under the 1952 Decision. This is 
not a properly balanced description of the repurchase situation 
under the Articles. True enough, in tt.e recent past, the main 
debtors of the Fund have been countries that do not fall under 
the repurchase obligation of Article V, Section 7(b). But this 
has not always been so nor should one expect that the present 
international payment situation will continue to be the same 
until the Articles are amended the next time. For example, in 
1958 repurchases under Article V, Section 7(b) came to 4li per 
cent of tctal repurchases made ($539 million). because such 
countries as Belgium, the Netherlands, Denmark and Japan had 
repurchase obligations. Should the payments deficit and drawings 
on the Fund shift one day to EEC countries, this would change 
the repurchase situation under Ar::icle V, Section 7(b) radically. 

For these reasons, I believe that a rei:erence to the situatio11 
in earlier years and to th~ possible impact of changes in the 
groupings of Fund debtors is truly necessary. 

2. The proposal to dcuble the quo_J:3 limitation is likely to raise 
serious objections: 

(i) Today, a number of important members actually have quotas 
which are high in relation to general standards. The U.K. 
quota has bee!! set comp,'lt'atively higher than other quotas, 
one of the main reasons obviously being that the United · 
Kingdom is· a reserve center and has high liabilities in its 
own currency. An increase, therefore, in the quota limitation 
for repurchase calculations would give the United Kingdo;-;ia 
double protection 

(ii) The suggestion does practically nothing to reduce the inequities 
of the present sydtem but tends to enlarge them in certain 
respects. Presently, about thirty-two members having about 
52 per cent of total quota$ are ineligible to incur a repurchase 
obligation because of the quota limitation. Using "gross" 
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reserves, these figures would be reduced to twenty-six 
members having 12 per cent of Fund quotas. By doubling the 
quota limitation, the number of members that would not incur 
repurchase obligations is raised to forty-three having 32 per 
cent of total quotas. Eleven countries, among them Brazil, 
Finland, Mexico and Norway, would get an exception although 
they presently cannot claim one. It should also be observed 
that the United Kingdom acco~nts for more than two-thirds of 
the change on a quota basis 

(iii) The general argument that world trade has increased much more 
than quotas does not appear to be applicable because it is 
the relati.on between monetary reserves and quotas that is 
relevant. No argument can, however, be made that the general 
relation of quotas to reserve has worsened. On the contrary, 
it has improved! In 1945 the relationshiv of member's quotas 
to members' reserves wa:.; abot~t 1: .5; today it is 1: 3 ! 

{iv) This does not imply a judgment on the adequacy of reserves 
today in relation to world trade {which has increased since 
1945 by about three to four times). However, one should 
avoid provoking a discussion on the general adequacy of 
quotas or of reserves just at the moment when countries are 
preparing for the creation of additional reserve assets. 
Obviously, the Special Drawing Rights scheme will increase 
the reserves of those countries that already have comparatively 
high quotas by a relatively larger amount 

{v) If the scheduling of repurchase obligations is adopted, then 
the two alternatives presently suggested as a compromise 
for abolishing abatement and for abolishing the net reserve 
conc~pt cannot easily be combined. Should they, however, be 
combined in the discussion, it is likely that they would make 
the compromise unacceptable to the EEC countries 

For all these reasons, I strongly feel that the suggestion to 
change the quota limitation should be dropped. However, it 
might be useful tc retain an alternative policy suggestion in 
addition to the complete scheduling of accrued repurchase 
obligation. I would very much favor Nr. Gold's original idea 
that scheduling should be restricted to the portion of an 
obligation that would have been abated but for the amendment. 

3. On the abatement of amounts that fall due in currencies not acceptable 
to the Fund, the question arises how these balances should be re­
-!.'.llocated. I feel a tentative answer should be given in the staff 
paper suggesting abolishment of abatement. One could repeat an 
earlier staff document which said that 11 

••• these amendments could 
be settled entirely in gold or in currencies acceptable to the 
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Fund or in some combination of the two." Since this kind of abatement 
relates exclusively to currencies, it could be argued that re­
allocation could take place exclusively in currencies and that the 
principles of the 1962 Decision provided an agreed guide for curren­
cies to be used in repurchases. 

It may also not be easy to maintain the present position th.at 
installments of obligatory repurchases should be paid in gold 
or convertible currencies as determined by Schedule B. This 
suggestion looks very impractical as far as the currency part 
is concerned: schedules may extend over a number of years and 
may result in small installments and very small amounts in certain 
non-reserve currencies may result; members may no longer have a 
particular currency in their reserves at the time the Cot'llD.itment 
falls due; nor may the Fund be able to accept the particular 
currency because its holdings may have increased above 75 per 
cent. 

In view of this, I feel that the currency part of any repurchase 
obligation could be discharged in line with the policy of curren­
cies that no longer would be abated. 

5. As regards the rescheduling of accrued repurchase obligations, it 
may help the adoption of such a policy if it were suggested in 
the staff paper when such repayment would start and when it would 
end. As a practical matter, the installment schedule could not 
start before final monetary reserve calculations had been made, 
i.e. no earlier than six months after the end of the Fund's fiscal 
year. Because of delays in reporting final reserve data, it may 
sometimes take even longer than that. But final monetary reserve 
figures could and should be reported earlier and a special note is 
being prepared on this subject. 

It may be difficult to agree generally on a shorter repayment period 
than the present limit of five years. However, the staff might 
suggest that an accrued repurchase obligation would be used to pay 
off outs landing drawing::; p1·0 tan to and that consequently, repurchase 
schedules would have to be fitted within the outside limit of three 
to five years from the time of the ec1rliest dra,.;ing to which th<? 
repurchase was attrihutable. 

Polak ~ 
Gold 
Fleming 
4\L\;V.&.~ L0p04.i.O::. 
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INTERNATIONAL MONETARY FUND 

WASHINGTON . D . C. 20431 

January 23, 1968 

MEMORANDUM 

TO: Mr. Polak v 
Mr. Gold 
Mr. Altman 
Mr. Habermeier 
Mr. Nicoletopoulos 

FROM: J. Marcus Flemin~ 

SUBJECT: Repurchase 

it;/~-. 
/ 

CA B LE AD DRESS 

INTERFUND 

It is suggested that a meeting be held on Repurchase at 3 p.m., 
January 24 to discuss Mr. Polak's draft of January 17 and the various 
memoranda relating to it that will be circulated today. 

Perhaps I might raise a few questions and express a few views of 
my own on Mr. Polak's draft. 

(1) Can we say (p. 2) that the existing sytem of reconstitution 
as a whole has always been considered satisfactory? 

(2) I had thought that at our last meeting it was agreed to make 
some mention of the possibility of a compromise solution on the liabilities 
question, viz. that these should be counted on a 50 per cent basis. This is, 
in my view, not an unsatisfactory half-way house but a better representation 
of the true liquidity significance of such liabilities than either complete 
deduction from reserves or nondeduction. I will therefore suggest some 
words on page 3 to prepare the way and some additional language at the top 
of page 4 to allude to this possibility. 

(3) While I think that some reference should be made to increas­
ing the m1n1lllum reserve level, I think the argument should be toned down. 
After all the 3-5 years rule forces all members to repay whatever the state 
of their reserves. 

(4) There seems to me to be some confusion regarding the schedul­
ing of repurchase obligations under V.7.b and its relation to the scheduling 
of repurchases of particular drawings. The repurchase obligation under 
V.7.b is not in principle assigned to any particular drawing. It is allo­
cated to particular drawings in the light of the circumstances at the time 
the obligation arises. If fulfilment of the obligation were to be scheduled 
there seems no reason why the allocation should not take place at the time 
the instalments are paid. In no event could schedules of repayment of 
particular drawings under the 3-5 year rule be impaired. 

If there is to be any scheduling of payments under the V.7.b it 
should be a short schedule of no more than a year--preferably less, or the 
whole point of V.7.b will be lost. 
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Gold Tranche, Automaticity, and Conditionality 

Prepared by the Legal and the Research 
and Statistics Departments 

(In consultation with the Treasurer's Department) 

Approved by Joseph Gold and J. J. Polak 

January 17, 1968 

The purposes of this memorandum are two-fold: to examine SM/67/144 
(

11Reform of the Gold Tranche - Possible Solutions 11
, December 15, 1967) in 

the light of the discussion at EEM/67/107 (12/20/67), EBM/67/111 and 
EBM/67/112 (12/29/67), and to consider paragraph 4 of EBD/68/3 ( 11 Suggestions · 
for Certain Reforms in the International Monetary Fund11

, January 4, 1968). 

1. Need to draw and capital transfers 

There appeared to be general agreement that the representation that 
a member now makes under Article V, Section 3(a)(i) should te retained 
even for requests for a gold tranche purchase. A number of views were 
expressed in connection with the distinction between needs arising from 
capital transfers and those from current payments. The following drafts 
in SM/67/144 reflected no more than the consequential changes required 
by the proposed automaticity of the gold tranche. 

"SECTION 1. Use of the Fund's resources for capital transfers. -­

(a) A member may not use the Fund's resources to meet a large or 

sustained outflow of capital except as provided in Section 2 of 

this Article, and the Fund may re~uest a member to exercise controls 

to prevent such use of the resources of the Fund. If, after re­

ceiving such a request, a member fails to exercise appropriate 

controls, the Fund may declare the member ineligible to use the 

resources of the Fund. 

SEC. 2. Special provisions for capital transfers.--Notwithstanding 

the provisions of Section l(a) of this Article, a member shall be 

entitled to make gold tranche purchases for capital transfers." 
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These drafts would enable a member to increase the Fund's holdings up 
to 100 per cent (apart from "excluded" holdings) of the member's c:uota 
without the possibility of objection, before or after the event, that this 
use was to meet a large or sustained outflow of capital. They would raise 
the level for this purpose from the present 75 per cent and in addition 
they would eliminate the many difficulties involved in the present text 
of Article VI, Section 2. The possibility of objecting to a use of the 
Fund's resources in the credit tranches on the ground that it was to meet 
a large or sustained outflow of capital would remain. It is felt that 
there was greater sentiment for this solution in the Board discussions 
than for the total elimination of the qualification with respect to capital 
transfers, although no agreement was reached on this or any of the other 
issues that were debated. During the discussions, it was made clear that 
the total elimination of the distinction between the two types of use would 
raise legal and policy issues that go far beyond the redrafting of 
Article VI, Sections 1 and 2. 

2. Challenge 

No changes were suggested with respect to the addition of Article V, 
Section 3(c) as proposed in SM/67/144: 

11A request to buy currency under Section 3(a) of this 

Article shall not be subject to challenge by the Fund under any 

provision of this Agreement if the proposed purchase is a gold 

tranche purchase." 

However, the treatment of the principle of freeing requests for gold 
tranche purchases from challenge must now be considered in relation to 
paragraph 4 of EBD/68/3, and this is done later in this memorandum. 

If the practice were adopted that purchases from the Fund conducted 
through the General Account should be guided towards the currencies of 
countries that had abused the right to draw without challenge in the gold 
tranche by failing to observe the principle of need in Article V, Section 
3(a)(i), this could be achieved by an amendment of EB Decision No. 1371-
(62/36) "Currencies to be Drawn and to be Used in Repurchases" (Selected 
Decisions, Thirn Issue, pp. 33-39) which would add to Chapter II ("Criteria 
for the Selection of Currencies for Drawings and Repurchases 11

) a final 
paragraph as follows: 

"In addition to these considerations, the Fund, in selecting curren­

cies for drawings, will take into account the desirability of selecting 

the currencies of members that have made purchases in the gold tranche 

without the need required by Article V, Section 3(a)(i)." 
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No amendment of the Articles would be necessary to give effect to this 
practice. 

3. Charges 

In SM/67/144, a redraft of Article V, Section B(a) was offered which 
would give the Fund full authority to abolish the service charge or vary 
it up to one per cent on all transactions or on categories of transactions 
such as gold tranche or super gold tranche transactions. That redraft, 
which can be referred to as Alternative A, was; 

"The Fund may levy a service charge, uniform for all members and 

not more than one percent in addition to the parity price, on any 

member buying the currency of another member from the Fund in ex­

change for its own currency. 11 

In this connection questions were raised as to the extent of the 
discretion that the Fund should have. The following formulations of 
Article V, Section 8(a) could give effect to some of the possibilities 
that were discussed. 

Alternative B 

"Any member buying the currency of another member from the Fund 

in exchange for its own currency shall pay, in addition to the parity 

price, a service charge uniform for all members of not less than one­

half percent and not more than one percent, as determined by the Fund, 

provided that the Fund may reduce the service charge payable on 

purchases in the gold tranche to less than one-half percent. 11 

Alternative C 

"Any member buying the currency of another member from the Fund 

in exchange for its own currency shall pay, in addition to the parity 

price, a service charge uniform for all members of not less than one­

half percent and not more than one percent, as determined by the Fund, 

but no service charge shall be paid on gold tranche purchases." 
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If Alternative A were not accepted, Alternative B would be preferable 
because it would enable the Fund to levy a charge on the gold tranche, or 
on the super gold tranche part of it, if the Fund should so decide. This 
would give the Fund a desirable degree of flexibility. 

4. Remuneration 

The draft of an Article V, Section 9 included in SM/67/144 read as 
follows: 

"SEC. 9. Remuneration.--The Fund shall pay quarterly remuneration 

to a member, at a rate uniform for all members, of not more than [one 

and one-half] [two] percent per annum on the amount by which seventy­

five percent of its quota exceeded the average of the Fund's holdings 

of the member's currency not in excess of seventy-five percent of 

quota during the preceding quarter. Remuneration shall be paid in a 

member's own currency." 

It should be noted that this draft employs the language "shall pay" and not 
"may pay". This would require the payment of a rate of remuneration which 
the Fund determined to be reasonable in the circumstances. Remuneration 
would be payable even if income was not earned. 

The views expressed in the Board debates include the following: the 
rate of remuneration should be left to the discretion of the Fund; a maximum 
or a minimum rate should be specified; the rate of remuneration should be 
related to the rate of interest on holdings of special drawing rights 
(Article XX.VI, Section 3 of the dra~ amendments); the remuneration should 
be paid in gold; preferential payments to creditor members should be 
provided for in conjunction with or in addition to the payment of remunera­
tion. 

The following versions of Article V, Section 9 and Article XII, 
Section 6 would give effect to some of the views: 

Discretion 

"SEC. 9, Remuneration.--The Fund shall pay [quarterly] remuner­

ation to a member at a rate determined by the Fund from time to time, 

and uniform for all members, on the amount by which seventy-five per­

cent of the member's quota exceeded the average of the Fund's holdings 
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of the member's currency not in excess of seventy-five percent 

of quota [during the preceding quarter]." 

Maximum or minimum rate 

"SEC. 9. Remuneration.--The Fund shall pay [quarterly] remuner­

ation to a member, at a rate uniform for all members, of not [more 

than x] [or] [less than y] percent per annum on the amount by which 

seventy-five percent of its quota exceeded the average of the Fund's 

holdings of the member's currency not in excess of seventy-five 

percent of quota [during the preceding quarter]." 

Relation to special drawing rights 

"SEC. 9. Remuneration.--The Fund shall pay [quarterly] remuner­

ation to a member, at a rate equal to the rate of interest payable on 

holdings of special drawing rights pursuant to Article XXVI, Section 3, 

on the amount by which seventy-five percent of its quota exceeded 

the average of the Fund's holdings of the member's currency not in 

excess of seventy-five percent of quota [during the preceding quarter]." 

If it were decided to create a legal tie between the rate of remuner-
ation and the rate of interest on special drawing rights, an alternative, 
and perhaps preferable, procedure would be to include the substantive 
provision with regard to the rate in Article V, Section 9 and include the 
cross-reference in Article XXVI, Section 3. 

Medium of payment 

SM/67/144 suggested that remuneration should be paid in a member's 
own currency. This is the present rule with respect to the distribution 
of net income under Article XII, Section 6. 

It has been proposed that, notwithstanding the medium of payment under 
that provision, consideration should be given to the payment of remuner­
ation in gold, as a parallel to the payment of charges. According to 
Article V, Section B(f), 
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"All charges shall be paid in gold. If, however, the member's 

monetary reserves are less than one-half of its quota, it shall pay 

in gold only that proportion of the charges due which such reserves 

bear to one-half of its quota, and shall pay the balance in its own 

currency. " 

However, it should be noted that about 75 per cent of the charges on Fund 
holdings in excess of quota are presently paid in member currencies. Pay­
ment of remuneration in gold would reduce the Fund's stock of gold available 
for replenishment purposes. 

Paragraph 9(c) of the General Arrangements to Borrow provides for 
the payment of interest in gold, as follows: 

11 Interest and charges shall be paid in gold to the extent 
that this can be effected in bars. Any balance not so paid shall 
be paid in United States dollars.fl 

The present draft of Article XXVI provides for the payment of charges and 
interest under the new facility in special drawing rights. 

If it were decided to pay remuneration in gold, the following sentence 
could be the last sentence of an Article V, Section 9. 

"Remuneration shall be paid in gold. u 

This would be in lieu of the sentence: "Remuneration shall be paid in a 
member' s own currency. 11 

Relation between Article V, Section 9 and Article XII. Section 6 

SM/67/144 proposed for consideration the following amendment of 
Article XII, Section 6: 

"SEC. 6. Distribution of net income.--The Board of Governors 

shall determine annually what part of the Fund's net income shall be 

placed to reserve and what part, if any, of net income and reserves 

shall be distributed .. Any distribution shall be made to all members 

in proportion to their quotas. Payments to each member shall be made 

in its own currency." 
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The suggestions in the Board's discussions included the retention of 
a preferential payment for creditor members, either as provided for in the 
present Section 6, or up to an amount which, together with the remuner­
ation paid to them, would equal a stated percentage on the amount by which 
75 per cent of quota exceeded the Fund's average holdings of their currency 
during a specified period; this preference could be either cumulative or 
non-cumulative. In addition, it was suggested that net income be placed 
to reserve automatically whenever it is earned. 

The suggestion that creditor members should retain the preferred 
position they now have under Article XII, Section 6 could be made effective 
by the retention of that provision in its present form, which would then 
give them a preference in any distribution of net income as well as remuner­
ation under Article V, Section 9. 

In view of the range of suggestions, and in order to bring about 
certain simplifications of practice, the following position might recommend 
itself. This would be in the nature of a compromise which would recognize 
the force of the argument that the amendment of Article XII, Section 6 and 
the adoption of a new Article V, Section 9 should not put the members at 
present entitled to a preference under Article XII, Section 6 into what 
might be considered a worse position. The elements of the solution would 
be these: 

(i) All net income would go automatically to the General Reserve. 
Under the present practice, it goes to General Reserve provisionally at 
the end of each month (EB Decision No. 753-(58/l7), April l4, l958), but 
this posting is subject to an annual determination by the Board of Governors. 
The need for an annual determination by the Board of Governors, whether to 
retain net income in the reserve or to distribute it, would be eliminated. 

(ii) The Board of Governors would have the authority to 
time whether to distribute any part of the General Reserve. 
gestion advanced in SM/67/l44 were adopted, this power would 
Special Reserve as well. 

decide at any 
If the sug­
apply to the 

(iii) No distribution would be made from reserve unless there was 
first paid from reserve the difference between any remuneration paid under 
Article V, Section 9 and 2 per cent per annum for each of the five years 
preceding the proposed distribution. The balance would be paid on 
"creditor" positions during the five years, in accordance with the formula 
for calculation in Article V, Section 9, and not solely on the creditor 
position at the time of the proposed distribution. 

If Article V, Section 9 were drafted so as to set the rate of remuner­
ation at 2 per cent per annum, the pr9posal in (iii) above could be 
eliminated. If the rate was not set at 2 per cent, the suggestion would 
be defensible only if it were possible to pay remuneration of 2 per cent. 
However, the suggestion would still be defensible if the rate were dis­
cretionary, provided that if anyJnaximum were adopted it was not less than 
2 per cent. 
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An amendment of Article XII, Section 6 to give effect to the sug­
gestion could be drafted as follows: 

"SEC. 6. Distribution of reserves.--The Fund's net income 

shall be placed to reserve. The Board of Governors may determine 

at any time what part of the reserves shall be distributed to all 

members, provided that when any such distribution is illlade there 

shall be first distributed to members that were eligible to receive 

remuneration under Article V, Section 9 during the preceding five 

years an amount equal to the difference between two percent per annum 

and any remuneration actually_ paid. Any distribution beyond that 

amount shall be made to all members in proportion to their quotas, 

and payments to each member shall be made in its own currency. 11 

Under this provision, the Fund would not be empowered to make a distri­
bution to creditors from reserves except as a condition precedent to a 
distribution to all members; and the Fund would then be required to distri­
bute to creditors an amount equal to the whole of the difference between 
the remuneration actually paid and the remuneration that would have been 
paid at 2 per cent per annum during the preceding five years. 

With an amendment of this kind, Article XII, Section 2(b)(v) would 
be amended to read: 

11Determine the distribution of the reserves of the Fund. 11 

At the moment it reads: 

11Determine the distribution of' the net income of the Fund. 11 

5. Definition of gold tranche 

Three versions of a possible Article XIX (j) were included in 
SM/67/144, as follows: 

rr(j) Gold tranche purchase means a purchase by a member of the 

currency of another member in exchange for its own currency which 

does not cause the Fund's holdings of the purchasing member's currency 

to exceed one hundred percent of its quota; provided that the Fund 
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may decide that purchases under specified policies on the use of 

the Fund's resources and amounts of the Fund's holdings of currency 

equal to outstanding purchases under these policies shall be ex­

cluded for the purposes of this definition." 

11 (j) Gold tranche purchase means a purchase by a member of 

the currency of another member in exchange for its own currency 

which does not cause the Fund's holdings of the purchasing member 1 s 

currency to exceed one hundred percent of its quota; provided that 

for the purposes of this definition the Fund may .decide to exclude 

purchases and holdings under policies on the use of its resources 

b II for compensatory financing of fluctuations in the exports of mem ers. 

"(j) Gold tranche purchase means a purchase by a member of 

the currency of another member in exchange for its own currency 

which does not cause the Fund's holdings of the purchasj_ng member's 

currency to exceed one hundred percent of its quota." 

No choice was made among these three versions in the Board's discussion 
of them, although there appeared to be a preference for the first or second 
as compared with the third. 

6. Automaticity and conditionality 

Part II (pp. 13-1l~) of SM/67 /99 ( "Legal Aspects of the Memorandum 
Entitled 'Suggestions for Certain Reforms in the International Monetary 
Fund' (EBD/67/CJ?f', August 2, 1967) dealt with certain features of 
EBD/67/97, which have now been supplemented by paragraph 4 of EBD/68/3. 
The latter paragraph is as follows: 

11 4. Conditionality Qf use of the Fund Resources 

It is the view of the Monetary Authorities of the European 
Economic Community that taking into consideration the. ·proposals 
to create special drawing rights and to confirm legally the auto­
maticity of the gold tranche, there would be no justification for 
extending by way of policies quasi automaticity in the credit 
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tranches or establishing special facilities of a quasi automatic 
character. The possibility of such extension should be excluded 
in the text of the Articles of Agreement by appropriate amendments. 
This proposal is made without prejudice to the Fund's policy on 
compensatory financing. 11 

These proposals could be drafted in the form of the following 
amendments: 

(i) Article I (v) could be amended as shovm on page 14 of 
SM/67/99: 

"To give confidence to members by making the Fund's resources 

temporarily available to them under adequate safeguards, and in 

accordance with such policies as the Fund may adopt, thus providing 

them with opportunity to correct maladjustments in their balance of 

payments without resorting to measures destructive of national or 

international prosperity." (Words underlined are added) 

If it were thought desirable to repeat the reference to policies in 
Article I (v) in the operational provisions of the Articles, this could 
be done briefly in a provision which could be an Article V, Section 3 (c): 

"The Fund shall adopt policies which will ensure that a 

member 1 s use of the Fund I s resources will be temporary." 

(ii) It would then be necessary to provide that all requests for 
gold tranche purchases would not be subject to challenge and that 
requests for all other purchases would be subject to challenge and 
examined to determine their consistency with the provisions of the 
Articles and the policies mentioned in Article I(v) and Article V, 
Section 3(c). This could be done as follows by an Article V, Section 3(d): 

nA representation by a member under (a) above shall be examined 

by the Fund to determine whether the proposed purchase would be 

consistent with the provisions of this Agreement and with the 

policies adopted under them, with the exception that proposed 

purchases in the gold tranche shall not be challenged under any 

provision of this Agreement. 11 
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A provision of this kind would be in lieu of the draft provision set 
forth in section 2 of this memorandum with the purpose of eliminating 
authority to challenge requests for gold tranche purchases. 

The foregoing drafts would not permit the extension of the concept 
of the overwhelming benefit of any doubt into the credit tranches or any 
facilities that were regarded as having the same effect. 

The adoption of Article V, Section 3(d) as drafted above would mean 
that even if the first of the three definitions of the gold tranche in 
section 5 of this memorandum were adopted, any "specified policies" that 
were "excluded" could not be based on automaticity. That is to say, they 
could establish Fund policies of a "floating" character but only if those 
policies would be consistent with the provisions of the Articles and 
would involve a conditionality based on the concept of a temporary use 
of the Fund 1 s resources. Requests under these Fund policies would be 
challengeable, and the Fund would have to exercise this power if there 
was good reason to do so. 
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Repurchase 

Pr~pared by the Staff 

January 16 1 1968 

1. In the joint memorandum by five Directors of June.26• 1967 (EBD/67/97) 

three suggestions were made with respect to'.the provisione·of the Articles 

that govern repurchase obligations and the calculation of monetary reserves 
. . 

on which they .are baeed. ·These suggest_ions wero put· forw8:rd to "ensure the 

effectiveness and equal application of mem~ers' repurchase obligations." The 

sugge•tions covered these items: 

(a) '.'Abolishing. of the _ deduction of currency ii~bilities provided for 

in Article XIX(e) in calculating the amount of the monetary reserves thnt 

form the basis for determining the repurchase obligations." 

(b)· "Abolishing the abatements in cases ?f repurchases ·calculated in 

currencies which the-Fund may not accept; 0 and 

(c) "Including the currencies of nonmember countries that ·are recognized 

as convertible by the.IMF i~ the calculation of_ reserves." 

2. The discussion of these proposals in.EB 61/75 and EB 68/2 has provid~d 

Executive Directors with an opportunity to express views not only with respect 

-to the three particular il.apects of repurchase, but aiso to the general working 

of.the repurchase mechanism under Article v. Section 7(b) and, even more 

_}>roadly, the working of what might be termed the whole range of reconstitution 

provisions under the pr~sent Articles of Agreement. In this discusBion a 

number of points have been· brought forward that may be relevant to the decisions 

to be taken with· respect to the three concrete proposals put forward. These 

points are listed in par:agraphs 3• 4 and 5 below. 
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J. In the pruent Fund then are tbr .. buic .. thoda ltJ which a 

oouatr,'• pe•ition in the l'und 1• reatored or •reconatteutad~ after it baa 

made a dravinga 

(a) lepurchua under Article,, Section 70,). 

(b) hpurchue UDcler the 1952 Deeteton, vbich Dec1•1on 11.llit• out­

•tandiDg drawf.ng• to •the period pnnaablJ related to the pa,aent• proltl­

for which (the cun•ey) was urchued fna the Pad," tbi• period to "fall 

within an outaide range of 3 to S year••" 

(c) lale of the currency of the country concemed 1n tranaactioaa with 

other 1Dt111ber countriu. 

4. It ha• not been ngguted that o-.er thf.a period the machanim of 

reconstitution u a whole, in which npurchuu undel' Article v, Section 7(b) 

pla,ed only a wry •all part in rec•nt ,ean, waa either inadequate or in­

equitable. It_, be recalled tn thia connection that the 1952 l>ed.aioa, under 

vhtch perhapa aa much aa two-thlrd9 of reconatitution i• taklna place cwrrntly, 

reflected to a large atent a cleaire to correct the••• inMaquaciu and in­

.. uf.tiu of the npul'Chue Mcbaniea under Article Y, Section 7(1,) taken in 

iaolattoa, to which the propoaal• under l(a) and 1(1>) are addr .. aed, '91.•• the 

fact• that (1) reaerve center•' (an4 other eountrie•') net aonetary reserves 

111ght be 'belov their quota, and that (11) UllJ countriea held their r .. ervea 

ill curreuciu that the Jund could uot accept ill repurchue. At the ttae, 

aterU.na and l'Tench francs could not 1,e accepted becauae theH eurrenciu 

wre iacoaverttbl•a now atarliaa and dollar• cannot l>e accepted becau•• 

tha Jund hold• th••• curreaciu 1n u:c••• of 75 per cent of quota. 

s. With rupect to the eqvitJ of ti.- np11rchaH aechaniea of Article,, 

Sectiou 70.) taken 'by itMlf, the folloviDg vim apreaNd t,y lxecutiw 

Director• may be noted. 
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(a) There appeared to lte aar...-t thats 

(1) BJ•tnation of the abateaent prot'iaioll would ccnitri­

buta to the e41.uity ef the ayatn. 

(lt) The e41.utt1 could be altahtly baprov4MI 1wJ the incluaion 

in aonatary ruervu of appropriate nODllaber curnnc1•, although 

tha hoUinp of theN currenciee ~ ... bera h..,.. bun -11. 

(1,) Df.ffeTencaa of riw were apr .. aed aa to vbethar the nggeated 

alild.natiou of the deductiou of cunency liabilitiea, in particular inaofar 

•• It referred to the curreacy liabilitiaa of reaerve canter•, vovld eontribute 

to Ch• equity of the 9711t ... Queatioaa were alao raised aa to th• ~ty of a 

ay•t• that all.ova deduction of currency balance• apr ... ed in the reporting 

countq'• OVD currency, even if theae liabiliti•• are de facto quite illiquid I (aucb u PL 480 balacu f.a _,. -•rt••>, wbila not allov1na deduction of 

ahort-tera liabilitiea mq,r .. aecl in anotha~ aember•a convertible ~cy. 

I 

(t) The ayat• contain• at leut one other feature that ia difficult to 

juatify, but whoae effect• have to a lara• atent been maalted It:, the fact that 

other facton tended to •iniai•e repurcbue• under Article V, Section 7(1,) ta 

recent yeara. Th• Section 7(c) of Article V teceguiaea a •iniaua reserve level 

below which a ... ber'a rePQrChue oblf.aation •• calculated under Section 7(b) 

ia not to be diacharged. Thi• U.11it ia, however, aet at the member'• quota-a 

figure that for practically all INllbera 1111st at preaent •• conaidered •• ao 

low as not to provide a aemdngful protection 

6. Ia the light of the foregoing Executive Director• ataht want to 

conat.!ar the followtaa couraea of actlon1 

{a) To aud the Articlea with respect to abateaent only. Although 

there would probably be agreeaent tbat thia ta itaelf would coutitute an 

iaprofflltlllt, it would atill le&Te the ay•t• defective froa uay poi.at• of 

Yin ineludlDg, in the eye• of Hile J>iractora1 the queatiot) of the treatment of 

currency liabilitiea. 
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(b) Toan.end the Articles with respect to both abatement and the 

elimination of the deduction of currency liabilities. Apart from the fact that 

. this would introduc~ an amendment~that with respect to currency l~bilities--on 

which there are important differences of view, it would also introduce a consider­

able risk of exposing members to repurchase in conditions wher~ their reserves 

were too weak to justify this. It ie suggested, t11erefore, that if (b) were 

adopted it should be accompanied by a further amendJnentfD counteract this 

undesirable effect. 

Two possibilities might be considered for this purpose, as shown in (c) 

and (d) below. 

(c) To raise the level of a member's monetary reserves below which it 

~ould not be subject to the repurchase obligation of Article V, Section 7 

from. its present level, i.e., the member's quota to a higher level, for 

example, twice the member's quota. * (add) 

(d) The introduction of a provision under which the Fund could agree that 

a repurchase obligation t.hat had accrued could be the subject of a schedule 

agreed with the Fund for repayment. The period for repayment trould not be 

stated in Articles, but would be left to policy decision. The appropriate. 

period for any schedule would be determined in the light of circumstances; 

it would in no event exceed the outer limit for temporary use, The agreement 

would establiah the installmente in which repurchase would be made; the media 

of repurchase lft:>uld be those determined by the provisions of Schedule B. 

Under this approach any reduction in the Fund's holdings of the currency of 

the repurchasing member re&ulting from (~he sale of that member's currency 
\I 

subsequent to the date of accrual of the repurchase obligation would dis-

charge pro tanto the next in8tallments falling due under a repurchaBe 

schedule. 

* This could be justified on the ground that; in comparison to the immediate 
pre-war period, world trade has increased seven or eight times while Fund quotas 
have increased about two and one half time~ since they ,were set in 1944. 



TO 

FROM 

Sl1P.JECT 

Mr. Altman. 

I'll l ' ,,, 
W. 0. Habermeier\. s~ n .. 1 t ~-/~,\\.) \o 

Draft Paper on Gold Tranche. 

OAT!;: January 12, 1968 

Automaticity and Conditionality 

In regard to the discussion about the medium of payment (page 6 of 
the draft) two points should be considered: 

cc: Mr. 
H:r. 
Mr. 
Hr. 

1. In introducing this item, one could recall the draft 
provision presently reproduced on page 4 that renumeration 
should be paid in the member's own currency. 

2. The main argument advanced for paying the remuneration in 
gold was that chs.rges had to be paid in gold but.J as is 
pointed out in the draft paper, this requirement is diluted 
by the Articles themselves since they allow payruent in a 
member's currency under certain. conditions. :For reasons 
of symmetry, therefore, any draft which would require 
payment of renumeration of gold should be restricted in a 
similar fashion. The following redraft could possibly 
replace the present draft on page 7 of Hr. Gold's draft 
paper: 

Gold 
Polak 

"The renumeration shall be paid in gold. Payment may 
be made in the member's currency to the extent that 
ffiembers hav.~:f j_The same member haFf elected to pay 

currency in payment of charges." 

/ 
Fleming 
Nicoletopoulos 



TO 

FROM 

Office Memorandum 

Mr. J. J. Polak 

Joseph Gold JO"" 
DATE: January 11, 

1968 

sueJECT , Gold Tranche Paper 

Thank you for your note. I have made amendments on the basis 
of most of your suggestions, but I have some comments. 

1. The first sentence after the draft on page 2 of the paper was 
drafted as it was to indicate that no objection would be taken either 
before the drawing (by challenge) or after it (by ineligibility). 

2. With respect to your fourth paragraph, I have deleted the "at 
least" before 2 per cent, but the substance of the paragraph on page 9 
of the paper seems to me solid in view of the many possibilities that 
have been discussed for drafting a provision on remuneration. Some 
of them could make the proposal untenable, and I want to fend off any 
suggestion that we have overlooked this. 

3. I see the point of your last paragraph, but you are reaching out 
for a quality for the gold tranche that has not been envisaged. What 
you are referring to is really the possibility of outlawing ineligibility 
after a gold tranche drawing. It is understood, however, that the 
sanction of ineligibility will remain. This means that Article V, 
Section 5 will continue to be applicable. That provision refers to use 
"in a manner contrary to the purposes of the Fund." Those purposes 
enabled us by implication to adopt policies, so that the situation is 
not changed in substance by making that fact explicit. 

cc: .Mr. Altman 
.Mr. Fleming 
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MEMORANDUM 

To: Mr. Polak 
Mr. Altman 

From: Joseph Gold ~ 
Subject: Repurchase 

January 11, 1968 

J 
I 

I I 
,,.. 

i f I• 

I 

I have read Mr. Polak.'s memorandum of January 11, and 
I assume that all reasonable ideas for the solution of the 
dilemma on repurchase are now in order. 

I would like to advance the following idea on the assumption 
that it is reasonable. 

(i) The proposals that abatement and the deduction of currency 
liabilities be eliminated are reasonable and should be 
accepted. 

(ii) Any repurchase obligation that accrues would be the subject 
of a schedule agreed with the Fund under which repayment 
would be completed within a temporary period. The period 
would not be stated in the Articles, but left to policy as 
at present. 

(iii) The agreement would establish the installments and the media 
of repurchase with respect to any portion of an obligation 
that would have been abated but for the amendment. 

(iv) Any reduction in the Fund's holdings resulting from the 
sale of a member's currency would discharge pro tanto the 
next installments falling due under a repurchase schedule. 

(v) Repurchase agreements would continue to be made as at present 
when the rate of charge reaches a certain level to the 
extent that repurchase agreements were not already in existence. 

cc: Mr. Fleming 
Mr. Habermeier 



INTERNATIONAL MONETARY FUND 

WASHINGTON, D. C . 20431 

· MEMORANDUM 

TO: Mr. Polak 

FROM: J. Marcus Flemin~ 

SUBJECT: · · Repurchase 

January 11, 1968 

} 
/ 

As regards the suggestions made in your draft staff paper; 

(c)(ii) seems to me objectionable on grounds that a member 
is entitled to know well in advance whether a repurchase obligation 
will be enforced or not. 

C A BLE AD DRESS 

INTERFUND 

(c)(iii) without (b) is admittedly inferior to (a). (c)(iii) 
with (b) is the sort of thing we might have done at a time when we 
were anxious to avoid amending articles. In present circumstances it 
seems to me inferior to (a) which would give more satisfaction to the 
Europeans, and is clearer from a legal standpoint. 

(c)(i) is open to the objection that the removal of the only 
clearly expressed repurchase obligations in the Articles might weaken 
the legal case for repurchase arrangements imposed by policy. More 
substantively, the three-to-five-year rule gives no adequate safeguard 
against excessive drawings. At the very least it would be necessary 
to utilize the Fund's currency policy--for which the legal justifica­
tion is none too strong--to reverse, at least in part, excessive or 
improper drawings. 

My own preference is for (a), but I would not object to 
mentioning (c)(i) (with the additional gloss about reversal transfers) 
and (c)(iii) as alternatives. 

cc: Mr. Gold 
Mr. Altman 
Mr. Habermeier 
Mr. Nicoletopoulos 



DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE FOR 

AGENDA 

EBD/68/3 

January 4, 1968 

To: 

From: 

Members of the Executive Board 

The Secretary 

Subject: Suggestions ' for Certain Reforms in the International Monetary 
Fund 

Attached is a further memorandum from Mr. van Campenhout to 
the Managing Director relating to the suggestions for certain reforms 
in t'be Fund made by the European Economic Colllllunity in April 1967. 

Att: (1) 

Other Distribution: 
Department Reads 
Di vision Chiefs 



To: 

From: 

The Managing Director 

Andre van Campenhout 

January 3, 1968 

Subject: Me100randum Relating to Suggestions for CE!rtain Reforms in 
the International lobnetary Fund 

.•. ~- ··-0rl ~behalf' of Messrs·. L:l.eftinck, vom Hofe, Plescoff, Pa.lamengh1-
Crisp1 and ~self, I am sending you herewith a memorandum completing our 
memorapd~ of June 22, 1967, relating to suggestions for certain reforms 
in the .IMF described in the report of the Monetary COmmittee of' the 
European Economic Community of' April ll, 1967, which was circulated on 
June 26, 1967 '(EBD/67 /97) • 

It would be appreciated if you would circulate this memorandum 
to the members of the Executive Board. 



Memorandum relating to suggestions for certain reforms 
in the International Monetary Fund 

We refer to our memorandum of June 22, 1967, concerning proposals 
contained in the Report of the Monetary Committee of the European 
Economic Comm.unity of April 11, 1967. What follows completes the list 
of the proposals contained in the above-mentione.d memorandum which are 
considered essential by the Monetary Authorities of the European Economic 
Comm.unity. Our memorandum of the 22nd June and the present one should be 
considered as the basis of our discussions with regard to the proposals 
of the European Economic Community~ 

Points 1, 2 and 3 of the present memorandum concern decisions 
affecting international liquidities and should in our view be covered 
by the same majority as the decision to allocate special drawing rights 
under the proposed new facili~y. 

Point 4, which concerns the conditionality of the use of the Fund. 
resources, completes paragraph II-A (Use of the Fund ·Resources - Condi­
tions for drawings within the credit tranches) of our memorandum of 
June 26th and should be. discussed .together with it. ' · .,. · 

Point 5 which concerns interpretation of the Articles of Agreement, 
is of a procedural nature and self'-explariatory. 

1. Increases of quotas 

Proposals for general increases of quotas, special adjustments of 
quotas connected with those proposals, and associated conditions, par­
ticularly concerning gold payments, should be made by a majority of 
85 per cent of the totar·voting power of the membership of the Fund. 

-No changes are proposed with regard to requests for the adjustment 
of individual quotas not connected with proposals for general increases 
of quotas. 

2. Uniform: changes in par values 

Article IV, Section 7, should be amended as follows: 

(a) The decision to make a uniform proportionate change in the par 
values of the currencies of members should be made by a majority of 
85 per cent of the total voting power. 

(b) The proviso that "each such change is approved by every member 
which has ten per cent or more of the total of the quotas" should be 
eliminated. 
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3. Maintenance of the gold value of the Fund's assets 

Article rv, Section 8(d). The words "by a majority of 85 per cent 
of the total voting power" should be added to the phrase "unless at the 
time when such a change is proposed the Fund deGides otherwise". 

4. Conditionality of use of the Fund Resources 

It is the view of the Monetary.Authorities of the European Economic 
Community that taking into consideration the proposals to create special 
drawing rights and to confirm legally-the automaticity of the gold tranche, 
there would be no justification for extending by way of policies quasi 
automaticity in the credit tranches-or. establishing special facilities 
of a quasi automatic character. The possibility of such extension should 
be excluded in the text of the Articles of Agreement by appropriate amend­
ments. This proposal is made without prejudice to the Fund's policy on 
compensatory financing. · 

: 5. Interpretation of the Articles of Agreement 

It is considered tl:a t: .Article XVIII of the Articles of Agreement 
which provides that questions of interpretation of the Articles of Agree­
ment can be decided by simple majo~ity of the Executive Directors and, 
on appeal, by the same majority of the Board of Governors, is not quite 
adequate. Matters of interpretation affect important rights and obliga­
tions of member countries and it is felt tb,at tllinori t::j.es .. should be protected 
in a way mor.e in line with traditionally accepted procedures. It is 
suggested that this could be achieved by allowing members who would not 
be satisfied with the decisions taken in·accordance with the present 
procedures, to have recourse, in the last resort, to the procedures · 
provided for in Article XVIII (c) with regard to disagreements arising 
between the Fund and a member which has withdrawn or between the Fund 
and any member during the liquidation of the Fund. To that end, Arti-
cle XVIII ( c) should be amended accordingly and the words nwhose decision 
shall be final" in Article XVIII (b) should be deleted. 

January 3, 1968 

... 
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!§:IORANDUM 

TOI 

PROMI 

Mr. Gold 

J. J. Polak 

December 111 1967 

SUBJECT1 Participation Clauae lnetud of Chana• in Votiaa laquir•ent 
In S!ev:al ggs, Ipcrey•• 

Pleue see the reYiaed vereion of the ...oramdua. 1 am 1lad to 
know that you are not talking about an 85 per cent participation clauee. 

1 have dropped the statement that neb a clause V0111d be worse 
than changing the votiQS Nfl,llir••t but I haft not chanaed a, mind on 
the aubatance of thia. And I would hope that the non-Six vould not be 
ao •illy as to be willing to accept a haraher proviaion for the mere reason 
of awidiq •a shift 1n the formal power atructure•-u if an 85 per cent 
participation clause were anything but a shift in the fozmal power structure. 
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MEMORANDUM 

TOI 

FROMI 

Mr. Cold 

J. J. Polak 

December 11• 1967 

SUB.JECTa Participation Clauae Iaatead of Change in Vottna laquir .. ent 
faE !!B!EII: 9EI Ia!EWI 

The butc concept ef trying to work na a participation clauae 
has the attraction that it complnea the Articles rather than cbangu 
th-. I would augg .. t that in ezplorlng this poaail»ility we approach it 
on an 80 per cant not an 85 per cent buia. In thia comaeetlona the point 
to be noted ia that the Sh don't need 1S per cent of goftll to eatabliah 
their veto. Their ehare in quotas 1a eonaiderably higher than in .ates-­
they ha"Ye 17.96 per cent of quotas. To allow a veto right to 15 per cent 
of quota would 1i•e the veto not aerelJ to the Six but to various caabina• 
tiona of four of th• (for aaaplea Germany, Prace1 Italy, Belg:lua). An 
80 per cent of quota participation. clauae would gift the Common Market 
countries effective control in various circumatanceaa 

(a) M long as the Chinese don't participate 1n any 1eneral quota 
increu..-their percentage ie 2.43 per cent; 

(b) provided they can 1•t the Bvedea and the Swia• on their aide. 
The Swediah quota is 1.07 per cent and that of Sw1taerland ought to be 
about 1.5 per cent. 

(c) If thq are wtlltai to increaae their quota• by a aueb more 
moderate amount than would be neceeaary to give thea 85 per cent .2! votee. 
The amount involved would be about 2 per cent of pruent quotas or a little 
over $400 llillton, vhieh 1• aueh more doable. Moraonr, 1f they wanted to 
coabine (b) and (c) ad rely only on the Svi••• they could ... 111 reach 
the nuaber by a quota increase of le•• than $200 aillion. If• finally, they 
were willina to rely on China for at leaet the nezt general quota :lncreaae, 
they could wait with any apecial quota increaae for theaaelvea until that 
occasion. 

If all elae fail• one could atill see the poeaibilitJ of a eaapraalse 
on 82.5 per cent participation which would e-.pletely cover the EEC without 
any of the aboYe. 

cc1 Managing Director 
Deputy Mana1ing Director 
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TO 

FROM 

Office Memorandum 

, Mr. J. J. Polak 

, Joseph Gold ~ 
DATE: December 8, 

1967 

su~ECT, Participation Clause Instead of Change in Voting Requirement for 
General Quota Increases 

I agree with the basic point that you make in your memorandum 
of December 8, 1967 to me. However, I should like to make two 
qualifications. 

a) Your memorandum could give the impression that I suggested 
or supported an 85 per cent participation clause. Actually, in my 
discussion with Mr. van Campenhout I had a feeling that a lower per­
centage might suffice, and I avoided any mention of 85 per cent. 
You might like to take a look at your note from this point of view. 

b) I do not really agree with you that nothing would be gained 
in any circumstances by a participation clause if the figure had to 
be 85 per cent. What I have been addressing myself to has been the 
avoidance of a proposal on voting because it is this shift in the 
formal power structure which causes difficulty. If it should prove 
possible for the Six to convince the membership as a whole that a 
controlling figure of 85 per cent was inevitable, it might still be 
easier to reach a settlement if this 85 per cent took the form of a 

participation clause rather than a new voting majority. This, of 
course, does not mean to suggest that in my mind a lower percentage 
would not be preferable if one could get away with it. 
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. . MEMORANDUM 

INTERNATIONAL MONETARY FUND 

WASHINGTON , D. C . 204 31 

TO: Mr. Gold .December 8, 1967 

FROM: J. J. Pol~ 

SUBJECT: Participation Clause Instead of Change in Voting .Requirement 
· ·for.General ·quata·Increases· · · · · · · · · · · · · · · · · · · · · · · · · · 

The basic concept of trying to work via a participation clause 
has the attraction that it completes the Articles rather than changes 
them. ~ 

~wever, if the figure ~!.to pe 85 .per cent, I thin othing 

CA B L E ADDRESS 

I N T ERFUND 

is gained om ed to changing~the v ing requirement for otas to 85 

' 

.per .cent. e .new figure would .b .just as hard to swal for the non-Six 
countr· nd .it would, in fac ~ constitute an .e~ arsher limitation. 

/ /~ UiYWtLJ....,-.,..., ~ j?o •1"11' /o .A&- '""'~ ,..r JJ...,,t ... 
In tac first pl•ael\tbe Six don't need 15 per cent ·of·guotas to 

tfµ{-- B stabli h their veto. Their share in quotas is considerably }Q.gh~~ th 
- in vot s--they have 17. 96 _p_e_! cent of quotas J T<;>~i a 15 . per enc o 

quota ~ -~d give the veto not .merely to the S but to -
combi atio~o~four of tqem (for example, .German, France, aly, Belgium). 

Secondly, if one has to swallow the 85 per ce~r pill it would b 
the kind of p ci-

patio .percentages have used heretofore. re is no reason to elieve 
that t least t . more .sensible .people in e Six are enamorad the -85 
per .ce t num r as such. Both van Len and van Campenhou~h P. said the 
opposi me--what they are inter ed is is effective co ol, not in 
antago ing the rest of the mem rship unnecessarily. 

I~ ,~ /A,0 / fJ Sf, 'J, 41., IV't ~ ro#i ,,I.. :,,J, 
would suggest> tba~afe~e, 1iaat we explore ~fte pas,iaipa,,aa all!Nsa 

on ari 80 per cen1:; basis. \. 'Nrm-!,?ould give the Common Market countries effective 
control in various circumstances: 5 1'Q ~ io ~ d/ '}~f,.. JJ,wrt. ,~ 

i). ,-.. Ky , (a) As long as the Chinese don't participate in any general '/,. ~ 
f"4c>J'~ ~uota increase--their percentage is 2.43 per .cent; 

( (b) provided they ca~ get the Swedes and the Swiss on their side. 
The Swedish quota is 1.07 .per cent and that of Switzerland ought to be about 
1.5 per cent. 
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(c) If they are willing to increase their quotas by a much more 
moderate amount than would.be necessary to give them 85 per cent of votes., 
The amount involved would.be about 2.per ~ent of present quotas o"i:a little 
over $400 million, which is much more doable. Moreover, if they wanted to 
combine (b) and (c) and.rely only on the Swiss, thet could easily reach 
the number by a quota increase of less than $200 million. If, finally, they 
were willing to.rely on China for at.least .the next general quota increase, 
they could wait with any special quota increase for themselves until that 

.occasion. 

If all else fails one could still see the possibility of a compromise 
ori 82.5.per.cent participation.which would completely cover the EEC without 
any of the above. 

cc: Managing Director 
.Deputy Managing Director 
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lrii .(?~ 

{~(. ~~ )\S·-:h-~ 

The Managing Director­

. Jo:,eph Gold 

( 

-! a1;;taah tor your a.ppro-,ral one of .the·two legal 

papers which we pr.omised at EIJA./67 /81 in connection with 

further discussions of the sold tranche. 

cc: The Deputy Managing Director 
)!r. Polak · 
Mr. Alt.man 
:t,,.r. l:!ebba.rd . 

November 17, 
1967 



Introduction 
w 

into account t.he d.iscurn::;ion et. that mooting e.nd at the n.>&etit]tJ:l in 't·rhich 

the dist:dbution of net inccrne 'i,.,"'B.S co11sicle1X.."'d (FJIJt.11/67/fE, 67/63, 6'"(/CS, and 

Term!nolow 

It is recOCJ1Tiendoo tha;t if mzy amernlment were to be adopted which would 

provide f'o:r u fi::,~ed return on super go1l tranche posi·tions, the word "intereat11 

d0ib't; an .. <1. not on n subscription to capital. Cur1"cmcy and [;Ohl isubserlptions 

to the Ftm<l are own~ by the Fund., end th~J do not constitute cm:·rcnt debts 

o:f the Fuoo to membero. lrrJ.ced, most o:f the Ftmil •s cu:rTGncy holdings are 

in the fo1'ID of non-negoti~ble., non-interest bearing notes or s:l.ruilar obligations 

under Article III, Goction 5., and to toot e::tent, ·therefore., i:oornbera a:re 

inclebtea. to "the Funcl in the serlfJe "that these notes or similar obligations 

do not elininate the members~ obligations to provide currency and rJembers must 

encssh the notes or obl4,'"ation.s on derrnnd. 

T'a.eret'o1·e., 11hm1 t.he Fund r~ceivcs currencies emu uses them in tmnsact1on9, 

even vhen Guper gold tranche positions emerge a.s a resulti, the Fund is 
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Rct'll .. mer-a tion 

it would seem advlsable to c.1o thio b~r c:ulu.il1£:: a p1"0vis:i.on ent,itlecl. 11 llarmme1"ation11 

ae F.:cction 9 to /1.rticlc Vo It would then :follou a provision enti~.;lcd '1C1101~cee 11 

which ueals with certain pl3.;\,>mente to the Furn.. It io 0.ss"t1Fed that mzy new 

F'und. That, is to sri.y, it would be pnyable whet,h(..T o:J? not the income of the 

of: ou.pe:r c.;old tranche posit1oni3 o For thio reason, it vould 'be p1•ef'erable 

tho.t the provision fo1· ·this remuneration should not take the forw of an 

amendment of J\..rticle XII., Gection 6 .. 

_Eiacretiona.1:-y rate 

r.n:d.mum annual :rates of remuneration (or int~rest as it '{,as there called), 

and e. clet.erminn.tion 'trJ the Fund each year ot the rate th2t ·was to bG IJG.id ... 

If this course were follooed, O:i' if thera should be a dioc:retion as to the 

:rate w'i:t,hout any prescribed mlnimun o.nd rnx1IiiUL'11 it woult1 be ueceasai"Y to 

consider whether, on the e.naloi;y 1r Article 1aI:> Section G., the Boord of 

Governoro should ool:e tm detc.rrm:11ktion, annually or at other int.c1-vals, 

0£ the :rate to be paid. If there rre no discretion ao to :rate, tJ,e question 

whether detenninat.ion of the 1""8.tG should be a poYer t110.~c the Board of Governors 

should be unable to d~le~te v,,uld \ not m-loe. If there sl,cul<l be a iliscretion 

noo. the r:owe:t to ~Jsta1:i. ioh the rote wns to be reserved to the BaEn·d of 0,,)vernors, 

this could be <lone by atldini; n sub,1)Cl.ragrapb (ix) to .f'..rticle XII~ Gccrt;:ton 2(b). 
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It should be noted, however, that the exercise of the Fund's discretion 

to fix the various charges payable by members is not reserved to the Board 

of Governors. The determimtion of the rates for periodic charges on the 

Fund 11 .s holdings of currencies in excess of quota can be changed by the Exe-

cutive Directors tzy· a three-fourths majority of the total voting power 

(Article V, Section 8(e)). The service charge on exchange tra.~sactions 

(Article V, Section 

(Article V, Section 

8(a)) 

8(b)) 

and handling charges on gold tra.~sactions 

can be varied by a majority of votes cast by the 

f~xecu:ti ve Directors. It is also relevant that the po.ier to agree to pay 

interest on loans under Article VII., Section 2(i) including the power to 
/ 

agree on the p!l.l·ticular rate, ha.a been delegated to the Executive Directorso 

l?resumably, the reason -why the power to distribute net incame unde1· 

Article XII, Section 6 has been reserved to the ooard of Governors whereas 

the :power to vary charges and. pay interest on lean~ may be and has been 

delegated to the Execut:1.ve Directors is that the first oi"' these powers was 

regal"ded as involving a distribution of part of the Fu.ndfs assets. Never­

theless~ there would be no reason of a legal character that would require a 

power to determine the rate of renn.meration to be rese:.:.-:red to the Board of 

Governors. 

At the rr..oment, u.ecisions with respect to net incoo.i.:' have retrospective 

effect. They determine the -way in which the net incc«ne of a. financial year 

that has already ended shall be dealt with. If the analogy of charges under 

Article V, Section 8 is followed, the decisions could be given prospective 

effect. In short., deter.mi.nations as 'to the r--ate of retr:uneration could ayply 

to the lo.st i'inancfa.1 ye?.1· or to the next yea:r or until a decision was taken 

to make a new rate operative. Moreover, it is not essential tha.t remunera­

tion wou.ld have to be payable in yearly amounts., For example, remuneration 

could be paid quarterly. 



.. 4 

Ca.lcula.tion 

-!tis assumed that if remuneration were paid on the super gold 

tre.nehe, it would be pa.id on the basis of an average position during a 

base period, tor example the preceding yee.r or qu~ter. Article XII, 

Section 6 provides tor a distribution of net incane '1 on the amount by 

which seventy-five percent of its quota exceeded the Fund's average 

holdings ot its currency during tbe.t yea:ro 0 Thi.Ii is not easy language 

to underate.nd in the context or the Articles. In SM/66/130 (Dece1nber 15, 

· 1966) the view of this language which va.a recamnended was that: 

"Average holdings a.re calculated by adding the holdings on each 
drey- during tbe year that they are at or below the 75 per cent 
level and dividing the total. by the total number of days in the 
year. Holdings.above the 75 per cent level on any day' are 
assumed to be a.t that level." (P. 18) 

· It was pointed out that. this tecbnique was canp&r&ble to the one 

· adopted in connection with the payment of periodic charges on the "averase 

daily balances o-r its currency held by the Fund in excess of its quota'' 

under Article v, Section 8(c). Ir a new provision were adopted tor the 

purpose or paying a remuneration on super gold tranches~ it would be use-

ful to-adopt clearer language to give ettect to this technique of caJ.cula.tiono. 

The last-conclusion in SM/66/130 (P .. 19) could apply to the calculation 

under a new provision as a matter·o, administration without the necessity 
~ . . . 

for expreaa languaae: 

"The Fund's No._ 2 Acc~te up to 1/100 of one per cent of quota 
:should be ~clud~d .fy~ the caJ.cula.tion of average holdicgs, but 

· thin exclusion in ':l taelf should not quality a member for a. 
preferential distributionc A member should qualify, however, even 
if' the reduction in average holdings is aolely the result of the 
Fund's use of the member's CU>:Teney for administrative expendi­
tures." 
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AYailable Resources 

I~ remuneration were payable under an amendment or the Articles, it 

would be payable whether or not the Fund's.:lncane were adequate to cover 

it. The General Reserve could be made ave.ila.ble :lf the Fund 1 11 income 

was inadequate without any of the limitations with respect to the distribu­

tion of net incane under Article XII, Section 6, which were explained in 

.SM/66/130. Moreover, if the Fund• s income were not sufficient in any year 

to·; cov-er all or the expenses. of the Fund, including the expenses of paying 

the remuner&tion, administrative expenses would be charged first against 

the Speci&l Reserve (~lected Decisions, p. -ll5). 

Draft tguage 

· The foUoving draft would give effect to some or the ideas mentioned 

above.· Natunlly, there would be modifications in this draft ·1r other 

poliey choices were ma.de: 

"SEC. 9.. Remuneration. --The Fund she.11 pay ( a.nnu&l)( quarterly) 

remuneration to a member, at a rate uniform for all members,, (of 

not more than_ percent per annum) on the amount by which 

aeven~y-five percent of ita quota exceeded the average ot the 

Fund's holdings of the member's currency not in exceas o~ 

seventy-five percent ot quota during the preceding (year )(quarter). 

Remuneration sba.U be 'paid in a. member' a own currency o 
11 

Amendment ot Article XII, Section 6 

With an amendment such a.a the one indicated above, it would become 

neceeaary to a.end Article XII, Section 6, somewhat along the following 

lines: 



" 

.. 

- 6 -

"SEC. 6. Di8tribution o't net·incane ..... The Board of' Governors 

shall determine annually what pa.rt of' the Fund• s net income 

shall be placed to reserve and what part~ if any~ shall be 

distributed. Any distribution swill be paid to all members in 

proportion to their quotas. Payments to each member shall be 

nmde in its own currency. 11 

With this la.nguage, the same difficulties might arise in connection 

with the mea..Tling ot "net incane" and the use of' the General Reserve tha.t 

were discussed in SM/66/130. Without any other change in the language of 

Article XII, Section 6, "net incanen would continue to be the net incane 

solely of the year for which a distribution was madeQ If, however, it 

were thos.:zght desirable to make the General Reserve available for distri­

bution for a:ny year, the language could read: 

,rThe Board of Governors shall determine annually wlla.t part of 

the Fund.' s net inccee sba.11 be placed to reserve and what pai't, 

if' any, of net incane a.nd reserve shall be distributed. 11 

If it ~-ere decided to ma.~e the Fund's Special Reserve available for 

distribut1.on, that Could 00 done by SUbSti•!.uting Hreserves" for !'!'eServe" 

in the foregoing te~-t. 



TOI Hr. Cold 
Mr. AltMD 

J'Jdta .J • .J. hlak 

,....,. u. 1968 

I attack a 4raft of a etaff paper oa 14lplll'eUN. u ,oa vU1 

not• thu ,.,.r ,~ 

a wlcl• latitude of opcuu • .U of vhf.eh would pru- 1, ._ aeceptaltl• to ... 

cc1 Mr. nesaa 
Nr. IU.ao1etopoialoa 

-· RaN ... 1.1' 
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Repurchase 

. __ Prepared by th~--Staff_. 

-I~ the joint raemor_andum ·by five Directo.rs·.of·_~une ·26,.1967 .(~BD/67/97) 

th,ree sugg~_sti,ons· -were made·. with respect ~o tli~:· pr9visions of the .Arti,cles 

th~t govern .repur.chase ~b.11g~tions and th~- c~i~ulati.on .of moneta:ry reserves 

on ~hich th~y ~re· based~ -. Th~se suggest.ion~: were pµt forward. ~o ."ensure the 

eff~ct:i.veness 'and equal ~pplication of membe'i:s'. repurchase_ obligations." 

. The -stig'gestioris ~over. t:hese·; i\~s._~ 

.1.-- ;·(a)_- "Abolishing o_f the_ deduction of. currency:. liabilities :provided 

for in Article XIX(e) in calculating the amount.of· the monetary reserves 
. ' . . - . ;:·· ,• - . . 

·that form the· basis .for determining. the repurchase obligations." . 

_(p) "Abolishing the .abatements in ·cas~s of ·repµrchases calculated in-• 

currencies which -·the Food m~~f not. '_accept;" and . _- : · · 

(c) "Including- the--currencies of no~embe-t countfies that -are recognized -

as ·convertible by the IMF in tbe'.calcuiation of reserves." 

. 2. _The discussion o-f these proposals in EB _-67 / _ _ and EB 68/ _ has 
. - . - .. 

. provided Executive Directbrs with an ~pportunity to express yiews not oniy 
' ·,·· 

.- .with respect to.·the three. particular aspec~s _of .repurchase, but also to the-
. ·, 

' - •>. 

working in general of the repu;chase mechanism _-u~det Article V, .- Sectiori 7 (b) -
. ·. . . ' 

and•· .even more broadly, the_ working· _of what might be termed t}:le whole _-range 
. . . . ' 

of reconstitution provisions under the presentA:tticles of A.greem~nt. In­

;his discussion ll, ~:umber. of ·points have been brought_ forward that may be . 

"rel~vant to_ the. decis:i,o~~ to ~e :t~ken, with r~~pe~t ·_. t~ the three c9ri~~ete pro­

'posa_ls put ·forward. These· points are listed'':i.n par_agr~phs 3., 4 .. and 5 below • 

. j. - In the present Fund there are three b"~sic -methods -by which a 
. . . . . -

country's position in the.Fund is restored or·"reconstituted" after it has 

made a drawing: 
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(a.) Repurchase under.Article·V, Section 7(b). 

(b) . Repurchase ·under the 1952. Decision·.· ·which De.cisio~. lfuits. ~ut-
. . . '. . . . . . . . 

standing dr~wings· to· .. "t~e. per;l.od presum~bly. relat~cl. .. to the payments probiem' 
• •• j ' • ' - • • • 

for which [the· currency] _was purchased fro~ the Fund," this period-to "fall 

. within ·an outside ·range ·o.f) -to· 5 years~" 

. (c·) .. Sale of. the :curre~cy ()f the .country concerned in transactions with 

other member· .cotintr1es. 

,The rel~tive roie of these three mechanisms of reconsti'tu'd.on in the 

. past 5 y_ears has · been as fo~lows: 

(a) 

(b) 

(c) 

-Total . : . · 

Millions of .dollars Per.Cent 

·100 

. ·4. It has not been suggested that over 'this period·the mechanism of 

reconstitution_ as'· a whole, .·1n which, as indicate.d in the. prec,eding .Paragraph, 

repur.~ha~es under Arti.c;te V, Section. 7 (b )_ played ~nly a very. $11181_;1 .. part• was 

either inadequate o~ fneq~itable. It. may be rec_all_ed in :this ccinnection that 

the 1952 Decision~ under which over two-thirds of recoristitutfon t~kes plac~ 
. . - . ' . ' ' ' . . . .'· 

now. reflected to a lar.se . extent a desire to c~rrect .the same inadeqµacies and 

inequities of t~e repurchase .'triechanism under Arti~~e V, Section .. 7 (b) i to which 
. . 

, the ·proposals ·under._l(a) ar:td _l(b) are ?ddressed, viz. the facts that (i) re-
. . ,· ' 

serve 'centers'. (and other countries•) net monetary reserves might . be below 

their quota,· and, ·that (ii) m·any' countri~s hold their reserve~ in currencies · 

:that the Fund could not accept in repurchase~ 
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5. With re•pect to the uity of the repurchaae mechaui• of Article V, 

Section 7(b) taken by it .. lf, the following vi•• apn••ed •Y 'becutive 

Diracton 118.J be noted. 

(a) Then was no agr••nt that the 81Jlle•ted elhination of the 

deduction of currency 1la1-111t1u, in particular in•ofar •• it referred to 

tba currency 11ab111ti•• of r••erve center•, would contril,ute to the equity 

of the ayat•. 

(b) There appeared to be agreeaeat on the following poiataa 

(1) IUhdnation of the abat•ent proriaion would contri­

bute to the equity of the ayat•• 

(11) The equity could perbap• be llightly iaproftd lay the 

iucluion 1a aonetary reaervu of certain nopaeaber currencie•, 

although the holding• of th••• currenci .. by aeab•r• 1a recent 

yura ha.e Nm -11 aad aiaht have been effll •aller if auch 

holdina• had coated for the purpoae of caleulatiag aonetary 

reaervu. 

(111) The repurchaae ay•t .. under Article V, Section 7(1,) 

and Schedule B contain• aany other feature• that ha.ea aerioua 

bearing on the equity of thi• aechaniaa. 

(1•) The -,.t .. pate a beaYy aclainiatrative nrden on 

••Hl'B and on the fund. 

6. In the lf.aht of the foregoing it would appear that there are a 

llUllber of poaaibla cour•e• of action opn~ 

(a) It could 1,e decided to aaend the Article• vitb respect to abat-at. 

Although there would probably be qneaent that tbia 1a itaelf would conatitute 

an iaproft11181lt1 it would atill laav the ay•t• defective from u.ny point• of 

new illcluclina, in the eyea of some Dire.:t re, the q11Utioa of the treatment 

of currency 11ab111t1••• Whatever the vi ... of Director••• to the aarit• of 
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thi• latter point, it lllght be felt to be tnappropdat• to 11114111d the re­

purcbaH aecbani• in either one or two aapect• if it vere not elear that 

after ai-dment the mechani• would aalte an iaportat and equitable contri­

bution to the 1eaeral probl- of nconatitution tu th• fund. 

(b) It ehould be noted further that if the Olll.7 change to be made to 
r-

the/purch- -chani• were the abolition of abat-t, eabetatially the 

••• effect uuld be obtatnad• without •endllent, by the application of the 

provielcma of the 1952 Decieion. It would be eufficient for thie purpoee for 

the Board to decide that a ••ber that would have incurred an oblfaattOD to 

repurchaN under Article V, Section 70.) ltut for the abatement prffi.eton, 

would be cone1clered u bavtng Dftrcoae, at leaet to that estent, the p..,..nte 

probl- for which it had purehaeed currency from the Pund. The mnber would 

then have to aake a rep11rchaee under Section 2(a) of the 1952 Decieion u soon 

u the calculation• of 1te repurchue obligation under Article V, Section 7(b) 

indicated that it vaa tu that po•ition. 

(c) To some extent•• an altematift to (a), a deci•ion could be taken 

with r•pect to Article V, Section 7(b) u a whole. Any of the follovi.na 

pnpoeale could be juettfled by the nidence prunteda 

(1) Deletion of Article V, Section 7(b) and the cornepou­

tn1 Schedule froa the Articlu of Aare•ent. 

(ii) Amendment of thi• Article :ln •uch a way u to authorise 

lxecutiYe Director•, before the end of any fi•cal year, to euapelld 

it• pronelou with re•pect to that year-end. 

(iii) Luvtug the prorietona •• they are, with or without a 

euppl.eaentary decieion on abatament •• indicated tu paraara,h 

6 {It) above. 
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(d) In the event that the Pund decicled to follow either (c)(11) or 

(c)(:l.11), thi• deciaion aight be accoapallied by a requeat for a thoroaah 

atudy by the •taff of the worktqa of the repurcbaa• -chantaa. 

7. If the deciaion were alona the line• of 6(c)(1) or (:li) attention 

would baYe to he gi'ftll to the fact that the repuchue pronaiona under the 

1952 Dedion of holdins• apply Ollly to dravina•, and not to holcling• in 

exc••• of 75 per cent of a ... ber'• quota that aight ari•• othema•, in 

particular froa currency aubacriptiona 1n ace•• of 75 per cent of quota 

and payaent of chars•• in the aeaber'• owu currency. Thia aapaet ia not, 

however, of great quantitative iaportanee. 
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TOI 

ROK1 

Hr. Oeld 

J. J. Polak 

SU!.1BCT1 Cold Tranche Paper 

January 11. 1968 

I~. oDly a fn cOllllent• on thi• paper. th••• are put fOl"Ward 
tntatiwly inuauch a• I did not attend the Board Meeting on thi• aubject. 

On page 2. l could••• room for •om• illpro'ft111811t in draft in the 
10111 parqraph atartina ou line 4. ID the third line of that paragraph 
I would •ua••t nplaciq "vitbnt objectiosu 1,y "without tha poaaibility 
of oltjectton.'- In the nut eentence. 1iven the fact that the olcl Section 2 
hu been •tirely elfaf.na ed, rather more nupiq language than "cewtai• 
iapro• sat•" vould n- to H appropriate. ID the following aentence l 
would prefer "The poaa11aility of obj ectiq l!, a uae of the Jund resource• 
in the credit tranche• on the groypd that • ftnally. in the nut 
aentencs it ia not quite clear what there vaa greater aentiMnt for tha 
what. 

ln the bett• half of page 6 one faportant additimal arguaent 
•hould be introduced• naely the uas of a aeaber's own curnacy in 
Article XII, Section,, for which the new provlaion ia to a laqe atsnt 
a aubatitute. 

The f irat full parqraph on page 9 introduced the abema 1c1.. of 
a aintma ra~• of 2 per cent. It 1a true that the approach discussed here 1• 
i•ecapattbls with the mill• rate of lea• than 2 per cent but th1• 1• eo 
obvf.oua u hardly to nquin mention. l wonder whether the whole arqraph 
could not be deleted. 

At the top of page 12 lam a little concenaed about the introduction 
of poU.ciu in the broad power of the purpa•••• and without ay natrlction; 
I - not clear whether the effect of thie on the atatua of the gold tranche 
ta fully neutrallaed by the aers etateaent that there shall be no cha11eqe 
of requests for 1014 tranche drawiqa. Biuce we have uds it abundatly clear 
that the absence of chall9111e do•• not pr~t the Jund froa quaatlonina tbe 
propriety of the drmna after the nent. mad 1.nd•d undoins it, I don't see 
that thue prcwiaiona wllld preclude the 1uncl from introclucilt1 any kind of 
COIMlltlonaltty of sold tranche dravtna• it Wlllltacl• aa 1ona u the aember'• 
obaervatiou of tbi• ooaditioaa11ty were OD17 pol &cl after the tr1ent. 

cc I Mr• iltllan 
Mr. nadng 
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January 10, 1968 

Mr. J. J. Polak 

FROM : Joseph Gold 

SUBJECT: Gold Tranche, Autamaticity, and 
Conditionality 

• 

I attach the draft of a new paper 
on this subject. 

cc: Mr. Altman 
Mr. Fleming 
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Gold Tranche, Aut~iicity2 and Conditionality 

?repared by the L-_gal end the Res~arch 
11nd Statistics Departments 

Approved by Joseph Gold and J. J. Polak 

Je.mw.ry 

The· purposes of this :memorandum are two-fold: to examine mJJ./67/A41("Re­

fo:rm 0£ the Gold Tranche - Possible Solutions", December 15~ 1967) in the light 

of' the di&cussion at E'ft.11/67 /107 (12/20/67) e.nd ES1/67 /lll &"ld E'fJ:P./67 /ll.2 

(12/29/67), end to consider paragraph 4 of EIID/68/3 ("Suggestions for Certain 

Reforms in the Intemationa.l Mon~ta.ry Fund", Janu&,r'./ 1~, 1968). 

There appeared to be general agreement that the representation that 

a member now makes under Article V, Section 3(a)(i) should be retained even 

for requests for a gold tr~.mche purchase. A number of views were expressed 

in connection with the distinction between needs arising frcm capital trans~ 

fers and those f'ram current payments. However, the follCMing drafts in 

SM/67 /144 reflected , : 27 ,,±bed no more then the consequential chru1ge required 

by the.proposed autarr-~~ticity of the gold tranche. 

"SECTION L Use of the Fund's resources :for crmi tal transfers. -­

( a) A member may not use the Fund's resources to meet a large or 
except 

sustained outflow of capital/as provided in Section 2 of this 

Article, and :the Fund !r'!>Y request e. member to exercise controls to 

prevent such use of the resources of the Fund. If, after receiving 

such a request, a member fails to exercise l'!.ppropriatc controls, the 

Fund may declare the member ineligible to use the resources of the Fund. 
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SEC. 24 .§E_e~al m:£Y!!~ f<:ir cax•ital tr.~.J!o-•Not-

wi thstaw.iing the µrovisions of Secti.on l(~) or this fo..:rt!cle, a member 

shall be ex1title,l to ma.·1,w g()ld. tranche purche,ses for capital transfers." 

These dra:N;s would enable a member to increase the Fnnd 0s holdings up 

to 100 per cent (a.p3.rt :f':rClit "excluded" hold:b1gs) of ·th0 :member's quota 

without objecti.on, before or after the event, that this use \-ras to. meet a 

large or sustained outflC"..r of capital. They ,,oul,,. raise the level for this 

purpose from the present 75 per cent and in addition t~y would iJl,trodu~e 
. ~--------··,,.. -.....-.. •.•. ~- .......... _.,,.--_-r 

certain imurovements in the uresent text of A~ticle VI, Section 2. The 
~--~,,,,,-~---""'"'C--=-~~,~-c-·'-''''-----· ""'• .. ,,,...........,.,.,..•~ _,-,""'"'.,_ ,<"''"\... ' 

t.. l/\J ....... ...,....-- . ........_ .... ,r- -

poasi_:t>~~ity of objei:rting; t~t e. use of the Fund re.sources.}n the credit 
. ~ . n 

tranches ·~m.s to meet n l~rge or sustained outfletf of capital would remain. 
(\. 

It :ls felt that there was greater sentiment for this solution in the Board 
~-

discussions, although no agreement was reached o:n this or any of the other 

issues the.t were debated. During the discussions, it was made clear that 

the total. elimination of the distinction between tho two types of use would 

raise legal ancl policy issues that go far beyond the redrafting of Article 

VI, Sections 1 and 2. 

2. Cl'm.llenege 

No changes were suggested wlth respect to the addition of Article V, 

Section 3( c) a.s proposed in SM/67 /111.4: 

"A request to buy currency m1der Section 3(a) of this Article 

shall not be subject to cba.llenge '!TJ the Flmd under a."lY provision of 

this Agreement if th6 proposed pm·chase is e. gold tranche purchase. 11 

However, the t!'e..~t-..-rn-'~mt of' the principle of freein6 requests for gold 

tranche pU!'ch~es f?cm. challenge must nmr be considered in relation to para­

. graph 4 of EBD/&9/3, a.vid thi:.i :Ls done later in this me:n(,ra."'l.dum. 
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If the practice ·were ad.opted that purchases in the General Account 

shou1d be guided t&,1a.1,i.s the cu:rrcmcies of e01.mtries that had 11;.bused the 

right .to draw 1.ii th,.,ut ~halle:nge in the g·:)ld. tri:..nci.1.e by failing to observe 

the principle of need in Article V, Section 3(a)(i), this could be achieved 

by an w.nertdment of EB De~'!laion Noc 1371 ... (62/36) ''Currencies to be drawn and 

to be used iu reptU'c:ha.sest (S~lected Decd.sions, Third IL.:::sue, PPo. 33 ... 39) 

which would add to Cha:pter II ("Criteria. for the selection of currencies 

for drawings and repurel1a.seg O ) a final pure.graph as follows: 

"In addition to these considerations, the Fund, in selecting 

currencies for drawings, will consid.er the c1.n:rencies of' J'l',e'!!'ibers 

that ha\l'e Jna.de purchaGes i11 the gold tranche without observing the 

principle of need embodied in Article V ~ Section 3(a)(i) o" 

No amendment of the Al'tiel.es would be necessary to give etfect to this 

practiceo 

3o £ha;:g£~ 

In SM/67 /144t a :tedra.f't of .Ji.rticle V, Section S(a) 11a.s o:f'fered which 

would give the Fur1d f'ull authority to abolish the service charge or vary it 

up to one per cent on all transactions or on categories of tra.nsa.ctions such 

as gold tranche or supe~ gold tranche tranGactionB. That redraft was: 

11The Fund may levy a service c}l..arge.9 unit\,r>.!! 'for all members 

&nd not more t~.an one per cent in addition to the parity price, on 

any member buying the currency of another member f.rCf!J ·the Fund in 

exchange fo1• i t;S own currency. rr 

In this connect:'i.on questions were xaised. as to the extent of the 

discretion that the Fund s~ould have. The follot1l~ formulations of 

Article V, Section 8(a) could give effect to soiJ1e of the posslbilities 

that were discussed. 
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Alternative ft 

~'Any member buying the currency'of another member from the 

Fund in exclnnge :for its cr.m currency i!!hall pay, in ad.di tion to 

the parity price 9 a. service charge uniform.for.all members of not 

less than one-half percent and not more than one percent, as deter­

mi.ned by the Fund9 provided that the Fund may reduce the service 

charge peyable on pureh--1ses in . the gold tranche to less than one­

half percent, jq 

~! ~ern~ti '\[,~.]_ 

".Any :member buying the CUl'rency of another member from the Fund 

in excha.nge for its mm currency eh.1.lJ4 pay, in addition to the parity 

price, a service charge uniform for all members of not lesa than 

one-half p~rcent and not more "th2n one percent, as deter.mined by 

the Fund, but no se:rvice charge shall be paid on gold tranche 

r,urehasea • ·,• 

4. Rer~iunera.tion 

The draft of an Article V, Section 9 included in SM/67/144 read as 

follows~ 

°'SEC. 9o Remtmero.tion. --The Fund shall P3Y quarterly rem:unera­

tion to a membe:r j nt a rate uni:t"'or,n for al.l. E.embers ~ of not more 

than [one and on,s-half'] [two] percent p;er &'U1m1 on the amount by 

which seventy-five percent of its quot;a exceeded the average of' the 

Fund• s holdings o-f ·the niernber' e currency not in excess of seventy­

five percent of quota dUl"ing the preceding quarter. RE:'muneration 

she.11 be paid in a member• s crv1n currency. " 
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It ahoul.4 be note4 that thi• 4ratt aploya tbe ~· •ahall. plf'" an4 

DOt "..,- ..,. •• 

The Tiffi expnaH4 1D the Bou4 debate• included the tollowtDai 

tlw rate ot ~ration •boul4 N left to tbe 41acntioa ot tbl PulMl& a 

Mldna or a m1D11A111 rate IJ:aoul.4 be epecit1edl tbe rate ot NINIIU&Uon 

aboul.4 be relatecl to tbe rate ot intereat on hol4inl• ot apeoial draviJII 

r1pta (Artiole DVI, lecti°"',*'t 3 .....-.. ot tbe clrat't UNIDdllenta); the 

' Mllber• aboul.4 be pnv14ecl tor iJI oonjunaticm vitb OJ' 1D &441tlcn to the 

~tot ranmerat1on. 

The follOlfiDC veraiona ot Article V, leoUon 9 &Del Artial.e XII, 

8ectlcn 6 woul.4 giTe ettect to •ane of the Yi.en: 

Diacptiog 

"IIC. 9. Rpuneratioa.•-'l'be l'ua4 •ball pq (flU&l'terly) naunera­

t1aa to a l!Mlaber at a rate detera1.Jled. 'by the 1un4 flicll tille to t!M, 

8114 11Ditom tor all lllmber•, on tbe ~t 'by which •enlltT·f'ive 

pereat of the..._. •• quota excee4ecl the snna• of the rtm4'• 

bol411111 of tlw wber'• CUJTellCJ' aot ill exce•• ot •••t7•fift per• 

cent ot quota 4ur1Ja8 tbe 1>rece41Ds cuarter." 

MuS.ga or ll1p1aua rate 

"IE. 9. B!!NM£!\icp.-·Tlae flJll4 •ball -pq (quanvl7] N11UDera• 

tiClll to a llllllaer, a_t a rate unifom tor all M11ber1, ot not (more than 

x) (or] (l••• than 7) pveent per annua en the aount _. which NnDt7• 

tiff percent ot itl ,uow. excee4ecl the avenge of the Pud'• bold1aga 

of tbe -ber'• cnanncy DOt 1D exc.11 ot HYent;J"•ftft pel'C9llt of 
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Relation to ·special draw:t.ng rights 

"SEC. 9. Remunerat:ion.••The Fund sball pay [quarterly] remunera• 

tton to a member, at a rate equal to the. ra;~e or· interest payable on 

holdings ot specia.1 drawing rigbttJ pursuant to Article XX.VI~ Section 3, .,, 

on the a.mount by'vhich seventy-five percent ot its quota exceeded the 

average of·the Fund•s holdinge of the member's currency not in excess 

ot seventy-five percent of quota during the preceding quarter." 

.It it were decided to create a legal tie between the rate or remuner~­

tion and the rate of interest on special.drawing riijhts, an a.ltemative 

procecJ.ure would be to include the substantive provision with regard to the 

rate in Article V, Section 9 and include the cross-reference in Article 

XXVI, Section 3. 

Medium. of pa.vment 

SM/67/144 s~ested that remuneration should be pa.id in a member's 

own currency(\ However, . it h.'i8 been proposed that c~sideratian should be 

given to the payment of remuneration in gold, as a parallel to the payment 

of chargea. · According to Article V, Section 8( f ). 

uAll charges zhall be pa.id in gold. . It, hovever, the member's 

monetary reserves are less than one-be.l.f of its quota, it shaJ.l. pay 

in gold only that proportion of the charges due which such reserves 

bear to one-half of its quota, end shall. pay the balance in its. 

own currency. " 

As·e. result of the second sentence of this provision, 75 per cent·ot the 

·. \ charges on Fund holdings in excess of· quota presently collected is paid 

\ in member currencies •. 
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Pancrapb 9( e) ot the General. Arnnc--t• to Borrow l)J'Orlu• tor 

the pa,J'Mllt ot int.Nat iD aol.4, u tollova: 

•111tenat ua4 ebus•• ah&ll. lNt paid ia &o14 to the extent that 
tbi• can be ettectetl ill ban. Arq belaaoe Dot ao pa14 •ball N paid 
ill United. State• 4ollara. " 

The preamt draft uen41Dent• on apeoial 4l'llv1lla ri&bu pronl• tor the 

peyamt of cbus•• anct intereat in rtcbt•. 

It it vere decic!ed to pq NIIUIIU'&tion ill &ol4, tbe follOlfilte amtence 

coul.4 M the laat MDtmn e011l d 1M tile J ••t •ntence of an Artiel• V, 

....._ention •ball be pa14 in &ol4. • 

lelaVon M!!!R Article V1 Section 9 yd Article XII 1 lection 6 

at/67/1" propoae4 ta,, cenai4eration the tollowlnc aendaent ot 

Article XII, lecticn 61 

"81C. 6. J>ipyi'butiop ot ptt iacame.••!ba Board of Gcwel'llOl'I 

•ball 4etend.ne amauall:, what part of tbe PuR4 • a Ht 1.Decae aball be 

plaoecl to reaern llll4 vllat pan, if -,, ot net incCIIII an4 reaerve• 

•ball be 41atr11Nted.. ""7 41atr1butiaa •ball be ... to all •aber• 
1D proporticn to their .-otu. PQMDta to each Ma1Nr 111&1.l. be 

Mde ill lta on cvrency." 

The auge1tiaa1 ill tbe Boartl'• 41aouaaiaaa illclu4ecl the retention of 
f:v 

a pnterential pqaeat tor cred.lta,, MIINH, either a• prorldecl.11. in the 

preMnt hetton 6, or up to an aaount vtdoh, toeether ¥1th tbe N111UDera­

t1on paid to tblll, 'tlOUl.4 -.uaJ. a atated. percataae on tba IIIIOIJDt '7 which 

1, per cent ot their quota exceecled the J'\m4 • • anr... bol41na• ot their 

cvnnay clurinl a apeoitie4 period; Wa preference could be either CMN.la• 

tin or acn-o\111'1Jlat1Ye. In ad.41t1cn, it•• aua••te4 that aet inccme 'be 

placecl to reaern autcaatlcally vbenner it 1• earaetf. 
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The suggestion that creditor members shoul.d retain the preferred 

position they nov he.ve .\Ulder Article X!I, Section 6 could be made e:t:fective 

by the retention of that provil!lion in its prEieent f'orm, which would then 

give them o. preference in any distribution- ·ot net incane as well as remunera• 

tion unde~ Article V, Section 9o 

!ri view ·ot _the .. range·· of suggestions, and in order to bring about 

certain simplifications of" practice, the :following positicm might rece1n.:.· 

mend itself. -This would.be in the DQture otc·a·compromisewhich would . ' . ,· ' . . 

recogniz~ the force . of the argument tba.t the amendment of Article XII, . 

· Section 6 and the.adoption ota new Article v,,Section 9 should not put 

the members at present-entitled to a preference under Arti~e XII, Section 6 

into what might be conaidered a worse position. The elements of the aolu• 

tion would be these: 

(i) Au net ·1neane would go. autane.tically to the General Reserve. 

Under the present practice, it goes to General. Reserve provisionally &t 

the end of each month (Decision No~ 753-(58/17), April 14, 19,S), but this 

post~ng is subject to an n.nnual determination by the Boa.rd of Governors.· 

The need for an annual determination by the Board of Governors, whether to' 

rete.in net income in the · reserve or to distribute it, would be eliminated. 

(ii) The Boal'd of Governors wou.ld have the authority to decide at any 

time whether to distribute m,y part of the General. Reserve. If' the 

suggestion o.d:va.nced in SM/67/144 were adopted, this power would apply to 

.. the Special. Reserve as. ·wen. . -
' ., ' • < ,.,. • : 

(iii) No distribution· would ~ me.de frcm reserve unles~ there was 
. ' . . . 

first paid fran reserve the differ'!nce between-any ·remuneration paid under 
' ' ' 

Article V, Sect:t.o.ri 9 o.nd 2 per cent pe~ arinum _for each of the five years 
' " 
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preceding the proposed distri:bution •. ·. The balance would be paid .on the 

"creditor" position tran time to time dUJ":lng tbe ·five yea.rfr1 in e.ccord&nce · 

with the fo;rmnla for_calcul.&tion in Article V, Section 9, and not.aolely 
. . ' . . .· '. 

·on the creditor position a.t the time of the proposed distribution • 

. If Article V, Section 9 were 'drafted so as to give creditor members 

\\ 

~ assured remun. era.tion. or e.t l~ast .2 per cent per annum, the proposal in . 

(iii) above could be eliminated. !f they were not given an.asi;.ured ~era ... 
! • . . . . 

i .tion of 2 per cent, the suggestion would be defensible only if it were 

possible to pay remuneration of 2.per eento· Howwe;~ the· suggestion would 

still be defensible it the rate were discretionary, provided tba.t it~ 

maXimum-vere adopted it was not less than 2 per cent. 

An amendment of Article XII, Section 6 to give e:f'fect to tbe suggestion 

could be dra-rted as follows: 

0 SECG 6. Dlstribution o:f' reserves.--The Fund's net inaamtl 

shall be placed to reserve. The Boa.rd of Governors mtcy" determine 

at any time what part of' the reeerves shall be distributed, p~ovi.d.ed 

that there sha.11 be.first distributed to member~ that were.eligible-• 

to receive remuneration under· Article V, Section 9 · during each of · 

the preceding five years an amount equal to the difference'between 

two percent per annum an4 a.n;r remuneration actually paid~· Any distti-: 

but1on beyond that amount.shall be made to all.members in.proportion 
. ' 

to their quotas, and.payments to each member shall. be made in its 

own currency." 

With an amendment of 1.his kind, Jlr;icle.~i:I, Section.::?{'b)(v) would be 

amended: to read: 
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"Determine the distribution of the 'resenes .of the Fund. 11 

At the manent. it reads: 

"Determine the distribution of the net incooie of the Fund." 

5. ·. De:f'ini tion of gold tranche · 

Three v~rsi~ns of a ·possible Article.·xzx (j) were included in SM/67/144, 

a.s f'ollowa: 
. . . 

" ( j) · Gold tranche purchase mea.ns a. purchase by a member ·of . 

. the . currency of another member in excbauge for ·its OWll currency 

1'hicn does- not ca.use· tiae --~~·a. hold.ins;~. ot. the purchasing member's 
. -. "" . ~ 

.. currency to exceed one h~dred percent of its quot~; provided that 

the Fund ms;y _decide that purchases -~der .specifie!1, polici~s .. on the· 

.:ius~. ,of t}\e 'Fund's resources and am~t~ ·6.t the Fund's holdings' ~f' 

currency equal to outste.nding·purchaees under these policies shall 

be excluded for the purposes of 'tbia . definition.,, 
- • • J •• • ' 

·
11tj) Gold tranche ·purchase means 0. p~rcha.se by a. member of 

. . . . 

the currency of another member in exchange_:ror its own currency •, 

wbi.ch:does not ca.use the Fund's holdings of the purchasing member's 

currency to.exceed one hundred percent of'-1tsquota.; provided that 

for the purpose~ of this definition the Pund.J'.ill.\y decide to' exclude 

purchases and holdings under policies on the use or its resources 

for canpensatory financing of fluctuations in the exports. of· 

members." 

"(j) Goid tran~he pur.cbase means .a purc)lase by a mem:t,er Qf. 

the currency of another memb~r in exc~e for its own currency wl'Jch 

does not cause the.·Fund's holdings ot ·the· p!ll'Cbaaing member's 

curreney to-exceed c,;~e hundred percent of its·quota. 11 



• . > 
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, 
No choice was made mnong these three versions in the Board's. discussion 

·O . - ' 

of them~ although there'appea.red to be a'preference tor. the first or . . . 

second e.s compared with the third. 

6. Autcaatic~;tY and condition~ity 

Part II (pp. 13'!"11~) of ~-i/67/99 ("Legal Aspects'.ot the'r.1~or~d~ 

' 
Entitled 'Suggestions for Certain-Reforms in the International Monetary 

Fund' (EBD/67/71)", August 2,. 1967)dealt with certain features of EBD/67/gr, 
. . 

which have now been supplemented by parag~aph 4 of EBD/68/30 The latter 

po,ragraph i_s as follows.: 

"4. Conditio~Uty of use'of the.Fund Resources 

It is the view or the Monetary Authorities of.the European 
Econanic Canmunity that taking into consideration the proposals 
to create.special drawing rights and tQ confirm legally tbe a.uto­
maticity of the gold tran~he, there would be no justification tor · 
e;ictending by way of policies quasi automaticity in the credit 
tranches or este.blishing special facilities ~fa quaei autana.tie 
character. The poasib~lity of such extension should be excluded 

·in the text or the Article& of Agreement by.appropriate mnendments. 
This propoeai is roade without prejudice to the Fund's policy ·on 
canpensatoey financing." 

. . 

(a) Express mention .should be made in the Articles of the Fund's 

authority to ensure· 'that . the use of the Fund. a resources is in conf~rmi ty 

with the Articles and is temporary.· 

(b) There should be no extension of automaticity into the credit 

tranches. 

It these_ prop-::>asJ.s were to be accepted, they could be made effective 

by the following amendments: 

(i) Article l(v) could be amended as shown on page 14 of SM/67/99: 

HTo give confidence to nembers by- making the Fund's res-ources 

tem.uoral"il.I available to them under adequate safeguards, !m! 
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in accorde.nce ·with such· uoliciee as ·the· Fund may: ado:et, thus 

providing them with opportunity to correct ·male.d3uatments in 

their.balance of payments without resorting. to measures de.;. 

structive of national or intern~tiona.l __ prosperity." 

(Words underlined are added) 
. . 

If it veI."e ~bought desirable to repeat.the etf'~ct·of the two insertions 

in Article I(v) in the operational pr~isione, of the Articles, this could. 

be done briefly in a p;ovisi6n which could a.ppropria.tel,y be Article V, · 

Sect101) 3(C): . · . . . . . ~ . ·. . . · 

· · · •'rho Fund ab&U adopt ~liciet Wbich wi~ a l!lelllber' • 

use of the Fund's resources will be tempora.:ry. 0 
· 

(i:1.) It would then be.necessary to provide that all requests for 

gold tranche purchases would not be subject to challenge and that requeste 

. for all other purchase,s-would be subject to challenge· and examined to 
. ' ' . ~ : ' ' ' . . 

determine their consistency with the provisions of the.Articles and the 
' . ' 

:policiesmentioned.:i.n Ar:ticle :r(v) and ~icle v, Section 3(c) •. Thia 
I • ' • • • ' ~. ~ •• • I ·... •• ' 

could be· dqne· as follows by~- Arti~le V /-s~cti~ 3(d)·:: ,. 

0 A :representation by a member under (a) above shall be examined 

· by· the 'Fund. to determine whether· the -propos~d- purcha.sE! w~d be 

·consistent w:,lth the provisions of this .Agreement and with the 

policies ad.opted under them, except that proposed purchases in tbe 

gold tranche.shall not be challenged.under any provision of' thi~ 

:Asreement." 

A·pr9Vis1on of this kind woul.d be in lieu of the dre.~ provision set.forth 

in ·section 2 of this memorandum with the purpol'Je of elimina.ting·authority 
' ' ' 

to·cbnllenge requests for gold tranche purchases. 

\' ' ,. 
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· The· adoption of Article V, Section 3(d) as .drafted above would imply 

that even if' the first.or the three definitions of the gold tr~che in 

section 5 of this ~emorandum wer~ · adopted, e:ny · "specified· policies'~ that 
. : . . ., ' 

·were "excluded" w?Uld riot be baaed on aut~ticity .. That is to SB¥, they 

~~d es~bl.iah· Fund policies ot a "fJ.oating"· character but only if those 

policies wo~d-be.consistent.with the provision$ of' the Articles and would 
' ' 

involve a. conditionality tlmt would ensure a temporary use of the Fund's 

:resources. Requests under theae Fund policies· w,:ruJ.d be cballengeable, and 

would have to be challenged for good reason o · 
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ME!l>RANDUM 

101 

n.OMa 

Managing Director 

J. J. Polak 

SUB.JECTa lafon of the PQnd 

• 

January 109 1968 

Mr. 'Yau Callpenhout, vtth whoa I happened to •it 1*111 at lunah, 
told me that he had had the Direetora of the Ten for dinner lut nipt 
to diacua• vtth thaa refom of the Jund. 

The Director• talked, of cour••, ill their peraoaal capacity but 
as •uch thaJ ••eaed to agree on the followtnaa 

(a) '1'My had no objection to the 85 per cent proriaion for q\lOtu, 
althftgh they saw eome diffic:lllty how the related deciaiona could alao be 
broqht under the 85 per cent rule. 

(b) With reapect to the two deci•ion• on unifora chqN In par 
ftluee._ they preferred to go to 90 per cent rather than 8.5 per cant. Thi• 
could be pr .... ted u a rutricU.on on the p~ion and would at the aame 
t:lae avoid the ellaination of the pruent V.K. 'Nto. 

(c) On the q'IIHtion of interpretatin, which I believe was tr .. ted 
auch more liahtly, the other Director• were wtllf.ftg to agree to the theoreti• 
u1 aerit of a poe•ibility of appeal. but I gather that they were not happy 
with the coac:rete p1:0poaal. 

(d) All reaara repurehue there vu agreaaen.t that the Sis bad 
raised •oae fair quaetion•• but I aather no clear 'riw •• to what the 
proper solution vu. The lb: theaaelve•, accordiaa to Mr• van C8mpmbout • 
•eaaed more lntereated ta haYina an ackDOWled..,.at of their propo~!tio~s than 
ill the preci•• answer that 1• 1tven to the difficulties they had aeutioned. 

Mr. van Caapenhout indicated further to•• that hi• dinner for the 
Teo vaa only the firat •t•p tn brinaing the membera of the &arc! together 
• .. a Club1" be intenda to haYe aimilar contact• vith non-Ten members. 

cc a Deputy Managing Db·ector 
- MT. Gold 



Mr, J, J, Polak 

Room 504 F 

DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE 

fl l. 

FOR 
AGENDA 

EBD/68/3 

January 4, 1968 

To: Members of the Executive Board 

From: The Secretary ~ -- ----------
Subject: Suggestions for Certain Reforms in the International Mone ary 

Fund 

Attached is a further memorandum from Mr. van Campenhout to 
the Managing Director relating to the suggestions for certain reforms 
in the Fund made by the European Economic Community in April 1967. 

Att: (1) 

Other Distribution: 
Department Heads 
Di vision Chiefs 



January 3, 1968 

To: The Managing Director 

From: Andre van Campenhout 

Subject: Memorandum. Relating to Suggestions for Certain Reforms in. 
the International Monetary Fund 

On behalf of Messrs. Lieftinck, vom Hofe, Plescoff, Palamenghia 
Crispi and myself, I am sending you herewith a memorandum. completing our 
memorandum. of June 22, 1967, relating to suggestions for certain reforms 
in the IMF described in the report of the Monetary Committee of the 
European Economic Community of April 11, 1967, which was circulated on 
June 26, 1967 (EBD/67/97). 

It would be appreciated if you would circulate this memorandum. 
to the members of the Executive Board. 

' . 



Memorandum relating to suggestions for certain reforms 
in the International Monetary Fund 

We refer to our memorandum of June 22, 1967, concerning proposals 
contained in the Report of the Monetary Committee of the European 
Economic Community of April 11, 1967. What follows completes the list 
of the proposals contained in the above-mentioned memorandum which are 
considered essential by the-Monetary Authorities of the European Economic 
Community. Our memorandum of the 22nd June and the present one should be 
considered as the basis of our discussions with regard to the proposals 
of the European Economic Community. 

Points 1, 2 and 3 of the present memorandum concern decisions 
affecting international liquidities and should in our view be covered 
by the same majority as the decision to allocate special drawing rights 
under the proposed new facility. 

Point 4, which concerns the conditionality of the use of the Fund 
resources, completes paragraph II-A (Use of the Fund Resources - Condi­
tions for drawings within the credit tranches) of our memorandum. of 
June 26th and should be discussed together with it. 

Point 5 which concerns interpretation of the Articles of Agreement., 
is of a procedural nature a.Dd self-explanatory. 

1. Increases of quotas 

Proposals for general increases of quotas, special adjustments of 
quotas connected with those proposals, and associated conditions, par­
ticularly concerning gold payments, should be made by a majority of 
85 ~er.cent of the total voting power of the membership of the Fund. 

No changes are proposed with regard-to requests for the adjustment 
of individual quotas not connected with proposals for general increases 
of quotas. 

2. Uniform changes in par values 

Article IV, Section 7, should be amended as follows: 

(a) The decision to make a uniform proportionate change in the par 
values of the currencies of members should be made by a majority of 
85 per cent of the total voting power. 

(b) The proviso that "each such change is approved by every member 
which has ten per cent or more of the total of the quotas 11 should be 
eliminated. 
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3. Maintenance of the gold value of the Fund's assets 

Article DI, Section 8(d). The words "by a majority of 85 per cent 
of' the total voting power" should be.added to the phrase "unless at the 
time when such a change is proposed the Fund decides otherwise". 

4. Conditionality of use of the Fund Resources 

It is the view of the Monetary Authorities of the European Economic 
Community that taking into consideration the proposals to create special 
drawing rights and to confirm legally the automaticity of the gold tranche, 
there would be no justification for extending by way of policies quasi 
automaticity in the credit tranches or establishing special facilities 
of a quasi automatic character. The possibility of such extension should 
be excluded in the text of the Articles of Agreement by appropriate amend­
ments. This proposal is made without prejudice to the Fund's policy on 
compensatory financing. 

5. Interpretation of the Articles bf Agreement 

It is considered th:l.t Article XVIII of the Articles of Agreement 
which provides that questions of interpretation of the Articles of Agree­
ment can be decided by simple majority of the Executive Directors and, 
on appeal, by the same majority of the Board of Governors, is not quite 
adequate. Matters of interpretation affect important rights and obliga­
tions of member countries and it is felt that minorities should be protected 
in a way more in line with traditionally accepted procedures. It is 
suggested that this could be achieved by allowing members who would not 
be satisfied with the decisions taken in accordance with the present 
procedures, to have recourse, in the last resort, to the procedures 
provided for in Article XVIII (c) with regard to disagreements arising 
between the Fund and a member which has withdrawn or between the Fund 
and any member during the liquidation of the Fund. To that end, Arti-
cle XVIII (c) should be a.mended accordingly and the words "whose decision 
shall. be final" in Article XVIII (b) should be deleted. 

January 3, 1968 

l 



MEHORANDUH 

TOI 

FROM: 

Mr. Cold 
Mr. Altaan 

J . ~. Polak 

SUBJECTS Repur chase 

January 4 , 1968 

' 

I ha•• eet down in the attached notes some very prori.Bional 

idea• as to the poaaibl• content of a policy paper on repurchase. 

I should like to haYa your reaction to this at your convenience. 



• 

JJP1Jaa. '• 1968 

!92!E9haae apf lalated 91!etion...,..Poaaiblf Content• of Poll51 Pap•g 

1. The central iHue to 'be born in mind 1• that th•~• are three waya 
to reatore a country'• poeitlon after drawiag• not onea 

(a) le'purcbaae under Article v. Secti011 7. 

(1,) llepurchue under the 1952 Deciaiou. 

(c) Sale of the cunency of the country concerned tn tran•­
actlona with other ... bera. 

An appraiaal of the ay•t• and any propoaala for reform abould 'be baaed Oil 

conaideratton of all three aethode of reconatitutloa. 

2. !be flr•t aetbod baa never worked in a fully utlefutory vay for 
aore reaaOll8 than thoae bl'O"lht out in the laport of the Deputiu of the Its. 

3. A eeriou• attempt vaa ••4• to reYiae the ayat .. ill 1951-52 but the 
final deciaicm waa to iatroduce a new ayat• on top of it in the fon of the 
thr .. to five year 111lit incorporated ill the 1952 Deciaion. 

4, The firat ayat• vorb nov even lu• aatiafactorllJ tha in 1952 
u neither dollar nor aterlina are acceptable in repurchau. 'lha ayatea 
p:roducN practically no repurcl:auea. lnaofar •• it 1• 1:aaquttable •• aaong 
-ber•• it la not that it faTOra reaerve centers but rather that while it 
1• practically illoperatiYe tn aaiaeral it occaaional.ly catch•• aome aeaber. 
and that on account of aome apecf.al change tu it• reaervea. 

5. The third aethod bu 1111ch increaaed ill importances it la believed 
to 1,e 1oocl enough to do the vbole job ill the SD• ach••• 

6. Ma buic apprai•al of tile wole ach ... it can be •at• to N IIHtly 
equitable. The two deficlenciea of the firat 11etbod about which the Common 
Market countrie• are particularly concerned could be eliminated by the 
operation of the third aethod1 •• a .. tter of fact the third -t:bod probabl7 
already vorb in qch a manner•• not to give any ad-.atage to reaerv• center•• 
While the cbangea propo•ed by the EEC countri•• would probably 1aprov• the 
eqvity of the first 1Nthocl• they would atlll not -k• it a aat1afactory ayat• 
1,y itaelf• and any other odd1t1 .. would rt1111in. 

7. If anything 1• to be done to the "reconatitutiou aecbanid of the 
General .Account--one wonder• whether it vould not be more aatiafactorJ to 
put the aechaniam of Article v. Section 7 out of operation• at l•a•t for•• 
long•• the dollar i• not aaable i• repurcbaae. Short of deleting the whole 
prori•1on fraa the Arti l••• VCNJ.d tt be poaaible to aasume or introduce a 
power for the lxeeutive Direc:ton to auapend the aechaniaa for one year at a 
tSae, vhenewr they were of the opinion that the reaulta of thla aechani• 
would not be eq11lta•lef 
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/· 

Th@ futlnaging Director · 

·_Joee;p11· aoi.a 

!!eUYCb&So 

' ' ' . 

I believe. that. it would be p~tp.re to . suggest . ;poait1ana on 
:repu.rebUEJ at. the moment• but :t t vould be wseM to indicate tbat 
acme may be for~ant:ns~ Accordingly'~- I would svaest a ,ts.tement 

. by: :,ou at the open.iris ot-· the meeting. vliich 'couJ.-d run alOClg the .. 
following lim,s; · · · · 

.,Dae Exe~utive · P1reotors: :will be re~ .totlay their : · · 
· · discusalcn ot. one of the aspects 9f -the reform.sot the fund 
· which haw been .proposed in Mr. van. t?ampenhout •a · men:)randm · · 
or June 26, 1967 •. The subj~ot is Repurchllae. and youhave:hl.4 
two statf stw,.ies ~ largely of a: technlcaJ. character. There . . 
bu been a. ;prelhm.uary diacussion or these· paper_s:, and it .. 
seema to me useful if the llO.Grd could explore t,lJe me.tier 
further today. We could talte up again·· any · ou.teie.nding tech• · 

-ni*-.q11e$tione·snd the Exeeut1w·Dinctors ~ begin to 
· ~as thei~. rea:c~iona oo the po15.:ey. a.specie •• · ~r', .. ! . 

· vould assume that· we $re not likely to reaob · mw consenru 
today m whether' there ebould be · tin¥ emendmenta · of' .the . 
repu:robllae Pl'9visiona cf' the Articles and, ~f io. wha.t they 
eboµl.~ be. Tbs . diacuation .. today would help· .the .sta.f'f' and 
.en.able them to.prepare_ a memorandu-. alq· the lines of the 
·moat recent memoramlum cQM.ected w;tth th~ gold tran~e • 

. That :la to S8Y1r the memora.ndm eou1d·. 8'9t forth pomsib1e . 
· sol'1t1ons in a cmprelte.nsbe and integrated manner. · That 
document could be the bU:ls of tbe .next discuseioo. I am. · 
sure ~t you would not expect me to give·any date for the 

· &ppearance of the new ·paper, put the ata:ff'. will proceed · 
v!tb 1t·u rapidly as possible." · 

(. 

JG:rk. 

' -
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MEMOBM.IDUM. 

TO: M~naging·Director . . ' . ,'.· 

. FROM:·· 
. . 

. SUBJECT:· Repurchase. 

·.' ,,, 

.. . 

•, .· 

.·.,:., . 

. :•;' 

~:, -. .: . 

;-;: . ,: ::-; 

:"·· . 

I bel~i.ev~ \i.Ye shou1cC give. the _Board sorn.e· e~rly guidance on wh~t 
we . t>elieve. to be a reasonable solt~tion of this . aspect. of reform of. the ' : . 
FU11d. This .can· probably not .b~ clone :at:·the '.beginning of .tomort;ow.'s cieeti~g/; 
but yc,u might-say e'tther at' the beginning of that--meeting or after _the. •, : ' 
diacussion hat;'_'worrt itseif··~u~. that ·you .or 'the staff will .be puttin'~f:for-_. 
ward- some ppl1c7f views.. . .. 

.cc: Mr;· Gold 
Mr. ·Alt~an 

;· 

·~ L • 

···-,· 

·,,·:· ·,:.:i· 



r 
The Files 

,Yoseph Gold 

December 22, 
1967 

// ----~-.. -~-,-:;::.::::-
,// Refol}t.,::.-gf~~tite Fj1~.tt-

.,, ~-- _,...,,-
I . _,_.,.,...__..---
"'-..,.. _________ .. .....--~ 

,.., 

! r..a.ve had two t.-onversations with M.r. van Cmnpenhout ye:Jtard.a;v 
and today about the status of' the C~oo Mt!'.1.rket 's prc.,pcsal.s for the 
reform of the Fund. Me informed me that the C~n Market• s prori0aals 
continue to include thoae set out in the attacbl!lent to l'i..is memorandum 
of June 22, 1~)67 to the !l.amging Director (EED/67/qr O"t June 26, 1967). 
These relo.ted substantially to the gold trMche, Article V:t, and re­
pu.rclmse. These matters have &lreat\V been studied in staft" memoranda~ 
and a'l.lggested solutions have been offered. with respect to the gold 
tranche. The :further items, tbe study or which is regarded as nessontialn 
by too Common Market are atn follows: 

l) The defini't:;ion of the zone of autan&ticity for the future. 
In thio connection, the e~pl"O(';lise worlted out ·with Mr. van Campei1hwt 
in lieu of an 85 per cent voting 1r.a;Jorlty stands. Ikmever, there s.re 
still sane sugsestions for minor redraf'till6 by one or t'w"O or the C~n 
Market Executive Directors., Z..?lrw van ~nhout thir-Jr.G that he con 
reach final sgreement 1t1.tb them in a 'fw d.eys. 

2) Au 85 per cent majority should be required for a decision ('.)ll 
general increase in quc:,tasfl and the same major1 ty sho.u.d. apply to 
a.csociated l!'l..attera such a.a sold eubacriptio..'ils and, pre&.-umably, special 
increase~ that tU"e connected vlth a general. reviewo 

3) l\n 85 per cent majorl ty should be required. for a uniform 
proportionate c~e in par values under Article !V 3ect1on 7, and 
for tt;..e waiver of t11e maintenance of the goJ.d value of the Fundis 
assets uinder Article IV, Section 8(d). The "10 r.ier cent" countries 
woo.ld be deprived ot their veto. 

4) There should be some me~s 0f ap11E:al to an outside tribu.nal 
h'tJ en a,gg1"':l.aved member after an inteJ'liNtation ms been adopted by the 
Board of' Gove1"'nors. ! gathered tba.t there is little stoom behind this 
last proposal except on the part of' the FNnch. 

Mr. van e&·,r,er.ihoot will subni t ll. f'arther memorandum to the 
M~'>'f.8ging Director in which he will state the e$sentilll.l proposall!il. He 
will delay tlrl.s for a few d9JFS because there appear to be contllctitlg 
instructions on t<1hether the new list is to be Gubmitted in substitution 
for the lengtby list of :mggest:ion:s contained in the ?,!oneter".f Carmi ttee 8 s 



ortat•J wnndllll dated April 11, 1961 (elnulaW u a wtt 
doeullmt OD April 19, 19'1). If that WN .... , then woul.4 Rill 
be aCM ..-,al reaenatian of the rlpt to Im.Ill fonard. other 
w,lu. !be altenatln JNNIIIIN ..ul.4 lNt ,-. Nr. vu CIQ.lnllcMt to 
nlalt Jd• nev ......anclUll witllollt 1&11• that 1, vu la aultatitutian 
t.. the J1anetu7 CCllllttee __._. UDter tld.a altenatift1 tbe 
earlier wnndllll wu14 qui~ h tol'p\ta it t• aeptt.a,1ca1 
llleC .... 

oe: !be Anilll lllMaiDC Direetor 
llr. lolNeitaer 

--::, Ill'. hlak, •• Plad.111 
Mr. Al-.., Nr. 11&1tuaeier 
Nr. fturo, llr. l'1aeb ............ 
.... Vbit'-



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

December 22, 1967 - 67/52 

December 22, 1967 

TO: Members of the Elcecutive Board 

FROM: The Secretary 

SUBJECT: Service Charges on Drawings in Gold and Credit Tranches 

In response to several questions raised in Executive Board 
Meeting 67/107 on December 20, 1967, the following information is provided 
(in millions of U.S. dollars): 

Fiscal Income from t% Service 
Years Charges on Drawinp;s In 
Ending Gold Credit .j 

April 30 Tranches Tranches Total 
(1) (2) (3) (4) 

1958 1.0 2.3 3.3 

1959 0.2 1.1 1.3 

1960 0.1 0.7 o.8 

1961 1.5 1.4 2.9 

1962 3.2 8.o 11.2 

1963 0.9 2.0 2.9 

1964 1.8 1.3 3.1 

1965 5.2 4.3 9.5 

1966 3.0 11.1 14.1 

1967 3.6 1.7 5.3 

1968* 0.5 2.6 3.1 

* Seven months ended November 30, 1967 
converted to twelve months basis. 

Column (2) Column (4) 
Gross In Per Cent In Per Cent 

Income of Column (5) of Column (5) 
(5) (6) (7) 

23.6 4 14 

27.2 1 5 

21.0 1 4 

14.6 10 20 

33.1 10 34 

31.0 3 9 

36,4 5 9 

47.7 11 20 

81.3 4 17 

89.6 4 6 

85.9 1 4 
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DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE FOR 

AGENDA 

SM/67/144 

December 15, 1967 

To: Members of the Executive Board 

From: The Secretary 

Subject: Reform of the Gold Tranche--Possible Solutions 

The attached memorandum with respect to reform of the gold tranche 
is circulated for consideration by the Executive Directors at the meeting of 
the Executive Board tentatively scheduled for Wednesda~r, December 20, 1967 • 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

INTERNATIONAL MONETARY FUND 

Reform of the Gold Tranche--Possible Solutions 

Prepared by the Legal and the Research 
and Statistics Departments 

Approved by Joseph Gold and J. J. Polak 

December 15, 1967 

In SM/67/41 the staff examined the legal aspects rf the reform of 
the gold tranche, and in SM/67/99, SM/67/133, and SM/67/135 it dealt with 
the legal aspects of the specific suggestions for such reform that were 
contained in the memorandum submitte1. by Mr. van Campenhout on behalf of 
a number of Executive Directnrs An June 26, 1967 (EBD/67/97). The 
present memorandum represents an attempt on the part of the staff to 
indicate choices among the solutions which are legally possible so as to 
arrive at a reasonable and consistent set of provisions. The earlier 
memoranda should be consulted for detailed discussions of the variant 
drafts . 

1. Need to draw 

Mr. van Campenhout's Memorandum contains the foll0wing suggestions: 

11 I-A. Members eligible tn use the Fund's resources would have 
the right to draw within the limits of their gold tranche 
position only in case of need and not for the sole purpose of 
changing the composition of their reserves •••• 

II-C. If the de jure autcmaticity of the gold tranche is 
accepted, Article VI, Section 2, ceases to be applicable and 
a simplification in the text of Article VI, Section l, might 
be envisaged.u 

As indicated in SM/67/99, the first suggestion reflects the present 
legal position under the c0ncept of 11presently needed" in Article V, 
Section 3(a)(i). Accordingly, no amendment would be required in order t0 
confine gold tranche purchases to cases rf need except to the extent that 
this may be necessary because of the.ambiguity in the language of Article 
VI, Section 2. As pointed out in SM/67/135, a possible interpretation of 
that provision, although nrt a plausible rne, is an interpretation that 

·would permit purchases in the gold tranche, in the c~rcumstances specified 
in that provision, t0 be made without need on the part of the purchasing 
member. 

In rrder to make it clear beyond any doubt that a member may not use 
the Fund's resources even in the gold tranche without need, and in order, 
at the same time, to eliminate the distinction between needs arising frcm 
capital transfers and those from current payments in relati0n to gold 
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tranche purchases as defined above, the best course of action would seem. 
to be to amend Sections l(a) and 2 of Article VI as follows: 

"SECTION 1. Use of the Fund's resources for capital transfers. -­

(a} A member may not use the Fund's resources to meet a large or 

sustained outflow of capital except as provided in Section 2 of 

this Article, and the Fund may request a member to exercise 

controls to prevent such use of the resources of the Fund.. If, 

after receiving such a request, a member fails to exercise appro­

priate controls, the Fund may declare the member ineligible to 

use the resources of the Fund. 

SEC. 2. Special provisions for capital transfers.~-Notwith­

standing the provisions of Section l(a) of this Article, a 

member shall be entitled to ;make gold tranche purchases for 

capital transfers." 

It should be pointed out that these amendments are based on the 
assumption that a definition of the gold tranche would be included in the 
Articles. This topic is considered below in part 5 of this memorandum. 

The amendments indicated above are based on the assumption that it is 
not desirable to abolish the distinction between capital transfers and 
current payments for the purposes of all uses of the Fund's resources in­
cluding those in the credit tranches. The proposed amendments (a) would 
remove the legal obstacles to the use of the Fund's resources in the gold 
tranche to meet capital transfers, while leaving unaffected the power of 
the Fund to call for a limitation of the outflow of capital in connection 
with the use of the Fund's resourc~s in the credit tranches, and (b) would 
make it clear that the Fund's resources may be used, even in the gold 
tranche," only in case of need and not for the sole purpose of changing the 
composition of the using member's reserves. In addition, the amendments 
would make the criterion of need for purchases in the gold tranche similar 
to the criterion proposed for the use of special drawing rights under the 
new facility. The basic rule for the use of these rights is set forth as 
follows in the proposed amendments for the establishment of the facility 
based on special drawing rights. 

• 

• 

11 In transactions among participants, a participant:will be I 
expected to use its special drawing rights only to meet balance 
of payments needs or in the light of developments in its total 
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gross reserves and not for .the sole purpose of changing the 
composition of such reserves. The Fund shall specify the 
components of gross reserves for the purposes of this and. 
other provisions of this Agreement." [Article X¥:v, 
Section 2(a)] 

2. Challenge 

Mr. van Campenhout I s Memorandum containe~ the foll,Of_ing. suggestions: 

"I-A .... In no case would the Fund h~ve 1;1.uthority to 
prevent such a drawing. This applies to the Fund's right to 
challenge the representation envisaged in Article V, Section 3, 
whatever th~ legal basis of the right to chall~nge. 

B. In view of A above, the representation in respect of 
drawings within the gold tranche could be eliminated." 

Amendments that would give effect t.o_ .these suggestions ._have been 
indicated in paragraphs 13 and 15 of SM/67/99 (pp. 7 and 8) .. Under the 
first of these amendments the obligation of members to make the represen­
tation required under Article V, Section 3(a)(i) would be retained even 
for'purchases in the gold tranche. The second is based on the assumption 
that the representation would be eliminated. For the reasons given in 
SM/67/99, it is felt that it would be preferable to retain the represen- . 
tation. Accordingly, the Articles could be amended by adding the following 
provision to Article V, Section 3 as Section 3(c): 

"A request to buy currency under Section 3(a) of this 

Article shall not be subject to challenge by the Fund under 

any provision of this Agreement if the proposed purchase is a 

grld tranche purchase." 

This amendment of the Articles would eliminate the.right of prior 
challenge in respect of purchases in the gold tranche, thereby according 
them, in this respect, t_'t"eatment similar to the treatment that will be 
accorded to transactions in speci_al drawing rights. Under Article XXV, 
Section 2(b) of the proposed Amendment: 

" .•. The use of special drawing rights will not be subject to 
prior challenge on the basis nf the expectation in (a) above,' but. 
the Fund may make representations tn a participant that fails to 
fulfill the expectati0n and may designate the participant under 
Section 5 of this Article to provide currency to the extent of 
the failure to fulfil+.the expectation. A participant that 
persists in failing to fulfill this expectation shall be subject 
to Article XXIX, Section 2 (b) . " 
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If it were considered desirable, the principle of guiding drawings in 
the General Account towards the currencies of countries that have abused 
the right to draw without challenge in the gold tranche by failing to 
observe the principle of n~d enunciated in Article V, Section 3(a)(i) 
could be introduced into the policies of the Fund on currencies to be 
drawn. 

3. Charges 

Mr. van Campenhout's Memnrandum contains the following suggestion: 

"The charges provided fer in Article V, Section 8(a) would 
be abolished;"- (I-E; first sentence) 

So long as transactions between the Fund and its members take place at par, 
some service charge may be necessary to obviate the arbitrage profits that 
could arise from purchasing currencies that are at a premium in the market 
and repurchasing, sooner or later, with currencies that are at or below 
par or with gold. T.he service charge fulfills two other functions: dis­
couraging drawings for which the need is trivial or slight, and providing 
inc0me to the Fund. Complete· aboli ti0n. of' the service charge might make it '. 
difficult to pay a reasonable rate of remuneration to members whose curren~ 
cies the Fund holds in amnunts smaller than three-fourths of their quotas 
or even lead to an increase in charges. For these reasons it is worth · 
considering, as suggested in paragraph 21 on p. 11 of SM/67/99, the possi­
bility of increasing the discretionary authority of the Executive Directors 
and enabling, but not obliging, them to reduce or eliminate the service 
charge for all gold tranche purchases. This could be achieved by an 
amendment df Article V, Section 8(a), which would remove th~ lower but not 
the upper limit ~f the service charge as follows: 

"The Fund may levy a service charge, uniform for all members 

and not more than one per cent in addition to the parity price, 

on any member buying the currency of another member from the 

Fund in exchange fnr its own currency." 

As pointed ~ut on page 11 of SM/67/99, this amendment, if adopted, 
would give the Executive Directors the power to decide to eliminate the 
service charge for all gold tranche purchases or for super gold tranche 
purchases only. Furthermore, under this amendment the charge could, if 
necessary, be reintroduced or increased after reduction, without the need 
for· any further amendment. 

4. Remuneration 

Mr. van Campenhout 1 s Memorandum contains the following suggestion: 

r 

• 

I 

I 
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"The super gold tranche positions would bear interest (within 
maximum and minimum limits that might be specified)." [I-E. 
second sent~nce] 

This suggestion w.as examined in S1'1./67/99 (pp. 11-12), which indicated 
how the Articles could be amended to give effect to the suggestion. The 
q_ue~tion of the payment of. 0a return to members on the amounts by which the 
Fund's holdings of their currencies are below seventy-five per cent of their 
q_uotas Wfl,S discussed at EBM/67/62., 67/63, 67/68, 67/74, and 67/75, and 
another memorandum, SM/67/133 was circulated examining the subject further 
in the light of the discussion at these meetings. 

The principal advantage of the payment of a remuneration to members 
whose currency is held by the Fund in an amount less than seventy-five 
per cent of quota, as compared to the distribution of net income under 
Article XII, Section 6 is as follows. A distribution of net income is 
restricted in amount to the net income of the year with respect to which 
the distribution is made, and, therefore, it may not be payable .. filth respect 
to years of low net income, but remuneration is an expense.that is payable 
even if this results in a negative net income for the year. Remuneration 
payments therefore can be made more uniformly from year to year. This 
does not mean, however, that remuneration can be set with impunity at a 
level. which, taking one year with another, leads to net losses and forces 
the Fund to trench deeply on its reserves. It would seem prudent, therefore, 
to make the payment of remuneration discretionary rather than mandatory, 
and consequently to re·frain from laying down any minimum level for such 
payments. This result could be achieved by adding, as suggested in SM/67/133, 
a provision as Section 9 to Article v, as follows: 

"SEC. 9. Remuneration.--The Fund shall pay quarterly 

remuneration to a member, at a rate uniform for all members, 

of not more than [one and one-half][two] percent per annum 

on the amount by which seventy-five percent of its quota 

exceeded the average of the Fund's holdings of the member's 

currency not in excess of seventy-five percent of quota 

during the preceding quarter. Remuneration shall be paid in 

a member's own currency. 11 

As indicated in SM/67/133, with an amendment such as the one set 
forth above, it would become necessary to amend Article XII, Section 6. 
It is felt that the following amendment of that provision, which would make 
available for distribution the Fund's Special as well as General Reserve, 
should be considered: 
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11SEC. 6. Distribution of net incttme.--The Board of 

Govern~rs shall determine. annually what part ~f the Fund's net 

inceme shall be placed to reserve and what part, if any, ~f 

net inc~me and reserves shall be distributed. Any distribution 

shall be made to all members in pr•portion to their ~u•tas. 

Payments to each member shall he made in its own currency." 

5, Definition of gold tranche 

In SM/67/99 (pp. 4-5), it was explained that for certain purposes 
the concept of the gold tranche has been somewhat changed as a result of 
paragraph 10 of Executive Board Decision No. 2192-(66/81) of September 20, 
1966 on the compensatory financing facility. Accordingly, it was suggested 
that a definition of the gold tranche be added to Article XIX on Explana­
tion of Terms. One cf the formulaticns offered in SM/67/99 (p. 7) was the 
following: · 

• 

" ( j) Gold tranche purchase means a purchase by a member of I 
the currency of an~ther member in exchange fer its own currency 

which does not cause the Fund's holdings of the purchasing 

member's currency to exceed one hundred percent of its quota; 

provided that the Fund may decide that purchases under speci-

fied policies on the use of the Fund's resources and amounts 

of the Fund's holdings of currency equal to outstanding 

purchases under these policies shall be excluded for the 

purposes l'lf this definition." 

This formulation would permit the exclusi~n of purchases and holdings 
under the compensatory financing facility and purchases and holdings under 
any other policies on the use of the Fund's resources establishing 
"flr,ating" facilities. Under an alternative formulation (p. 8), the ex­
clusion of purchases and holdings that would be permitted would be confined 
to thnse under policies on compensatory financing. This read as follows: 

I 

t 
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tr (j) Gold tranche purchase means a purchase by a member 

of the cur:ren~y of another member in exchange,'.cfbr its own 
' ; 

.. ~' ' -.' ., 

cur.rency which does not cause the Fund's holdings of the pur-

chasing member's curr~ncy to exceed one hundred percent of its 

quota; provided that for the purposes.of this definition the 

Fund may decide to . exclude purchases· .. and hoidings under policies 

on the use of its resources for the~compensatory financing of 

fluctuations in the exports of members." 

There is a third possibility, that is, to revise paragraph 10 of 
Executive Board Decision No. 2192-(66/81) so that the compensatory 
financing facility "floated" only in relation to the credit tranches. 
Under paragraph 10 of Executive Board Decision No. 2192-(66/81), the 
Fund applies its tranche policies tn 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 the compen­
satory financing facility. If this aspect of the compensatory financing 
policy were revised as indicated here, it would apply only with respect to 
the Fund's holdings of a currency above 100 per cent of quota. In that 
event, the definition of the gold tranche could be as follows: 

"(j) Gold tranche purchase means a purchase by a member 

of the currency of another member in exchange for its own 

currency which does not cause the Fund's holdings of the 

purchasing member's currency to exceed one hundred percent 

of' its quota." 

It would be possible to avoid the inclusion of' a def'inition altogether 
by ref'ormulating all of' the amendments referred to in parts 1 to 4 of this 
memorandum so that they ref'erred to the quota level f'or the Fund's holdings 
of' a currency. 

6. Consequential changes 

The ref'orms in the gold tranche referred to in this memorandum may 
call f'or certain consequential changes in the Fund's decisions or practices. 
Thus: 
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(a) Consistently with what is said on pp. 16-17 of SM/67/41 and 
page·9 of SM/67/99, no a.:rri.endments of Article XX, .Section 4(d)(ii) and 
Article II, Section 2 and of the pertinent provisions of Membership Reso­
lutions are suggested that would accord pre-par value transactions in 
the gold tranche the same legal automaticity as would apply to other gold 

·tranche transactions. A suggestion for a change:in the last sentence of 
paragraph (b) of Executive Board Decision No. 1678-(64/22), of April 22, 

·1964, would have to be made in due time. 

(b) Any necess~ry modification of the provisions of the General 
Arrangements to Borrow would also be suggested in due time (SM/67/41, p. 18 
arid SM/67/99, p. · 9). . . 

• 

' 

• 

I 

I 



INTERNATIONAL MONETARY FUND 
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MEMORANDUM 

TO: Mr. Polak December 13, 1967 

FROM: J. Marcus FlemingJJ, 

I am afraid that I was unable to persuade the lawyers to put 

CABLE ADDR ESS 

INTERFUND 

in anything about the right to draw for the purpose of conversion. They 
argued, with some force I thought, that the issue arose not with respect 
to the drawings on the gold tranche but with respect to the drawings on 
the credit tranches, and was to this extent irrelevant to the subject 
matter of the paper. Moreover, they felt that it would provoke a great 
deal of discussion that was unnecessary in view of the fact that they 
themselves were prepared to maintain that the right to draw for conversion 
purposes was legally well established. As a matter of fact, Mr. Gold 
appeared to be prepared to carry the point even further than I myself 
would care to see it carried, in that he would allow the United States 
to draw because of a bilateral conversion demand even though it might 
itself, on balance, be accumulating reserves. My own feeling is that 
we would do well to avoid debate on this subject, which might lead the 
lawyers to make somewhat rash statements. 

However, I reserved your position fully and said that you might 
wish to raise the matter with Management. 



.. 

Mr. J. Narcua na111g 

JOHph Gold. 

Betora ot wi, Pp4; Gold 'JDpcbe and. C994&UOll&lltz 

Dee•ber 13, 
19'T 

You are Qllbappy and 4111ati1t1ed becauff ~ r-4 "~" 
to IINll aa aoon u poa1iltle. In the Pml4, holMYer, ve uae 
"~" to mean "t'lle period. 1 ,aacmably related to the payment.I 
prol,1111" tor vbich the INllber ctraa, prwlt.4, of coune, tbat tbe 
perio4 d.ou not 10 IMlyoncl three to tiff yara. "Taporu:r" liYU 
neap acope tar the choice of the appropriate ccmd1Uoaa. 

CC2 The llua&irll Direct.or 
The De:p11t7 ManaaiDI 'Dlnctor 

'---7' Mr. Polak 
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Mr. Gold 

J. Marcus Fleming 

Reform of the Fund: Gold Tranche and Conditio~ality 
Your Memorandum for Files of December 111 1967 

December 12, 1967 

i do not feel very happy about your prefere11ce ·for Version II of a · 
proposed Article V, Section 3(c) over Version I or·a.bout the fact that Mr. 
van Campenhout's proposal 119W adopts Version.II.in preference.to (c) of 
Version I. · · 

The reason for my unhappiness lies in disaatisf~ction with the· 
reason which you give in fayor of Version II at tbe foot of page·l of your. 
memorandum, where you say that "conditionality [is] implicit. in temporary 
use.''· While it may be true that some condit!fionality .is:- required to implemE:!nt. 
temporary use it is riot true: th~t all conditionality is· based on this consi-· 
deration. An objective of conditionality of at least equal importance is that 
of a.voiding resort to ''measures destructive o.f national .or international pros-· 
perity. 0 Economically speaking, we cannot get round the fact that the purpose 
of providing financial assistance through Fund resources is.to enable countries 
to avoid a premature elimination of their statistical°·payments deficit-an· 
elimination which could be achieved only by measm:es such as restrictions, · 
unemployment, etc., tha·t ~re destructive of prosperity. The conditionality 
most appropriate to the use of. Fund resources must therefore include the · 
avoidance of such measures though it may also include.other measures designed 

· to ensure that a !!lore satisfactory equilibrium .is restored° at a later date. 

cc:· . Managing Director 
Deputy Mari.aging Director 
Mr. Polak v 
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D,::::l'.;embe1· 11, 1967 · 

HEt~OE~v!JM FOR JJ'ILES 

·Subject: net'om of JYvm .. Gold ~ranr.!h3 f:' .. nd. t;cn~'i:~ior,~$l 
~___,.;,,~-""'- l ~"~~--~~~ 

Toe fcllo'wWl3 is a cmums·!,a,ritial ~aunt of :recent a~lc:r,~nts­
:tn this field.(> At Hr~ van -~hcut 9L? :ret!UiCBt~ the details of. nnational') 
P'i'Sitions Ghould be kept ca:1tfidentielo . . 

Ct'.\ Decemoor 8, Mr. ~n Cempw:-Jlout teJ.e1,honetJ.. to ~ay that his 
Genmn and F2.oeoob colleagues w:re dissatiefies.'l witb M emaidli¥mt o:r . 
Article I (v)whicb did not rc:fe?' to cooditi~i't.y (S£'1i/67/99r; p., l~t). 
I told him tmt the lJn.ft of' the mnengmilf.lt oo i.sge ll• aeemed. to me .to 
be CWJ}lete but U' sc~ elaboration ·w@.~ :roqu:tl'wl, t'tte aecoo.d insertion 
could read: ;;and in ~cords.nee. with t\iucll :pol1eiett &a tmi Fund m;i:,~ a.&rpt 
·to .e.. .. um ... '9'\'3 tb:it the ·uae of ita :rea®reee will be consistent with the . · 
pTovisions of: ·the FW'ld., 1' 

. ·1:at®l" in the day,· be tele~i to fl<i"W that Ma cc~es 
felt that there should be SOOk::'l ref'e1~ ·to c011ditio.'ll&).ity .in the ~ 
of the Articles. lie t!n@eat.e-J. thlt w ~t ~:, _morning to see what· 
could oo dona in tid.ct re-er,.-eet o we mt OO!'ly m Deceffibei~ lltb ~ and ll'J 

· s~d r,r.e two t-e:d.iot, cne of whi~b bad been teleplx."f.h~d to z,,~o vom r.Iofe 
from Ba-m., It ;,ro-poeea inserting 'in Articl4t V9 Section 3 acme 1-eforc-mee 
·to the requi:re1Ti~nt that a memh<;;1>~ shou.':lr& have );!Olici~s ccnsietent With 
the· proviai0t1® an:'l. o:p;p:ropriate to restore equil.ibtium. in its 'i:ialsimee of' 
:r,t1ymmt.s if. a pi-orrooed p~e 1ifould i.nar~l'.!l the Fund II t:i; tioldings o.bwo 
100 per cent of quota,.. btlt the Ftmd could Yaiva this r.eqrii:1N~toont lrJ' ·Wl 
85 per oent najority.. 1'ir o wn Campennoot · told :r.e tll!i.t · moob ef the Ge~ 
thir..king on ~t waa ccilore,,1 by the distaste f.,...,r the c~1mtoey, 
fir.rtmcir.g · ~cWty o. !be second draft WI.Ml prepared by Mre N6'nt!ie e.11d -~ 
along @imilar line.el ~@pt ti3at it did w.A. eonw.in e,ny waiver yi~sioo~ 

I pointed t."'Ut certain technical fla.W& in tbe two drafts a.qtl showecl 
Mr~ \l"Sn Cam];~t thl'ee ~rs1ons ,::1>£ a r...oosible Arli<::le V1 Sect1m 3(c) 
which in each ease would be followed by ~3eetia} 3(d) w, 1n fff,f ~~rtmdum 
ior the F'ile8 of Deceruber 5t 1967., i'he~ ttmoo versions a.re c:tt.11.ebt~d:, 
I told M.1•. WT1 ~oi;t 'that they were not sot. t'ort.h :l.n ffl".Y order of 
pra.t'erence. !-\' !'1.!'at :pref'eran<:e wculd t.'>C! to amewl Article I ( v) only 0 
~ as sm;gestoo. in SN/67/99, r,. 14e .My secood ·prefererJ.Ce wotl.la be M .. 
ex1at'f.ded ~~t of Article I (v)$ If that too fuiloo, tl:Mm II c.f the · 
three drafts attacbe<\~ coupled with ~- amat!idment of Article I (v) as aht":wn 
in SM/67/99, p ... 14, would 'be. ey .third ~11oie~.o In Ghorl~ II wultl be . 
preterable to·ve:rt:i~ena I aw:t !II of Sa~tioo -~(e)o It bud tho eoo~~ll.$ · 
a.d,;a.ut.age tliat the CQ!l.cept of the ~,pomry use · of ~ Fund 11 e rt::iSOlu:'c~s 
we al~ esi:-$bliahtd 'by an Article X'wlll interpNtatio..'11 &id cc:mdiM.oo• 
sl:~ was :imJ'Aieit in temj;;Qr&T.'1J tizieo,. . 

t: 
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. Mr Q van c.i::.m.r,en.~out aa:ld. th::'lt rm ooo~e<l 't!t-f v.1wG Q 

! :reri'i.i1i.ded him ti'.lat the def'L"'li tion cf the gold trv.,neh.e "ffl!'.HS it.!'! 
imp.:;1:rtan:t. queationtmt mu$t not be 01,"u:eloo1too.. It rafaf!d the d,if.".f:iew.t 
que:,tion, already dis~sed bi l,e~ r1,et.::ora?)i!a.~ whether tne definition 
sbould. coo:tr:tne e::tclud~ holdings to tis.a q~"?!:Jtf!l'.UJnto1y .fine.ncing mcUity 
or ehould giw $- gener:al authority to i'1clttde. ilo.1.dinga from the uetem:§..... . 
~e.tio."1 of the tt'itd tran~he. !n short,~ 1-ronl.d the c~'6nMtory :f"ina,~cmg 
facility bl!t tl,e ~ ®e that ct\Uld 1~i'loo.·G'1 in the i"tttm.-e? I gat~erod .. 
tM.t tt,e C~ thrket betmt1 Ye llir~tti:t."~ ti.ad not yet, <;Oncent:mted Ofl 
th1s question .. 

. . . . tater in t.he moffling ~ irr. · VW1 C~nhout telephoned to ~ that 
ho.bad not been able to speak to tile F.:rencn·Executive Director, but be bad. 
convinced Mr .. t..i.~ftinck L"\d halt cOJ!ivince-d .Nr,i, ~. Uof'e that th1a Ge~n 
draft ahould nc,t · be pUreue-i, and tlat ooe o-t the :proposals outlln~ atove 
should be eClm':lderet'l" ~ f'urtlwr thougin., H;r., 'Y$n ~nbel.it felt; ·that he. 
:pNf'en>tYl I :J,n the atta.ehed draft.a, ~ ao to &void tbe risk that some 
:;ieople might th:l.mr. tri.at it ms confine,:! to th~ l'el}JJ.rCMSO :p~,;1.(Jl'lS, 
altliot~ he &.eknavledged force of. fft1 ca3e for !Io 

Conclusica 
~-~ 1:1,$. •• 

After luncl1, Mi-. VWl Cam:penhout in:fomed me t'ha.t he had riersuaded 
hie collea.gueat :woo t..ad agreed that oo c,;houl:tl et1ble the Mcm~ta:r;,( CO[flittee 
with a U."18.nimous progc,iitil. a.a follow~: 

(i) Arti~le I (v} as emended' on P• 14 of SM/67/99 with TIO. 

fu..~".l.er tt.m"'-n.-d..ttientp so tbnt it iidll :reaih 

11'1'0 aiw oonfiden~\l? te t'lel.\'ib~rs bf dk!ng the Fund'v 
~scu.tees .te~ntt;k avn:tlable to. tb;em 11.11d~r ~daqlw.t~ 
1a.£egW:n"'da • and in eccordart~e with 1uch rolicies u the 

' ,....~~~·~r-,.--.."1'!,&.I~~~_....~~.~~~~ .. ,, 

~.J!ilJ~; th\Ui p:t>ov:'1.4!.WJS .them 'iiitb opi:e:rtu.nity to . 
-~,. mle..d.j~tments in their buance of J:)£1:r.oo.!:tts ·~it.bout 
resorti~ to ~u.res des·br..1etiw of natior.al o:r: intternati~ 
prosr,e1"1 ty.," . (Words· m.1uer1:ine0. are ffl:lded) · 

(ii) .voralon II of a pro_posefl Articio. V, S~tiM 3(c}~ 
' . . 

u'nw Fm1d :':Jhall ad~t JX)lic1es which will cu::;si.t.re. that 
a ~~r's uue of the Fw:i.'1.'t1 s msou:t~eu ,,1:Ul \',o tem:i;-Ol"21"9.,t• 

{:1.U.) !he d..'i'Q.rt of' wk,at w:tll Article V ~ Section 3(d) as set 
fe?'th in my M.lmorandWJ..J to th~ File, of Decl?mber 5, :t.967: 

~
1A re11:renentat:1or4 l,y a mmber under ·(a) a'bew Chall be 

· ~~ned ~J the !':i!1tl to uete11t.m.nfl whether ·the p.t'~i0$0d 
:r,u.?Cmse w.ow.d be oonsiste.."lt w:i:th the }?l"OV1Dion.il Of· tliiiS 
Ag~ment ~tld with tb0 1-:oJ.icleo e!Jopted under thent1 pro- .. 
virletl that p~e"'3. tttrcr~eg · i1·." the gold t:ranebe aba.ll. · 
inOt. be e,.~:U~mged iir..dell' $,,"11 il~~icm of: thi@ .At.~to ai 



·, 
,. '"-

kb' .. il:i\n c.~penbout r.as told ~Umarsues that I PJtvf: c.ollaborat.4 
with him Q.."l. 'tmt tecnn1.~l Npel'Ctl Of t~~ae t.~,. but tJ;mt nf::itr.;.e;t f,1~eZHnt 
no1• atmf't" ia t,~ki~ig policy :to,dt:to:r:. ~:r.. them .. 

l tr:1;1 thttt be la1 ~ ~,.ffl!'1tstle job o.f :per•uasim'l "'nd that 
r wotlld ree~nd th,c, -~xta t~ tJ1e r,~:l:nr~ D:tx-ector · lf" tlm deciaicm i:. tc 
deal. vit..h <;ond:\tior~i~f in the A;rt,ielt!S.,. . 

cc: tan.asino lJir.oot~r 
De~,uty r-»r..iti;:b;.g Iii:rectet' 
~. Fo.bt.k 
Mr. tlelfti.r.,l'i: 

JG:rk 

Joi$~J:h Gold 
~?:llf~l Cou.>1Gt'J. 

&lld 
m.s•e-ator,, lAgu Deps.~nt 



(c) The Fund smll adopt :pol:tci0s ·ti·hic'h will _ensttrc ·tbf.i:t a 

in the gold tranchf;;l shall not be challcmged. unclt;r a!',y p1•oy·J.nion of' 

''. \ 

( c) The Fund_ shall 'adopi; polides which will ensure that e 

and in al.l.- other respect::. com::tstcnt 1,:i.th stich policie:3 as the Fm1d 
I,~) 

rn.'ly adopt in connee:·i;ion with the use of' it,s 1·escurcee;. 
' '~.·-·--

···.:· 

! 11- ,,,,,,,,,. 



The Files 

Joseph Gold 

CONFIDENTIAL 

Nr. van Carn.1,enhrut ha.ls inf'omed m~ that his colleagues among 
the Execu·tive D'irectors nave agreed witb 'him on i.t letter 'to Mr. van 
Lenni0p which will recOO'!ID.end the text on the d~rcation or a.utanaticity 
as quoted on ~e 3 of fflY' Memorandum to th~ Ii'iles c-f Dec~bel' 5, 1967. 
Me has run into one problem with I-lr. Plescoff 9 hcwe.11rc?f', on the in.sertion 
of the followir.g words in Article I {v) which w-ere adva.nced. as a. possi­
bility in su/67/99, p. 14 in order to cope 'With the insistence of the 
Monetary Committee {:Franee ·1) on sar.e express mention of conditions: 

"To a;:i ve eonfidence to members by r~d:ng the Funt'f.9 s 
reGO'!.t?'ees j;m.!J,H:>.!:,l!i.!'.i_g: available to tb~';;:!'! UD.1.er adequate 
sa:f'l'.gua.rds ~ and in accordance wtth such 1-)olicies as the 
~ !l!Q,,Y rulont, thus providing thai. with or,portmtl. ty to 
Gorrect m.'l..lad_,1ustme:nta in their balance of payments without 
reso?'tti··{!; to meesuros destructive of :.12.tional or inter­
nationul !}l'."onpe1."'i ty. ,; (tiordiS w1del"lin::?1 are ndded. ) 

l,~. Pleacot'f feels that this language ne:;;da ·i;o be amplified in 
some way, pre:sU100biy to refer explicitly to conditions. Mr. van 
CampenhoU1.t is llltil1 tr;irln.~ to talk him out. of this a.nil into the 
a.c.eepta.nce of the l&u;f'\1.ogie a~. set out abovic, lJut :i.e iEi not confident 
tl1a.t he 1n.ll. mi~cced" Hr. Ple2cott has altjo ·told me iud.cper .. d~tly 
'tlmt the .le.nguege as drafted &bove is not· shar~ ,enough. 

cc: . T"ne i,!aMging Dire~to:r 
11.'he .ta1111.ty :'-\w1.~1inz Director 

_-., t.fr. f-'oln."11' . 
.,, Mr. Plemi~ 



' 

I bad a l,!ngthy converco.ticn with Hr. w.n Campenhout totb,iy which 
had two :pi.u-poses: (a) to get from hh-i. a z;,;or~ det.ailcll re1;ort oo th~ Hoo-ie. 
Meetil'lg of: the rnonet.avy Coomittee a.nd (b} to discus~ wit.h h:i.m the :gossiM.lity 
of an a.mel'Wml!"..nt of' the Articles which w~m1d confine a.u.tar.a.ticity to the gold 
tranche. T"ne diaeum:iion oi' the E~ t("IJeting wa.£ ao foJ-ta,m : 

1. lt Yas ~"Teed there that an eit1M:.yaf'ive -pe1• cent r.njority should be 
required fo:r quota ad.ju~tments but ool..v ,.n connection wlth gener&l rmr:iJ2·1<rn 
of' quota3. HOiiieve:r, th:i.a woul.d :'i.nclu.~.e individual.. 1.n(:;roases that were '.f..i!'l.rt 
of the some exerc:1.se. :r. asked Mr" wn C'ampenhont whether anyone h..11d, dis­
cus5eii the idea of~ 1::articir..ation claw:.e instead of a new ar,~ial majorityo 
He zaia. that ·this rad no't come up, 'but. he JJ.ked the idea and thought tru,.t 
it mir,ht be an eventual. ccmpromiseo 

2o '.l.'lle:re was agreement. that an e!ght~..,f'ive per cent majority Bllf)uld be 
reqw.1•ed for the extension of a.utcr.ra.tic:tt:r i!1to 'the cret1it tr::1nch~3, b~J.t this 
idea would not be pttrsued if it provf.!\i f€>..e.sible t.o d:r.J1.ft a. sat,,.SJf'a.cto,:iy am-e1K~ .. 
ment ot' the Articles that would limit aut~roticity to the gol1. tre:wha under 
some eui:table defin:it::'i.on of' the gold tre11che. He had ~-ai.d that h,J w-:nfk1 b~ 
in ·touch with me :'Ln order to fJee if th:1.s v~ao 110ssible, '--'.nd be has to r-,:rport 
rock to the t1:meta:t,Y Cmini"t.tt~c cin this topic aG soon as pcsr,ibl<e. 

3 o F1"a41.ce ad.vanced. the pror.osal tl'll'i1't s'\rticle IV~ Section 1 shou.ld be 
amended so that it wm1ld coot.ain no ~f'Pren.ce w the U.S. t'l.ollaT. It"S"_ly 
replied that it woulil th~n be nece:a~a:ry t.? substitu-te a unit, wM .. cb r,:re,swoo.bly 
would have to have th!il same gold conttt1n.t a.a th":? dollo,rv F:'fanel'J cbj~ctetl tci 
this. Belgium :inter,1encd to ,;,ay that it r1ref01"ret'I. a unit of account in uny 
event. 'l'be :i.saL..~ b~s been left or,C');l fc,:r th~ f.1:lnirrters to (~oio.~. t.!-;,:!anwM.le, 
it l1a:a occurred to 1:;r. van Campenhout that elimination of the dollar might 
entail otber ~v.ments of 'the Article::», and I :pointed out that the.re might 
be difficulties unrier past V.e¥Jibersl'li:p Resolutioru:; and the domestic 1~:gi.s.lation 
of a number oi' cei.:art:dcs. 1 mive iranisetl to give him a. not~ oo this !1.;atter. 

4. It ~as p:,.•opo3ed trot Article IV, Section 7 r.ih<n1l,l be deleted 'but 
thii:3 was oi:,pooed oo the gro1.m.d that if' the Unitct.i States sllo-,1lil cootemplate 
ceatiing to buy aml cell gold 9 A:rticle IV D 3ectioo 7 mic;ht provide a more 
orderly proooo.ure :!':'or the world at large. In tl'w 1-esult~ it waG ogreez.1 that 
AFticls IV t Section 7 shculd be retained but wi·imout tho veto for tl"i3 "'ten 
per cent countriesll e.:ntl ·t11at an eighty ... fi;re per cent rrajority should be 
required for a 1.m.ii',.ll'Ul. proporliona.te change oi' :par values and. f·o:t the waiver 
of tlle mainte:r.~.mce of c;old value urdel' i\rtielc IV, Sect:lon 8(d). 



., 

5.. France proposed that · an t.lie.'tlty ... i'i ve cent mjori ty shoUld be 
required for the sdoption oi' ).;.l(}l!eies l"elat.ing to gold,. including subscriptions 
orj quota. .inoreaGes em investments" It we a.greed tmt ·the c:tueetlon of' gold 
suoocriptions on gent.t:m.l ioorGa.ees in quotas would b2 treated as part of the 
quota e-..1:e:roue and, therefm--e., "'i:.be ei@lty..,five r.ier cent l.'ll&Jority vould l.:,e 
i,equired. In other words# tlw.t ;mjority would be necessary uwler tbe rubric 
of general quota 0/JJustmenta end not fSold policy i!! general. On investments, 
Mr .. van Campenbout aa1d that he bad convinced the Mo~...acy Comttt.ee to rely 
on en 1toIJlied paver exerei.mble in the interests of the ?rum rather tban an 
explicit leBit1r.."&.tioo of investment eu.ere1se.ble in ·tbe inte1-eat, of ~.embel"Bo 
Al:lihoue;ll t..lte continui~ lee;nl!ty of the preacmt investment progn:un ,,as quectioned 
by some, it was ag...-..eoo that the problem eb:r.Alc1 be misQd as one of z;iolicy in 
.due time and riot us a ra:rt or the reform of the Ftmd. a 

6.. Fi'al1Ce is strong in. eup110:rt of sooi.e SJ;'8Cial »roeer:1u:i:e for inter-
. pretation cut 'h3e Q;itren up the propoaa.J,. of ~n eighty-five pe:r cent tmjoYlty .. 

Ger.may is d!..,..ritled on the question, but I gather on the t.1bole op:pesec1. 
Mro van Crunpeuhout e~-s tmt the other oountrieSJ are not i:ntereated one wy 
or the other. I ~the:11."' ths.t he !a:: Mmself active in support of sc-me reforn., 
M:l.ny w.gue ideas are 'being c:an-'llf.UJeed but thea-e 10 concern that f:l.tey" nl."W ot.ep 
~ght se;-!ously .inh1b1 t ·the Fund" Any new procedure would soo:iehow have to 
be confined to a "pm-.e0 point of in'terv1-ets.t:ton, and it might be aveilable 
only as an appeel from i,he B:Ja1:'d of Governors itself. Mr .. van ~n'hout .. spoke 
against appeals to any m.ating inte:ttD.tic;mal court but seems to faV01" the . 
ad hoc t:ribuMl Qf Art1ele XVIII (c)., slth.oueh be '.l."'®aogm.~s tlnt. one aruld 
iiave'Iaeorotetent e.rbitro.tom. Aootner idea is tba.t after appeal to a. tr1.bi.1.nal., 
the tr! bunal caul.d sen--..1 tltia m!t'ter l~el': to be :i'."eeons1dereu · by the &<teouti ve 
ill.rectors, or the Im:ttl of Covern,,,Jra cail<1 'to.i·:.e,J~1idvice of cane outside ·tribuool 
'before mski~ its o-wn decision.. (An o:'ldity or tlde '\-ibole s.ffair is that the 
·diesatitd:'act:ton cf tbe fw erit!.es of the present. aituatiein t:.leem& to involve 
the nbsenoo of the cooif'iootion or 11:tesent. pmcticea ra.tbe1· 't,hmi the inter .. · 
pretative :i;i1"0Cess ,f'.hich has brought ab<">U.t thOSe .vmcticos.) Mr. van Campenbout 
says that it is quite possible thet the 0Ub,1ect viU be abandoned, arnl he 
:recomnenis that Ye show.d furget about 1t :f:'or the time being. 

B.. All other idear:1 e'lvanced orig1na~ by tM Mon~w Corwd:t.tee are 
p:robe.bl;y· dead., but it my be that Fn.:u;ee rill ·ira.nt to mke corrie f'Ol"'ID!il tie;bt. 
:for them in the last d:lt~h.. Mr. van CGepenhout recoom:ends tha:t a.a a praet1cal 
mt,ter w~ forget about them 1·0:c· the time being .. 

9. H!' .. van (};mr,0en.'lou.t ei!pecta that it will oo nacesoo.ry to lnve a 
· further discussion with the l,Ionetary C~ittee,9 after 'tJhich M will produce 
a. further l00tl1.'il'tlrv.lum addressed to tho f,11.nagine Itlrec.to:r. 



On the proposal that automaticity be confined to its present scope 
in lieu of a special 1!8jor1ty for any possible future extension or 
e.utomat1c1ty, I told Mr. van Cem~nhout _that I pex·sonaUy thought tllat this 
might be s. suceessful compromtoe, but I did not know the views of mnagement. 
I told him that.I had tried many versions of· a text,· e.Dd the one which appealed 
to me as the simplest end most ef:f'ect!ye was .·~he following., which would be 
included in Article V 1 . section 3: . . . 

· 
0 A representation by a member under (a) above shall 'be examined 

by the Fund to determine whether the p:r:oposed purchase vould be 
consistent .vith the prov1s1cme of th!s Agreement and. vi.th the 1,olicies 
adopted·uno.er them, providoo•that-proposed purchases in the gold 
tranc_he ehall not be challenged under · any provifJion of thie Agreement. 11 

Mr. van Campenhout said this provision made a very great eppeal to him, 
and he would almost certainly recommend it to Mrq V&n tennep, the Chairman 
of the Monetary Committee. The follcrdng points vere made in our discuee!on 
or the provision: · · · 

{i) He asked whether I contemplated tbat the reference to ;policies 
would continue to ap_.Pear in ·the proposed amendment of the purposes a.a: suggested 
on page 14 ot · SM/ 67 /99 • I repl1~ that we could follow. tha·~ course or not, 
and· it did not seem important to me which course we adopted,. He said that tbe 
solution that he would like vould. be to amend the purpos~s $.B suggested. and 
then give body to that amendment of the purtosee by r~rerence to policies in 
the foregoing draft provision. · 

. ( 11) Mr. van Oampenhout said that if the staff' preferred to retain 
the representation f'or gold tranche purchases, he vooltl not oppose that solutio.n. 
I told him that to the beet of my knowledge the staff' did wish to retain the 
representation aa an "adequate eai'eguard. 11 

(1:U) we agreed tba.t com.pensator:,. fiooncirig purchases were not an 
automatic facility. · 

cc: J&lnag1ng Director 
.Dep~ty Min.aging; Director 
Mr. Polak 
Mr. neming 

JG:hk 

Jose9h Gold 
General Counsel 

and 
Director> Legal Department 
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At EBM/67/75, Mr. van Campenhout stated that the Memorandum addressed 
by him to the Managing Director on June 22, 1967 and the attachment there­
to (EBD/67/97) should not be understood as suggesting the total abolition 
of the distinction between difficulties resulting from capital transfers 
and other.payments difficulties in connection with the use of the Fund's 
resources •. The suggestion in the Memorandum should be understood to be 
that the distinction would not apply to purchases within the gold tranche. 
A supplementary legal paper on this subject was promised. 

Under the present Articles, the use of the Fund's·resources is not 
permitted to meet a large or sustained outflow of capital, except in the 
circumstances set out in Article VI, Section 2,which reads as follows: 

Special provisions for capital transfers.--If the Fund's 
holdings of the currency of a member have remained below seventy­
five percent of its quota for an immediately preceding period of 
not less than six months, such member, if it has not been declared 
ineligible to use the resources of the Fund under Section 1 of 
this Article, Article IV, Section 6, Article V, Section 5, or 
Article XV, Section 2(a), shall be entitled, notwithstanding the 
provisions of Section l(a) .of this Article, to buy the currency 
of another member from the Fund with its own currency for any 
purpose, including capital transfers. Purchases for capital 
transfers under this Section shall not, however, be permitted 
if they have the effect of raising the Fund's holdings of the 
currency of the member desiring to purchase above seventy-five 
percent of its quota, or of reducing the Fund's holdings of the 

_currency desired below seventy-five percent of the quota of the 
member whose currency is desired. 

In order that a member may avail itself of the benefits of that provision, 
the Fund I s holdings of the member's currency must have been below 75 per 
cent of quota for an. immediately preceding period of six months. Moreover, 
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under the second sentence, a purchase by a member may not increase the 
Fund's holdings of the member's currency above 75 per cent of its quota. 
Again, a member may purchase other members' currencies only if the Fund's 
holdings of them are above 75 per cent of quota and would not be reduced 
below that level. In short, the purchases for capital transfers per­
mitted by Article VI, Section 2 are those that reduce the levels of the 
currencies purchased toward the 75 per cent level and increase the level 
of the purchasing member's currency toward 75 per cent. 

Article VI, Section 2 contains certain ambiguities, not the least 
of which results from the words ''any purpose, including capital transfers" 
at the end of the first sentence. As a result of these words, it is not 
clear whether the provision is confined to purchases for capital transfers 
or goes beyond this purpose. In addition, because these words are 
followed by a clause that speaks only of capital transfers in introducing 
the second sentenGe, the scope of the limitations set forth in the rest 
of that sentence· is unclear. 

the suggestion mentioned in the first paragraph of this memo­
randum were adopted, Article VI; Section 2 would become inappropriate 
in so far as capital transfers were concerned. Even if the provision 
goes beyond capital transfers and embraces purchases made because·of 
other payments difficulties; it would cease·to have any obvious useful­
ness in the light of other possible reforms associated with ·the gold 
tranche unless it were understood to allow purchases to be made without 
need on the part·· of the purchasing member. In order :to sustain the inter­
pretation that Article VI, Section 2 permits purchases without need, it 
would be necessary to conclude that purchases may be made under that 
provision without reference to and independently of Article V, Section 
3(a). If it were concluded, however, that all purchases are governed 
by Article V, Section 3(a), as well as by such other provisions as are 
relevant, it would follow that the purchases permitted by Article VI, 
Section 2 must involve a need, although it could be a need associated 
with capital transfers. 

If it is assumed that the latter interpretation is correct, or that 
it would be undesirable to permit purchases without need under any amend­
ments relating to the gold tranche that may be adopted, the question 
arises whether the best course for giving effect to the suggestion men­
tioned in the ffrst-paragraph of this memorandum would be the abrogation 
of Article VI, S,ec_tion 2. It is recommended that this course' should not 
be followed becaus~ it"would create a gap in the Articles. I't·is true 
that this could be'eliminated by re-numbering Section 3, but this might 
produce confusion in future references·to what used to be Section 2. 
It would be possible to avoid disturbance to the structure of Article VI 
by a less radical revisj_on of Section l(a) than wouJ_d have to be made if 
Section 2 were abrogated. Accordingly, the following amendments of 
Sections l(a) and 2 of Article VI would be preferable. An amendment of 
Section 2 could also eliminate the obscurities in the present text that 
have been noted. 

I 
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SECTION 1. Use· of the Fund's resources for capital transfers.-­

(a) A member may not use the Fund's resources to meet a large or 

sustained outflow of capital except as provided in Section 2 of this 

Article, and the Fund may request a member to exercise controls to 

prevent such use of the resources of the Fund. If, after receiving 

such a request, a member fails to exercise appropriate controls, 

the Fund may declare the member ineligible to use the resources of 

the Fund. 

[Present text: 

"SECTION 1. Use of the Fund's resources for capital transfers. -­
(a) A member may not make net use of the Fund's resources to meet 
a large or sustained outflow of capital, and the Fund may request a 
member to exercise controls to prevent such use of the resources of 
the Fund. If, after receiving such a request, a member fails to 
exercise appropriate controls, the Fund may declare the member in­
eligible to use the resources of the Fund."] 

SEC. 2. Special provisions for capital transfers.--A member 

that has not been declared ineligible to use the resources of the 

Fund under Section 1 of this Article, Article IV, Section 6, 

Article V, Section 5, or Article YJJ, Section 2(a) shall be entitled, 

notwithstanding the provis.ions of Section l(a) of this Article, to 

buy the currency of another member from the Fund with its own 

currency for capital transfers if the purchases do not have the 

effect of raising the Fund's holdings of the currency of the member 

desiring to purchase above its quota. 

[Present text: 

"SEC. 2. Special provisions for capital transfers.--If the 
Fund's holdings of the currency of a member have remained below 
seventy-five percent of its quota for an immediately preceding 
period of not less than six months, such member, if it has not 
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been declared ineligible to,use the resources of the Fund under 
Section 1 of this Article, Article IV, Section 6, Article V, 
Section 5, or Article·XV, Section 2(a), shall.be entitled, not­
withstanding the provisions of Section l(a) of this Article, to 
buy the currency of another member from the Fund with its own 
currency for any purpose, including capital transfers. Purchases 
for capital transfers under this Section shall not, however, be 
permitted if they have the effect of raising the Fund's holdings 

· of the currency of the member desiring to purchase above seventy­
five percent of its quota, or of reducing the Fund's holdings of 
the currency desired·below seventy-five percent of the quota of 
the member.whose currency is desired."] 

The proposed text of Section 2 could be further simplified by 
deleting the reference to ineligibility and the four provisions under 
which it may occur. The reference is not necessary because ineligtbility 
would prevent the use of the Fund's resources without express mention. 
It is true that the ineligibility provisions are referred to in Article 
V, Section 3(a)(iv), but it might be argued that the reference is re­
dundant there also. In any event, the reference to ineligibility in 
Article V, Section 3(a)(iv) is a good reason for eliminating the reference 
to it in an amended Article VI, Section 2. This formulation would be 
adopted on the basis of the unders.tanding that requests to purchase in 
accordance with Article VI, Section 2 would also be governed bf.Article 
V, Section 3(a). On this basis, the amended text of Section 2 could be: 

"SEC. 2. Special provisions for capital transfers.--A member 

shall be entitled, ·notwithstanding the provisions of Section l(a) 

of'this Article, to buy the currency of another member from the 

Fund with its owe currency for capital transfers ,:hf the purchases 

do not have the effect of raising the Fund's holdings of the 

currency of the member desiring to purchase above its quota." 

If the Articles were amended to include a definition of gold tranche 
purchases as discussed in paragraphs 13 et seq. of SM/67/99, the text 
could read: 

"SEC. 2. Special provisions for capital transfers.·--Notwith­

standing the provisions of Section l(a) of this Article, a member 

· shall be entitled to make gold tranche purchases for capital 

, 
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transfers."* 

A possible amendment which is not recommended is that Article VI, 
Section l(a) should continue as at present but that Article VI, Section 
2 should contain a definition of "net use" as a use beyond the gold 
tranche. This solution would not be desirable because 11net use" has 
become entrenched in popular parlance as use beyond the super gold tranche. 
There would be no point in introducing a possible conflict between this 
usage and a new term of art. 

None of the possible amendments discussed in this memorandum would 
call for the amendment of Article VI, Section l(b). 

*In this and the preceding draft language, the words "notwithstanding 
the provisions of Section l(a) of this Article" could be deleted because 
the words "except as provided in Section 2 of this Article" appear in 
the draft language of an amended Section l(a). may be thought, how-
ever, that the cross-references in the two clauses would make the position 
clearer. 
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INTERNATIONAL MONETARY FUND 

Legal Aspects Relating to.the Payment 
of Remuneration en the.Super Gold Tranche 

Prepared by the Legal Department 

Approved by Joseph Gold 

November 29, 1967 

Staff Memorandum 67/99 (August 2, 1967) discussed certain legal 
aspects of the payment of 11 interest"on super gold tranche positions 
(pp. 11-12..)__. At EBM/67 /75, a further paper .on this subject wa<Jir.omised 
which would· take into account the discussion at that meeting anci: at the 
meetings .in which the distribution of net income was considered (EBM/67 /62, 
67/63, 67/68, and 67/74). 

Terminology 

It is recommended that if any amendment were to be adopted which 
would provide for a fixed return on super gold tranche p0sitions, the 
word "interest" sh0uld be avoided. Accnrding to normal legal usage, 
11 interest 11 accrues on a debt and not ·on a subscription tn capital. 
Currency and gold subscriptions to the Fund are 0wned by the Fund, and 
they do not constitute current debts of the Fund to members. Indeed, 
most of the Fund's currency holdings are in the form of non-negotiable, 
non-interest bearing notes or similar obligations under Article III, 
Section 5, and to that extent, therefore, members are indebted to the 
Fund in the sense that these notes or similar nbligations dn not eliminate 
the members' obligations to provide currency and members must encash the 
~8tes or obligations on demand. 

Therefore, when the Fund receives currencies and uses them in trans­
acti~ns, even when super gold tranche pnsitions emerge as a result, the 
Fund .1.s receiving or using its own assets and "interest" is no't payable. 
A more adequate term would be ''remuneratinn". 

Remuneration 

If it were decided to pay a remunerati~n on super gold tranche 
positions, it would seem advisable to do this by adding a provision 
entitled "Remuneration" as Section 9 tn Article V. It would then follow 
a provision entitled "Charges" which deals with certain payments tp the 
Fund. It is assumed that any new provision would deal with the payment 
of remuneration as an expense of the Fund. That is to say, it would be 
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payable whether or not the income of the Fund covered all Fund expenses 
including the remuneration paid to holders of super gold tranche 
positions. For thi.s reason, it would be preferable that the provision 
for this remuneration should not take the form of an amendment of 
Article XII, Section 6. 

Discretionary rate 

In SM/67/99, page 12, the possibility was envisaged of minimum and 
maximum annual rates of remuneration (or interest as it was there called), 
and a determination by the Fund each year of the rate that was to be paid. 
If this course were followed, or if there should be a discretion as to 
the rate without any prescribed minimum and maximum, it would be necessary 
to consider whether, on the analogy of Article XII, Section 6, the Board 
of Governo~s should make the determination, annually or at other inter­
vals, of t.he rate to be paid. If there were no discretion as to rate, 
the question whether determination of the rate should be a power that 
the Board of Governors should be unable to delegate would not arise. If 
there shouli be a discretion and the power to establish the rate was to 
be reserved to the Board of Governors, this could be done by adding a 
sub-paragraph (ix) to Article XII, Section 2(b). 

It should be noted, however, that the exercise of the Fund's 
discretion t0 fix the various charges payable by members is not reserved 
to the Board 0f Governors. The determination of the rates for periodic 
charges on the· Fund's holdings of currencies in excess of quota can be 
changed by the Ex~cutive Directors by a three-fourths majority of the 
total voting power (Article V, Section 8(e)). The service charge on 
exchange transactions (Article V, Section 8(a)) and handling charges on 
gold transactions (Article V, Section 8(b)) can be varied by a majority 
of votes cast by the Executive Directors. It is also relevant that the 
power {o agree to pay interest on loans under Article VII, Section 2(i), 
including the power to ·agree on the particular rate, has been delegated 
to the Executive Directors. 

Presumably, the reason why the power to distribute net income under 
Article XII, Section 6 has been reserved to the Board of Governors 
whereas the power to vary charges and pay interest on loans may be and 
has.been delGgated to the Executive Directors _is that the first of these 
powers was regarded as involving a disbribution of part of the Fund's 
assets. Nevertheless, there would be no::.'reason of a legal character 
that would require a power to determine the rate of remuneration to be 
reserved to the Board of Governors. 

At the moment, decisions with respect ·to net income have retrospective 
effect. They determine the way in which the net income of a financial 
year that has already ended ~hall be dealt with. If the analogy of 
charges under Article V, S.ection 8 is ::'allowed, the decisions could be 
given prospective effect.· In short, determinations as to the rate of 
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remuneration could apply to the last financial year or to the next year 
or until a decision was taken tn make a new rate operative. Moreover, 
it is not essential that remuneration would have to be payable in yearly 
amounts. For example, remuneration could be paid quarterly. 

Calculation 

It is assumed that if a remuneration were paid on the super gold 
tranche, it would be paid on the basis of an average position during a 
base period, for example the preceding year or quarter. Article XII, 
Section 6 provides for a distribution of net income "on the amount by 
which seventy-five percent of its quota exceeded the Fund's average 
holdings of its currency during that year." This is not easy language 
to understand in the context of the Articles. In SM/66/130 (December 15, 
1966) the view of this language which was recommended was that: 

"Average holdings are calculated by adding the holdings on each 
day during the year that they are at or below the 75 per cent 
level and dj_viding the total by the total nu..11:::ier of days in the 
year. Holdings above the 75 per cent level on any day are 
as surned to be at that level. 11 

( P .18) 

It was pointed out that this technique was comparable to the one 
adopted in connection with the payment of periodic charges on the 
"average daily balances of its currency held by the Fund in excess of 
its quota" under Article V, Section B(c). If a new provision were adopted 
for the purpose of paying a remuneration on super gold tranches, it would 
be useful to adopt clearer language to give effect to this technique of 
calculation. 

The last conclusion in SM/66/130 (p. 19) could apply to the 
calculation under a new provision as a matter of administration without 
the necessity for express language: 

"The Fund's No. 2 Accounts up to 1/100 of one per cent of quota. 
should be excluded from the calculation of average holdings, but 
this exclusion in itself should not qualify a member for a 
preferential distribution. A member sl1ould qualify, however, even 
if the reduction in average holdings is solely the result of the 
Fund's.use of the member's currency for administrative expendi­
tures." 

Available Resources 

If remuneration were payable under an amend..11.ent of the Articles, 
it would be payable whether or n0t the Fund's income were adequate to 
cover it. The General Reserve could be made available if the Fund's 
income was· inadequate without any of the limitations with respect to the 
distribution of net income under Article XII, Section 6, which were 
explained in SM/66/130. Moreover, if the Fund's income were not sufficient 
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in·any year to cover all of the expenses of the Fund, including·the 
expenses of paying the remuner~tion, administrative expenses would be 
charged first against the Special Reserve (Selected Decisions, P~ 115), 

Draft Language 

The following draft would give effect to some of the ideas mentioned 
above. Naturally, there would be modifications in this draft if other 
policy.choices were made: 

"SEC. 9. Remuneration.--The Fund shall pay (annual)(quarterly) 

remunerati9n to a member, at a rate uniform for all members, 

(of not more than~~ percent per annum) on the amount by 

which seventy-five percent of its quota exceeded the average 

of the Fund's holdings of the member's currency not in excess 

of seventy-five percent of quota during the preceding (year) 

(quarter). Remuneration shall ,be paid in a member I s own 

currency." 

Amendment of Article ~II,-Section 6 

With an amendment such as the one indicated above, it would become 
necessary to amend Article XII, Section 6, somewhat along the following 
lines~ 

"SEC. 6. Distribution of net income.--The Board of Governors 

shall determine· annually what part 0f the Fund 1 s net income 

shall be placed to reserve and what part, if any, shall be 

distributed. Any distribution shall be paid to all members in 

proportion to their quotas. Payments to each member shall be 

made in its own currency. 11 

With this language, the same difficulties might arise in connection 
with the meaning of "net income" and the use of the General Reserve that 
were discussed in SM/66/130. Without any other change in the language 
of Article XII, Section 6, "net income" would continue to be the net 
income solely of the year for which a distribution was made. If, however, 
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it were thought desirable to make the General Reserve available for 
distribution for any year, the language could read: 

"The Board of Governors shall determine annually what part of 

the Fund's net income shall be placed to reserve and what part, 

if any, of net income and reserve shall be distributed." 

If it were decided to make the Fund's Special Reserve available f0r 

distribution, that could be done by substituting "reserves" for "reserve" 

in the foregoing text. 



TOI 

PltOMa 

Mr. Phillipe 

J. J. Polak 

November 29, 1967 

SUBJECTt Yogr Meaorandua on Interpational Monetary lefop 

I read tbie paper with '9ery much pleuure and I have osaly a f• 
.. rgtnal coaaente to make. 

On page 1 I would doubt that one coulcl ••Y that the Gil ha• 
filled the uclt of ruervea. All it bu done i• to make poaaible certain 
Fund tranaaction• which the Fund might otherwise fiad it difficult to 
finance. Ita main purpoae,to perait large tranaaction• by the u.s., hu 
never been teated. 

On page 5 under (c) the •usautedGlllilit1cm to quotu vae GAB 
commitaenta rather than actual creditor poattioua. 

In the aecond line on page 11, l notice yo1ruee of the word 
•aprobadu. • You will recall that a point vaa wade of not ••Jing "apprO'ftd" 
\ut •concurred. " Ia then no equivalent in SpaniahT 

On page 11, parqraph 6, the clauae in bracket• on line 6 ia not 
accurate. The reconstitution formula would not have to be fulfilled until 
a full 5-Jear period had run out. In that same paragraph the auggeatiosa 
that reconstitution can be brought about by the puxchaae of apeci.al droi.ng 
right• from the Fund agaiut convertible exchange baa never to ay b.ovledae 
been made. The ouly technique providacl for reconstitution ia the one you 
aantioo in the next sentence. Insofar as the Fund hold• special drawing 
right• and participant• can draw on the Pund, they aight, however, be able 
to aeet their reconatitution obli1ation by acquirina special droi.ng riaht• 
frm the Jund qainat payment in their own currency. The penaltillate 
sentence in the paragraph aakeil the adaollition about balanced holdings of 
epecial drawing right• and other reserves rather aore of an obligation than 
the Outline intends. 
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The brief paragraph at the top of page 12 do•• not real.11 do 
juetiee to the prechion of language that was adopted in draftiq the 
Outline and •uRseet• more freedom in the preparation of the .. endment than 
the Outline leavu ue. 

With roapect to Section IV, I find a certain difficulty in indicating 
which of the propoeitiona put forward by the Biz ahould •till be conaidered 
aa aerioua. For aample, it ia clear 'by now that the idea of iDcl.uding 
half the creditor vote ha• already l>HD given up. On the other hand you 
don't mention the changes in the proviaiona on the uniform change in par 
value•, an it .. which the Six ba-.e put in their aar•ed liat at their recent 
meeting. 

On a more technical point, (paae 14, paragraph 4) the a1reement 
at preaent doea not eo auch perut a country to deduct increaaea in ita 
reaervea in currenciea that cannot be uaed in repurchaae, but abate• any 
calculated repurchaaea that would have to be met in auch currenciea. Purtber­
aore, the laat •1111 .. tion on repurchaae on the part of the Six 1a to include, 
rather than not to include, the cutTencies of nonRembera in the calculation• 
of monetary reserves. 

On Paa• 181 paragraph 5(a) I would not au11••t that thia aethocl i• 
only uaed for unf.llportant aattara. It ha• in fact almoat alva7• been uaed 
to obtain votea b7 Governors between aeaaioua, includina auch iaportant 
queationa aa 1enaral quota increaaea. 

Toward• the end of parap-aph 7 on page 18, you refer to two-third• 
inatead of 60 per cent. To my at.net, the expectation apreaHd in the laat 
sentence of that para1raph la rather on the peaaS.lliatic alde, aa8Ullliag the 
vote b7 Governor• ia aad• l>y aail. 

In para1rapb 8 on pq• 19, JOU aight have pointed out that the require­
ment of 75 per cent participation ia not a leaal proviaioD of the Articles 
such as tboae quoted in the preceding paragraph but a propoaal made in the 
draft amendment. I would paraonall7 not be aurpriaed if the percentage 
propoaed became higher, for ~1• 80 par cent in the courae of the dia­
cuseiona. 
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!£gal Aspects of the Memorandum Entitled !!Suggestions 
for Certain Reforms of the International Monetary Fund"-­

Use of Gold Tranche for Capital. T.ransfers 

\ii ····,. 
Prepared by the L2gal De;krtment 

Approved by Joseph Gold 

, November 28, 1967 

At EBM/67/75, Mr. van Campenhout stated that the Memorandum ad­

dressed by him to the I11ane,ging Director on June 22, 1967 and the 

attachment thereto (EBD/67/97) should not be understood as suggesting 

the total abolition of the distinction between difficulties resulting 

from capital transfers and other payments difficulties in connection 

with the use of the Fund's resources. The suggestion in the Memorandum 

\ 
should be understood to be that the distinction would not apply to pu.r-

chases within the gold tranche. A supplementary legal paper on this 

subject was promised. 

Under the present Articles, the use of the Fund's resources is not 

permitted to meet a large or sustained outflow of capital, except in the 

circumstances set out in Article VI, Section 2, which reads as follows: 

Special provisions for capital transfers.--If the Fund~s 
holdings of the currency of a member have remained below seventy­
five percent of its quota. for an immediately preceding period of 
not less than six months, such member, if it has not been declared 
ineligibile to use the resources of the Fund under Section 1 of this 
Article, Article IV, Section 6, Article V, Section 5, or Article XV, 
Section 2(a), shall be entitled, notwithstanding the provisions of 
Section l(a) of this Article, to buy the currency of' another member 
:from the Fund with its own currency for any purpose, includtng 
capital transfers. Purchases for capital transfers under this 
Section shall not, however, be permitted if they have the effect of 
raising the Fund's holdings of the currency of the member desiring 
to purchase above seventy-five percent of its quota, or of reducing 
the Fund's holdings of the currency desired below seventy-five per­
cent of the quota of the member whose currency is desired. 

l 
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In order that a member may avail itself of the benefits of that provision, 

the Fund's holdings of the member 1 s currency must have been below per 

cent of quota for an immediately preceding period of six months. Moreover, 

under the second sentence, a purchase by a member may not increase the 

Fund's holdings of the member's currency above 75 per cent of its quota. 

Again, a member may purchase other members' currencies only if the Fund vs 

holdings of them are above 75 per cent of qµota and would not be reduced 

below that level. In short, the purchases for capital transfers perrr1itted 

by Article VI, Section 2 are those that reduce the levels of the curren­

cies purchased toward the 75 per cent level and increase the level of '.;he 

purchasing member's currency toward 75 per cent. 

Article VI, Section 2 contains certain a.~biguities, not the least 

of which results from the words "any purpose, including capital transfers" 

at the end of the first sentence. As a result of these words, it is not 

clear whether the provision is confined to purchases for capital transfers 

or goes beyond this purpose. In addition, because these words are followed 

by a clause that speaks only of capital transfers in introducing the 

second sentence, the scope of the limitations set forth in the rest of 

that sentence is u..~clear. 

If the suggestion mentioned in the first paragraph of this memorandum 

were adopted, Article VI, Section 2 would become inappropriate in so far 

as capital transfers were concerned. Even if the provision goes beyond 

capital transfers and embraces purchases made because of other payments 

difficulties, it would cease to have any/qbvious usefulness in the light 
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of other possible reforms associated with the gold tranche unless it were 

understood to allow purchases to be made without need on the pa~t of the 

purchasing member. In order to sustain the interpretation that Article 

VI, Section 2 permits purchases without need, it would be necessary to 

conclude that purchases may be made under that provision without reference 

to and independently of Article V, Section 3(a). If it were concluded~ 

however, that all purchases are governed by Article V, Section 3(a), as 

well as by such other provisions as are relevant, it would follow that the 

purchases permitted by Article VI, Section 2 must involve a need, although 

it could be one associated with capital transfers. 

If it is assumed that the latter interpretation is correct, or that 

it would be undesirable to permit purchases without need under any ac"Ilend­

ments relating to the gold tranche that may be adopted, the question 

arises whether the best course for giving effect to the suggestion men­

tioned in the first paragraph of this memorandum would be the abrogation 

of Article VI, Section 2. It is recom.~ended that this course should not 

be followed because it would create a gap in the Articles. This could 

be eliminated by re-numbering Section 3, but this might produce confusion 

in future references to what used to be Section 2. It would be possible 

to avoid disturbance to the structure of Article VI by a less radical 

revision of Section l(a) than would have to be made·if Section 2 were 

abrogated. Accordingly, the following amendments of Sections l(a) and 

2 of Article VI would b~ preferable. The amendment of Section 2 could 

also eliminate the obscurities that have been noted. 

r 
f 



SECTION 1. Use of the Fund'.s resources for capital transfers.~ 

(a) A member may not use the Fund's resources to meet a large or 

sustained outflow of capital except as provided in Section 2 of this 

Article, and the Fund may request a member to exercise controls to 

prevent such use of the resources of the Fund. If, after receiving 

such a request: a member fails to exercise appropriate controls, 

the Fund may declare the member ineligible to use·the resources of 

the Fund. 

[Present text: 

"SECTION 1. Use of the Fund's resources for capital ti·ansfers .-­
(a) A member may not make net use of the Fund's resources to meet 
a large or sustained outflow of capital, and the Fund may request a 
member to exercise controls to prevent such use of the resources of 
the Fund. If, after receiving such a request, a member fails to 
exercise to use the resources of the Fund. 11

] 

SEC. 2. Special provisions for capital transfers.-- A member 

that has not been declared ineligible to use the resources of the 

Fund under Section 1 of this Article, Article IV, Section 6, Article 

V, Section 5, or Article :\v, Section 2(a) shall be entitled, not­

withstanding the provisions of Section l(a) of this Article, to buy 

the currency of another member from the Fund with its mrn currency 

for capital transfers if the purchases do not have the effect of 

raising the _Fund's holdings of the currency of the member desiring 

to purchase above its quota. 

[Present text: 

"SEC. 2. Special provisions for capital transfers.--If the 
Fund's holdings of the currency of a member have rernaind below 
seventy-five percent of its quota for an immediately preceding period 
of not less than six months, such 1nember, _if it bas not been declared 
ineligible to use the resources of the Fund under Section 1 of thj_s 
Article, Article IV, Section 6, Article V: Section 5, or Article x-V, 
Section 2(a), shall be entitled, notwithstanding the provisions of 
Section'l(a) of this Article, to buy the. currency of another member 
from the Fund with its own currency for any l)Urpose, including 
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capital transfers. Purc~.ses .. for ca.pi tal transfers under this 
Section shall not, however, be permitted if they have the effect 
of raising the Fund I s holdings. of the currency of the· member desi:ring 
to purchase above seventy-five percent' of its q:Li.ota, or .. of reducing 
the Fund 1. s holdings of the currency desired below se~~p{y- five per­
cent of the quota of the memb.~r :whose currency is di:;'.s};~::1 ); ] · 

The proposed text of Section 2 could be further simplified by 

deleting the reference to ineligibility and the four provisions under 

which it may occur. The reference is· not necessar.'( because ineligibility 

would prevent the use of the Fiind's resources without expr~ss mention. 

It is true that the ineligibility provisions are referred to _in Article v, 

Section 3(a)(iv), but it might be argued that the reference is redundant 

there also. In any event, the reference to ineligibility in Article V, 

Section 3(a)(iv) is a good reason for eliminating the reference to it in 

an a.~ended Article VI, Section 2. This formulation would be adopted 

on the be.sis of the u.nderstanding that requests to purchase in accordance 

with Article VI, Section 2 would also be governed by Article V, Section 

3(a). On this basis, the amended text of Section 2 could be: 

11 SEC. 2. Special provisions for capital transfers.--A member 

shall be entitled, notwithstanding.the provisions of.Section l(a) 

of this Article, to buy the currency of another member from the 

Fund wi.th its own cur:rency for capital transfers if the purchase:;; 

do not ha:,re the effect of raising the Fund I s holdings of the currency 

of' the member desiring to purchase above its quota.tr 

If the Articles were amended to include a .definition of gold tranche 

purchases as discussed in paragraphs 13 et 

could read: 

R le.,' 

of SM/67/99, the text 
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"SEC. 2. Special provisions.for capital transfers.--Notwith­

standing the provisicr"s of Section l(e.) of this Article1 a member 

shall be entitled to make gold tranche purchases for capital 

transfers."* 

A possible amendment which is not recommended is that Article VI, 

Section l(a) should continue as at present but that Article VI 1 Section 2 

should contain a definition of 11 net use 11 as a use beyond the gold tranche. 

T'nis solution would not be desirable because "net use" has become entrenched 

in popular parlance as use b2Yond the super gold tranche. There wou1a: 

be no po:i.nt in intr,oducing a possible conflict between this usage and 

a new term of' art. 

None of the possible a.::nendments discussed in this n:emorandum would. 

call for the amendment of Article VI, Section·l(b). 

*rn this and the preceding draft la,nguage, the words "notwithstandj_ng 
the provi~ions of Sect:i.on l(a.) of this Article 11 conld be 9-eleted because 
the words 11exce:pt as provided in Section 2 of this Article" appear in 
the draft language of an amended Sect5.on l(a). It may be thought, however, 
that the cross-references in the two cJ1:1,uses would n:ake the posltion 
clee.rer. 

r 
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Mr. Oacar Altman 

Joaeph Gold 

Sale• ot Gold tor lepleniahaent 

llovember 22, 
1967 

The following are ay reaction, to the dratt aemorandull. Ybiah 
you sent to me on Bov .. ~er 21. 

I teel that ve ehoul4 obaerve great care in avoicU121 the 
illpreaalon that aeuera have the right to 4eaignate the 4epoaitory 
at which the J'unc1 will 4eUYer gold to tha. It baa been the 
policy ot the fund. ao tar to avo14 any auoh blpreaaion an4 to avo14 
the further iapl"eaaion that aeabera can lapoae a charge or coat• 
on the Pun4, apart tran llinor labor coata, in connection with 
&old tn.na~tion•. The legal probl... connecte4 with the•• iaauea 
haye been ra1aecl troa time to tlae in the Bo&rcl an4 'by the Managing 
Director and b&ve been left unaettle4 in Yiw of the policy~ the 
rund.. .Again.at thia bacqroun4, I voul4 JIOCUty •ll&htl.T your tirat 
tvo propoaala on. page 2 by suggeating to JIIDlbera that ,re vtll 
deliver gol4 in •ev York 'but would be prepared to deliver the gold 
(11111118 the aount ycu ... tioa) that we baTe in London pro~ 
among thoH ... bera that viah to receive it there. 

It alao tollov• traa vbat I have aa14 above that ve ahould not 
ruah into a progna ot •hipping gol4 forthwith in order to aeet the 
expected or im1.te4 preterencea ot aembera in connection with the 
iapea4ins tranaaotion. Inatead., we ahould take adnntage ot auah 
opportunities a• occur in the future tor Mk1JW nape in order to 
arrangeaea\ tor a better diatribution ot our gold holdillga. Por 
thi1 purp0ae, hOINJ'ler, it will~• nee••Al'Y to get authorisation 
traa the Board. 

,-i:) oo: Mr. Polak 
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TO 

FROM 

Office Memorandum 

Mr. J. J. Polak 

Joseph Gold j'(s--

---
DATli, November 16, 

1967 

SUBJECT , Remuneration on Super Gold Tranche Positions 

Thank you for your note of November 8, 1967. 

With respect to your f'irst two paragraphs, I would say that the 
paper does not attempt to take a position for or against any of your 
three postulates. It would not be fair, however, to refrain from men­
tioning other possibilities, and not wise in view of the fact that 
they have already had their supporters in Board debates. In particular, 
I do not see how it is possible to suppress mention of the fact that 
the Board of Governors could continue to regard the power to distribute 
assets as one that should be reserved to itself. I will look at the 
draft again to see whether undue weight is given to any possible course 
and to make sure that all choices are kept open. 

I find myself in more difficulty with your proposed redraft. 
Even Executive Directors well disposed to our version of the formula 
in Article XII, Section 6(b) were not convinced that only some and 
not a.11 holdings are averaged in the calculation called for by the 
provision. You retain the word "holdings" and you imply averaging, 
so that we could have the same problem of interpretation as at present 
but canplicated by the necessity to imply averaging. Although I would 
see some merit in your formula if we were starting afresh, I feel that 
we should be more direct now in dealing with the problems that have 
arisen. 

In addition, your version could provoke a new legal difficulty. 
The normal rules of statutory interpretation would start from the 
proposition that deletion of the express mention of averaging meant 
that it was being eliminated from the operation. I would prefer to 
avoid this problem. 

cc: Mr. Altman 



Kr. Gold 

J.J. Polak 

faxmenta on Super Gold Tranche Positions 

November 8, 1967 

I have aome difficulty with the second paraaraph on page 2. Thia 
paragraph raiaea the queation of a minimum and maximum rate without diapoaing 
of it; it introduce• the ,oaeibility of a fixed rate, and it starts out aa if 
it were natural that any relevant deciaiona were to be taken by the Board of 
Governors. 

I would argue, and I think there would be little dissent froa thia, 
that there ahould be no ainimua or maximum rate, that the rate abould not be 
fixed and that any deciaione should be taken by the Executive Directors, for 
the reasons made clear on page 3. I wonder therefore whether the bottom 
paraaraph of page 2 1• neceaaary at all and whether the section could not be 
renamed "Periodic Determination of the late of Remuneration." 

With reapect to the propoaed draft lanauaa•, I would •u11••t 
elilliut1ng the reference to a maxiaua, which could produce difficulty and 
uael••• diacusaion. I believe further that the following wordina would take 
adequate care of the problem of definition diacuaaed on paae 4, 

"SIC. 9. Remuneration.--The Fvud ahall pay (annual) 

(quarterly) reauneration to a aeaber, at a rate unifora 

for all members, on the amount by which aev•ty-five 

percent of it• quota exceeded the fund's holdilla• of the 

wnaber'• currency d-riDI the preceding (:,ear) (quarter). 

Remuneration ehall l>e paid in a member's own currency." 

The intention 1• that only poaitive amount• produced by thi• calculation would 
bear 1ntereet. It 1• not neceaeary to introduce the concept of average amounts 
into the p~OTiaion. nor 1• that collCept helpful to the operation. The calcula­
tion can readily be made on the baaia of tbe daily balancea for auch daya ae 
the Fund'• boldinae of the member'• currency fell abort of 1S per cent of quota. 
The rate applicable to auch amounts would be 1/360 of the applicable annual rate. 

cc, Mr. Alt•n 

JJP:ms 



MEMORANDUM 

TOI 

PROHI 

Mr. Gold 

J . J . Polak 

November 7, 1967 

SUBJECTS Optioyl ~I of Cl'dit I£ansh•! !9foi-e §!ld Tganchfl 
(The Late noatina Gold Tranches 

I would presume that the euieat aolution to thia pn'bl• would 
lie in arrang ... nta under which the lund in suitable casea could borrow 
the aaaber'e currency up to the point where the Pund ' • holding• of that 
currency attained 100 per cent of quota. We know that this would broadly 
achieve the o~jectiva liated as the aubject of thie lll8lll0randtml. The first 
queation to concentrate on would, therefore, seem to be whether this can 
be done in a manner which would not raiee legal obataclaa. 

I am aware of legal difficulties; I recall for mraaple that in 
connection with the GAB we refund to contaplate borrowtag beyond the 
75 per cent point. 

Neverthele••• the following aapecta of and auggeationa for an 
operation of thia kind are put forth for you to see whether they could 
be built into a juatification for auch operattoaa. 

(a) The Fund would only l'*place a 1014 tranche and auper aold 
tranche poaition by a loan claia in imaediate connection with a draving or 
a ataud- by arrangement in the credit tranche•• 

(b) The tema of the loan could bench as to involve no con• 
cetvable coat to the Pund. Thia •f.aht involve zero intereat on the amount 
corrupoa.diq to the basic gold tranche and a cOllllieaion on any encaahment 
by the maaber of ita claim. 

(e) The transaction itself would meet the basic objective of 
enhanelng Fund ' s liquidity• the Pund wc,uld hold a larger. b&lmec of the 
... bar' s currency. Admittedly, the benefit of thie to the Fund 1• at moat 
marginal einee 'by definition the cunency ia weak at the Uae. Thie aight 
poaaibly lead one to eonaider the need for 11111.tf.ng the operation to countries 
whose currencies the Jund would be likely to need qain 1n the future • which 
alght mean in practice countries whose currencies had been used in drawings 
before. Alternatively, the facility could be made •ubject to some judpaent 
in individual caaes . 



-

(d) In a more aubatant1Ye way the op•ratton could be abown to 
benefit the Fund ' s lictuidity, in the sense that in aome cases at least 
it mtaht lead to a amaller drawing than would otherviae have been requated 
by the member. 

cc I Mr. flaming 
Mr. Rtcoletopouloa 
Mr. lthollberg 
Mr. l&ekiel 
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MEMORANDUM November 7, 1967 

To: Mr. J. J. Polak 
Mr. Oscar Altman 

From: Joseph Gold ~ 
Subject: Payments on Super Gold Tranche Positions 

I attach the draft of a paper on the legal aspects of 

the payment of remuneration on super gold tranche positions. I 

shall be grateful for any comments. 

cc: Mr. Fleming 



Introduction 

Legal Aspects Relating to the Payment 
of Remuneration on the Super Gold Tranche 

Prepared by the Legal Department 

Approved by Joseph Gold 

DRAFT 
11/7/67 

Staff Memorandum SM/67/99 (August 2, 1967)/'discussed certain legal 

aspects of the payment of "interest" on super gold tranche positions 

(pp. 11-12). At EBM/67/81, a further paper on this subject was promised 

which would take into account the discussion at that meeting and at the 

meetings in which the distribution of net income was considered (EBM/67/62, 

67/63, 67/68, and 67/74). 

Terminology 

It is recommended that if any amendment were to be adopted which 

would provide for a fixed return on super gold tranche positions, the 

word 11 interest 11 should be avoided. According to normal legal usage, 

11 interest 11 accrues on a debt and not on a subscription to capital. 

Currency and gold subscriptions to the Fund are owned by the Fund, and 

they do not constitute current debts of the Fund to members. Indeed, 

most of the Fund's currency holdings are in the form of non-negotiable, 

non-interest bearing notes or similar obligations under Article III, 

Section 5, and to that extent, therefore, members are indebted to the Fund 

in the sense that these notes or similar obligations do not eliminate the 

members' obligations to provide currency and members must encash the notes 

or obligations on demand. 

Therefore, when the Fund receives currencies and uses them in 

transactions as a result of which super gold tranche positions emerge, 

the Fund is receiving or using its own assets and "interest" is not 

payable. A more adequate term would be 11remuneration11
• 
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Remuneration 

If it were decided to pay a remuneration on super gold tranche 

positions, it would seem advisable to do this by adding a provision 

entitled "Remuneration" as Section 9 to Article V. It would then follow 

a provision entitled "Charges" which deals with certain payments to the 

Fund. It is assumed that any new provision would deal with the payment 

of remuneration as an expense of the Fund. That is to say, it would be 

payable whether or not the income of the Fund covered all Fund expenses 

including the remuneration paid to holders of super gold tranche positions. 

For this reason, it would be preferable that the provision for this 

remuneration should not take the form of an amendment of Article XII, 

Section 6. 

Discretionary rate 

In SM/67/99, page 12, the possibility was envisaged of minimum and 

maximum annual rates of remuneration (or interest as it was there 

called), and a determination by the Fund each year of the rate that was 

to be paid. If this course were followed, it would be necessary to 

consider whether the Board of Governors should make a determination 

annually or at other intervals of the rate to be paid. If there were no 

discretion as to rate, the question whether determination of the rate 

should be a power that the Board of Governors should be unable to 

delegate would not arise. If there should be a discretion and the 

power to establish the rate was to be reserved to the Board of Governors, 

this could be done by adding a sub-paragraph (ix) to Article XII, 

Section 2 (b). 
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It should be noted, however, that the exercise of the Fund's discretion 

to fix the various charges payable by members is not reserved to the Board 

of Governors. The determination of the rates for periodic charges on the 

Fund's holdings of currencies in excess of quota can be changed by the Exe­

cutive Directors by a three-fourths majority of the total voting power 

(Article V, Section 8(e)). The service charge on exchange transactions 

(Article V, Section 8(a)) and handling charges on gold transactions (Article V, 

Section 8(b)) can be varied by a majority of votes cast by the Executive Di­

rectors. Presumably, the reason why the power to distribute net income under 

Article XII, Section 6 has been reserved to the Board of Governors whereas the 

power to vary charges may be delegated to the Executive Directors is that the 

former involves a distribution of part of the Fund's assets. Nevertheless, 

there would be no legal reason that would require a power to determine the 

rate of remune:r:ation to be reserved to the Board of Governors. 

At the moment, decisions with respect to net income have retrospective 

effect. They determine the way in which the net income of a financial year 

that has already ended shall be dealt with. If the analogy of charges under 

Article V, Section 8 is followed, the decisions could be given prospective 

effect. In short, determinations as to the rate of remuneration could apply 

to the last financial year or to the next year or until a decision was taken 
_..,.,.,....-,.<•"" . ·• :~~·~ .. ~ ..... 

to make a new rate operative. Moreover, it is n~t essential t~1t remu~era-
\. ..-

-..,,,.,.,...,,__,.,. =~. _,,,_,,, .... ~.,,.- ,.. " .,., .•. ~ 

tion would have to be payable in yearly amounts. For example, remuneration 

could be paid quarterly. 

Calculation 

It is assumed that if remuneration were paid on the super gold tranche, 

it would be paid on the basis of an average position during a base period, 
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for example the preceding yea:r or qua:rter. Article XII, Section 6 provides 

for a distribution of net income 110n the amount by which seventy-five per­

cent of its quota exceeded the Fund's average holdings of its currency 

during that year." This is not easy language to understand in the context 

of the Articles. In SM/66/130 (December 15, 1966) the view of this language 

which was recommended was that: 

"Average holdings a:re calculated by adding the holdings on 

each day during the year that they a:re at or below the 75 

per cent level and dividing the total by the total number of 

days in the yea:r. Holdings above the 75 per cent level on 

any day a:re assumed to be at that level. 11 (P. 18) 

It was pointed out that this technique was compa:rable to the one 

adopted in connection with the payment of periodic cha:rges on the "average 

daily balances of its currency held by the Fund in excess of its quota" 

under Article V, Section 8(c). If a new provision were adopted for the 

purpose of paying a remuneration on super gold tranches, it would be 

useful to adopt clea:rer language to give effect to this technique of 

calculation. 

The last conclusion in SM/66/130 (P. 19) could apply to the calcula-

tion under a new provision as a matter of administration without the necessity 

for express language: 

"The Fund's No. 2 Accounts up to 1/100 of one per cent of quota 

should be excluded from the calculation of average holdings, 

but this exclusion in itself should not qualify a member for a 

preferential distribution. A member should qualify, however, 

even if the reduction in average holdings is solely the result of the 

Fund's use of the member's currency for administrative expenditures." 
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Available Resources 

If remuneration were payable under an amendment of the Articles, 

it would be payable whether or not the Fund's income were adequate to 

cover it. The General Reserve could be made available if the Fund's income 

was inadequate without any of the limitations with respect to the distribu­

tion of net income under Article XII, Section 6, which were explained in 

SM/66/130. Moreover, if the Fund's income were not sufficient in any 

year to cover all of the expenses of the Fund, including the expenses of 

paying the remuneration, administrative expenses would be charged first 

against the Special Reserve (Selected Decisions, p. 115). 

Draft language 

The following draft would give effect to some of the ideas mentioned 

above. Naturally, there would be modifications in this draft if other policy 

choices were made: 

"SEC. 9. Remuneration. --The Fund shall pay (annual)(quarterly) 

remuneration to a member, at a rate uniform for all members, of"""'3.:10~-~ 

mone...than-..:::...-IJeFe-eR;t.,.,.~ on the amount by which seventy-five 

percent of its quota exceeded:"B"_~~~~~.of' the Fund's holdings 

Of the member I S Currency zwt-,~;:j:;fl_~.::re'.l:fCeS'.s,:'.:of::':sev:Etfif~f'.£'.-iffe~,J:j'et'C'e""fit~!O]',\,,, 

~·"'during the preceding (year) (quarter). Remuneration shall be 

paid in a member' s own currency. " 

Amendment of Article XII, Section 6 

With an amendment such as the one indicated above, it would become 

necessary to amend Article XII, Section 6, somewhat along the following 

lines: 

"SEC. 6. Distribution of net income.--The Board of Governors 

shall determine annually what part of the Fund's net income 
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shall be placed to reserve and what part, if any, shall be 

distributed. Any distribution shall be paid to all members in 

proportion to their quotas. Payments to each member shall be 

made in its own currency." 

With this language, the same difficulties might a.rise in connection 

with the meaning of "net income" and the use of the General Reserve that 

were discussed in SM/66/30. Without any other change in the language of 

Article XII, Section 6, "net income" would continue to be the net income 

solely of the yea:r for which a distribution was made. If, h01~ever, it 

were thought desirable to make the General Reserve available for distri­

bution for any year, the language could read: 

"The Boa.rd of Governors shall determine annually what part of 

the Fund's net income shall be placed to reserve and what part, 

if any, of net income and reserve shall be distributed." 
.-

If it were decided to make the Fund's Special Reserve available for 

distribution, that could be done by substituting "reserves" for "reserve" 

in the foregoing text. 



'l'be Aet.ills M&nac1- Direetor 

Joaepll Gold 

Profflal• of ICI Couptr1•• 99 Retog ot \he rp 
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19'1 

I do not want to etc a ent ill detail on J'OIII' 8°'e of 
ltovabv 1, 1961, wt I canaot nfraia fJ"Oll GM nautt. It 
11 OD \lae foll.olf1-. aentenee: 
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ot tbe total 1 power. 

How viN the l'011114111s hthen were. 

I M&aacing J>1JWtor 
--> Mr. Polak 

Mr. Sturc 
Mr. Altllut 
•• WhlttaN 
Mr. Plad.111 
Mr. Finell 
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DEPUTY MANAGING DIRECTOR 

MEMORANDUM 

TO: 

FROM: 

SUBJECT: 

.' .·i·~(i, ' 
.. '',:.:;\(. . 

: INTERNATIONAL MONETARY FUND 

WASHINGTON, D. C. 20431 

November 7, 1967 

CABLE ADDRESS 
INTERFUND 

1. On November 6 Rene Larre, who was in Washing£on for a few 
hours, told me by phone that Plescoff was informed of the points on the 
reform of the Fund which had been agreed among the six countries in the 
ECE. Mr. Larre went on to say that he thought the points should. be ac­
ceptable to the United States and that he therefore really did not 
believe that there would be much difficulty. I ventured the opinion 
that some of the points would be sharply debated by the non-Ten, but 
Mr. Larre did not seem to think this was very important. 

2. On November 7 Mr. Plescoff listed the various points 
as follows, trusting to memory, since he had. not brought any notes with 
him. 

(a) Various aspects of the gold tranche and super gold 
tranche. 

(b) The calculation of net liabilities and other aspects 
of repurchase obligations. Here Plescoff mentioned the suggestion by the 
United States which seems to have interested the ECE countries, but he was 
rather vague and I am not sure what he meant. 

(c) A third point contained in the original list, which 
Plescoff could not recall. I have checked the list in van Campenhout's 
memorandum (EBD/67/97) and it may be that it is his point II A "Conditions 
for Drawings within the Credit Tranches". But Plescoff will verify this. 

(d) Uniform change in par values. The idea seems to be to 
change this provision so as to call for an 85 per cent vote and to eliminate 
the "veto" which any member with 10 per cent or more of the quotas has under 
Article IV, Sect.ion 7. 

(e) General quota increases and any increase in automaticity 
in the tranches should call for an 85 per cent vote. Also, if there is a 
general quota increase there should be no mitigation of the gold payment. 
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Cf) Gold investment. The ECE countries consider that the Fund's 
gold investment is no longer legal because the Fund no longer needs the income, 
and need was the only legal basis for the original decision. They realize that 
it would not be wise to call for an immediate reversal of the whole amount, but 
they will propose that the process of reversal should.begin. 

(g) Interpretation of the Articles. This has been postponed until 
the Ministerial Meeting in December because one of the six countries was not in 
agreement. 

3. Plescoff, echoing Larre's view, expressed the opinion that these 
various points should not cause any great debate. I replied that I thought the 
more or less technical ones, while there might be debate, could be discussed 
dispassionately. But I was sure that item (e), calling for an 85 per cent vote 
on general quota increases and on any increase in automaticity, would cause very 
great debate, because the non-Ten did not like the proposal. I summarized their. 
reasons as I understood them and Plescoff said he could understand why they might 
hold that view. But he concluded his remarks by pointing out that the Group, of 
Ten had the controlling vote and this should settle the matter. I agreed that 
they had the controlling vote but I suggested that if the non-Ten countries as a 
group were united in their opposition and took a very strong line, they had ways 
of making their views felt. This impressed Plescoff enough so that he agreed 
that there could.be effective pressures. 

cc: Mr. Gold 
vMr: Polak 

Mr. Sturc 
Mr. Altman 
Mr. Whittome 
Mr. Nicoletopoulos 
Mr. Flemi'ng 
Mr. Finch 

----. 



DEPUTY MA NAG I NG DIA ECTOR 

INTERNATIONAL MONETARY FUND 

WASHINGTON, D . C. 20431 

November 6, 1967 

MEMORANDUM 

TO: 

FROM: 

SUBJECT: 

Mr. Schweitzer 

Frank A. Southard, Jr.~~ 

Floating Gold Tranche 

.,· ,. 

CABLE ADDRESS 

INTER FUND 

1. While I was in Mexico Governor Gomez argued the case for 
working out an arrangement by which countries could leave their gold tranche 
and super gold tranche drawing rights intact (hence keeping them in their 
reserves) and make use of the credit tranches. In doing so, of course, the 
countries would meet whatever conditions the Fund wished to set in order to 
have access to the credit tranches. I attach a files memorandum reporting 
on this conversation. Since my visit Ortiz Mena talked about the matter with 
Alfredo Phillips and the Mexicans also spoke to the Canadians and Belgians in 
Rio and received some encouragement from them. 

2. We have given some thought to this within the staff and I attach 
hereto, in case you wish to read them at this early stage, memoranda prepared 
by Gold, Polak, and Fleming. In brief, the lawyers feel that the tranche 
system is so built in to the Articles that very major amendments would be 
required in order to make it possible for countries to leave the gold tranche 
untouched and use the credit tranches. Polak recognizes these difficulties 
and therefore thinks that it might be possible to work out ways in which a 
country could convert its gold tranche into a loan claim on the Fund or into 
SDRs, thus keeping the equivalent of the gold tranche in its reserves. The 
country could then proceed to use the credit tranches in accordance with Fund 
policy. 

3. I have told Phillips that we are studying this matter. He is 
aware that there are formidable legal problems and he is also aware that there 
might be other approaches such as those Polak has suggested. Therefore, he 
and Gonzalez del Valle will not hastily put forward a proposal in writing 
until further conversation with us. In the meantime, I have assured him we 
will be giving some further thought to the matter and will be glad to talk 
to Gonzalez del Valle and him on an informal basis whenever they wish. 

Attachments 

cc: Mr. Gold 
V"'Mr. Polak 

Mr. Fleming 
Mr. Nicoletopoulos 



TO 

FROM 

SUBJECT : 

Office Memorandum 

Mr. Polak 

J. Marcus Flemin~~;;t 

Floating Gold Tranche 

r 

DATE, November 6, 196 7 

Your second suggestion for achieving an effective "floating" gold tranche 
by having countries draw their gold tranche in SDR's which they would then hold 
unused seems to me substantially much more drastic than the legal amendments 
in Mrs. Lachman's paper--some of which I believe to be unnecessary. 

What it amounts to in effect is allowing (or encouraging) members to 
draw in excess of need, with corresponding effects on Fund liquidity. 

Despite your genuflection to the Fund liquidity point at the foot of 
page 2 of your memorandum of November 3, you do not seem to be really persuaded 
that such a drain is indeed involved,ince you speak of a "drawing" of SDR' s 
giving the "undesired impression oi the country receiving Fund assistance to a 
greater extent than it actually does." I would maintain that even if the country 
is not getting Fund assistance to the extent it appears to be doing, the drain 
on Fund liquidity is even greater than appears to be; which, I would say, is the 
mark of a very poor arrangement. 

The country is not getting the assistance it appears to be getting for 
the simple reason that it is drawing more than it needs arid using its gold tranche 
to build up reserves in other forms. The same result would ensue if it drew 
currencies from the Fund in the ordinary way and held on to them. 

The drain on Fund resources is even greater than in the case of an 
ordinary drawing without need since SDR's in the hands of the Fund, being usable 
to obtain the currency of any country that has not reached its holding limit, 
must be considered normally to have a higher liquidity value than that of any 
single currency that might otherwise have been drawn. 

Moreover, if any substantial use were made of your facility, the Fund 
might have to accept SDR's more freely, and marginally such acceptance is likely 
to involve it in a loss of gold, which would represent an even greater loss of 
liquidity than would a loss of SDR's. 

cc: Mr. Gold 
Mr. Nicoletopoulos 
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MEMORANDUM 

TOI 

FROKI 

Acting Managing Director 

J . J . Polak 

SUBJECT& l'loatiy Gold Tranche 

Noveaber 3, 1967 

Mr. Oold ' s --.orand'Ull of November 1 •hove that to introduce a 
•tloatir aold tranche• in the literal senae of the 1ft>rd would inYOlve 
a fundmaental chaaa• 1n the Articles in the aenae of the creation of two 
separate ayatems of drawing riahta . Once one went that far , l would 
suppose that one wanted to make a clean job of the aeparatioa, which 
would involve maktn1 eubatant1all.7 all the •endments in Mr. Gold ' s liat , 
even though, ae Mr, Pleming bu pointed out, many of theae would not be 
abeolu~ely eaaential if one were satisfied with automatic drawing ri1hte 
which did not carry with them the incidents at preaent attached to the 
gold tranche. 

I would doubt that the Board would• on conaiderattoa, be preparacl 
to recoanend so drastic an operation on the Artielea in order to create a 
facility which might in the end be uaed only rarely. 

l feel thie the more since we vou.ld ba able to provide in sub­
stance what is wanted on the basis of the present Articles plu the apec::lal 
drav1ng right amendment , What 1• desired in eubatance ie not , I take it, 
that the aold tranche be floating • but rather that a country that hae a 
reserve poeition in the Jund in the fo~ of a 1old tranche or auper gold 
tranche •hall be able to maintain this poeitiOll while uaing ita conditional 
facilities in the 1'.md. 

We are giving thi• characteriatic to the apecial dravtng rights. 
Thia characteriatic ie also attached to reserve poaitiaD8 in the 1und in 
the form of loan claims. The GAB deciaicm nowhare aaya that a c01.ffltry 
must ult for the repayment of its loan claim before it draw on the Pund 
in any tranche, The lender can eek for earlier repayment if it bas a 
need to do so and the Fund llu , in effect , the pover to make earlier repay­
ment when the lender filla up the fund ' s holdiuga of its currency hy making 
drawing• , But neither party haa to ezerei•• this right and it would , there­
fore, for -.aPle, be perfectly poaa:lble for Ja,an to draw it• sold and first 
credit tranche while hanging on to it• $2S million GAB claim, There would 
be a coat to Japan in doing so since the claim paya interest to Japan of 
11/2 per cent per year while chaqu on uae in the first credit tranche 
start at 2 per cent a year. 



lt should be noted in thia connection that the Pund borrowed frm 
.Japan although the Fund•a holding• of yen never fell below 52 per cent of 
quota. The "'-d hu borrowed from other member• at a tille when ita hold• 
1n.ga were cloae to 75 per cent of quota. In all these iutaeea, the Pund 
gave to tha country vhoae currency it aold a loan cla:Sm with a floatina 
character where it could alao have given the country a auper gold tranche 
claim which did not float. Thia would seem to auggeet the technical 
poae:lbilit7 of making ay country'• entire super gold tranche floatiq bJ 
trasfoning it into a loau claim. There would preeumably be no occaaion 
to do thia ncept in the event that the country wanted to draw in the basic 
gold tranche or the credit tranches (probably only the latter) while maf.n­
tainina a reserve poait1on in the Fund at leut to tile extent of ita super 
gold tranche poaiticm • .ueuaing that the Pund had the power to borrow from 
a member later in an area where it could ha._ borrowed in the first place, 
and aa11U11ing further that it could reuonably apect to 'ban again a large 
need for the currency in the future th1tn it would be able under the present 
Articles to tranaform in suitable c1rCUll8taaces a count-ry'• super gold 
traacbe into a floating aaeet, proYidecl oaly that the country concerned was 
ready to lend 1ta currency to the l'und. for th1• amount on appropriate 
apeetal term.a. 

It seems q,aeattona'ble whether this teclmlque could be eztaded 
to the baeic gold trachea taken by itaelf• therefore, it aay not meet the 
wishes expressed, for •apl•• l,y Mexico which is no doubt aeelttng an anang~ 
ment that would apply to the bnic aolcl tranche aa well. Such an arrangeaent 
will, hovewr, be nailable under the new amendment. 

It 1• alffiaqed that under Article DV, Section 7 (Tranaactione with 
ltMpect to the General Account) a country will be able to pUTchaae from the 
Pund not only currenciu but alao, if the :Jund hu th• ia sufficient amount, 
aped.al drawing rights. tf a country dra its •uper gold tranche and 1014 
tranche in the fora of apecW drawing rl1hta and at the same time its first 
credit tranche ill the fora of cu1~ ci••, it would in effect haw maintained 
ita reserve poaltion in the l'und while uaing it• credit fae.ility. '1be 
tr .... ction hy which it had turned ita gold tranche nd super aold tranche 
into special drawing right• (and tbe same would apply if it had ued the 
technique prevt.ouely aentioned to turn ita auper gold tranche into a loan 
clata) would have raised the Pund'• holding• of currency to 100 per cent of 
quota. Coneequently, the drawing in the credit tranche• would take place 
on t" nonial baaia as far ae cbargu and arrangement• for repureha•• were 
concemecl. 

There are a few flaws attached to thia aola.tion, but they would not 
appear to be ao eerioua as to jutify looking for auch more drutic other 
aolution•. 

(a) The technique 1e dependent on the 1'md holdlaa a sufficient 
amount of epecial drawing right•. Ona might aHume that tbia condition 
could normally be fulfilled, the more so since it seems quite unlikely 
that the large industrial member• would be interested in dravh.g in the 
credit tranches while maintaining their ba•ic aold tranche. In thi• ccnmection, 
the technique for com,ertillg auper gold tranche peaitfnla into loan claime may 
be useful 1n U.aiting the demand on the Fund for apecial drawing riahts. 
The Fund (General Account) might not want to give an open undertaking to 
sell special drawing rights even if it had them, depending on its own 
liquidity considerations. 
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(b) Under the technique a• ekatched, the replacement of the gold 
tranche bJ a apacial drawing ri1ht position would involve a •dravtng" of 
that amount (which may g:l.'ft the undeaired iapreaaion of the country receivina 
Fund aaaistance to a 1reater extent than it actually doea) , the pa,aent of a 
transactions charge, and an underetacling with reapect to repurchue. All 
theaa aapecta could be eliminated by a aU.gllt extension of Article nv, 
Section 7(b) as now drafted. 'l1le present test givu the Fund the right to 
require a member to ••11 :I.ta currency for special draw:lns right• held in 
the General Account for purpoees of replenialnent. Thia proviaiOG aight be 
extended to penit purchue 1,y the Puncl of a 1Nllber1s currency for special 
drawing right• otbetwiae than for repleniabaent , with the agr ... ent of the 
latter, up to the point where the Yund ' • holding• attained 100 per cent of 
quota. 

One final obaenation. A country that turn• its gold tranche into 
a sped.al drawing right claim for purpose• of "floattng• will earn the 
apectal drawing right rate of intereat , while the buic gold tranche would, 
on current thinldftl , probably not receive any remuneration. The reault of 
thi• 1• not, however, that the "floating gold tranche" gi~ the 11811lber a 
net financial benefit, but only that the technique here deacribed would 
aake the prior uee of the credit tratlchee leas costly to the 'lllelllber than 
it would otherwiae be. The member could ha.,. dravo it• baaic gold tranche 
at aero continuoua use chara•I it now draws that auch more in the credit 
tranches at a continuoue use eharga of at least 2 per cant• to which the 
11/2 par cent (if that is the special drawing riaht rate of intereat) it 
!light llllke on the tranaformed 1old tranche is only a partial offaet. 

CC I Mr. Gold 
Mr. Bicoletopoulo• 
Mr. fie.ming 



Acting Managing . Dir.ector 

J. Marcus Fleming .- < 
Floating. Gold· Trand1.e 

November 2, 1967 

Mr. Gold's memorandum of Nqvember 1 on this subject, and,.the a.ccom-· 
panying memorandum of Mrs •. Lachman, seem to·me to paint an unnecessarily 
frightening. picture of the implicat.ion of making the gold .tranche into a 
.floating facility. In saying this I am not pretending to be a lawyer, and 
I do not question that if 'it is considered necessary to give the floating 
gold tranche all or almost all of the qualities of the present gold tranche 
and super·gold tranche the legal implications that helve been sketched out'in 
Mrs. Lachman' s note follow. . What I am questioning is Tr1hether the proponents 
of the floating gold tranche would in.fact insist on all of these qualities 
being made to float together •. What they are principally interested in, it 
s~cms to me, is the quasi-unconditionality of the right to draw, all other 
matters being secondary. The crucial part of Mrs. Lachma.n's memorandum is 
the following paragraph from page 2: 

• 
11If the floating gold tranche were established by amending the 

Articles. the amendments would be guided by the propositions that members 
should have a choice between gold tranche or credit tranche drawings, 
that the former would be automatic while'the latter would be conditional, 
that credit tranche drawings would.be subject to the quantitative limits 
now laid down in Article v, Section 3(a)(iii), while gold tranche drawings. 
would not be subject to ·such limits, that charges on Fund holdings would 
be.payable in connection with credit tranche drawings only, that gold 
tranche drawings would. either ·not be subject: to repurchase obligations 

.or subject to such obligations· only in respect of that part of the gold 
tranche ·which is equal to 25 per cent pf the member's quota, while all 
credit tranche drawings would.be subject to repurchase obligations, and 
that the unused portion of .the gold tranche above 25.per cent of the 
member's quota would. earn interest.". 

My suggestion is.that of the 11proposit:i.ons11 li!!Jted in that paragraph 
only the first two are vital, and that.sensible advocates.of a. floating gold 
tranche might be quite content to leave the questims of annual limits on 
dra,;.;rings. charges, repurchase obligations and interest to.:depend, to the extent 
they are·now·dependent, on.the level of Fund holdings. If this were done, the 
legal difficulties of the operati9n might ~ell be considerably lightened. 

cc: Mr. ,Gold· 
M:i::-~ Polak v' 
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Office Memorandum 

Mr. Polak 

J. Marcus Flemin~ 

Floating Gold Tranche 

-~·---··----

DATE, November 1, 1967 

I quite agree with your approach that we should first decide what 
qualities a floating gold tranche should have before going into detail as to 
the amendments to the Articles that would be necessary to enable it to have 
these qualities. (On the other hand, a premonition as to what changes in the 
Articles would be necessary to give such and such qualities is useful in 
helping to decide which qualities we should insist on!) 

I am still unconvinced about the necessity of attaching to the floating 
gold tranche the qualities you suggest with regard to charges, interest and 
repurchase. If interest and charges are reckoned separately on gold tranche 
holdings and credit tranche use, respectively, the effect of paying interest on 
the unused gold tranche would to some extent be offset by the fact that the 
country would have to pay greater charges on use of the credit tranche. More­
over the precise suggestions you make for interest (on the super gold tranche 
only) would not suffice to assimilate the position of gold tranches to those of 
s.D.R.'s. I doubt, therefore, that it is worth while disturbing the present 
system of charges to obtain this result. 

As regards repurchase, if we adopt, as I would agree to be desirable, 
the convention of allocating all repurchases first to the reconstitution of 
credit tranche positions, the real effect of prescribing that there should be no 
repurchase on floating gold tranche positions in excess of 25 per cent might 
be to postpone the reconstitution of credit tranche positions. The association 
of unconditional use with no repayment obligation, and conditional use with a 
repayment obligation (which, incidentally, would not be strictly implemented either 
by your suggestion for the floating gold tranche, or by the system to be applied 
to S.D.R.'s) is simply a hang-over from an earlier epoch when people were con­
vinced that an asset differed toto calla from a credit facility. 

cc: Mr. Gold 
Mr. Nicoletopoulos 
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D:S!llHI aou truche 

!Oil llaTe uke4 M wb&t ltpl 1tep1 would llrf9 \o N tu• 
la mer to ll&k•-. 1014 tranche into a tloaUIII tacili'7. 
!lie &\taehe4 IIOW 1,y 11ft. IM.,,n ahcwa t.bat it Wll14 not 1te 
u1etul to brn a t'laatiJls 1o14 truobe u4ar a poltGJ' 4ed.a10II 
OOIIPIU'Sltl• w tile w wl\11 ,.;pen '° t. oca,-•tol7 n ... 1 .. 
4ec1•1on. IutM41 lt VOlll. 'be MNIIU1 to Ht llJ) WO Mpante 
qa\tu of.....,,.. rtpta. tbere abou14 lie NJl,l'&te n1ea GIi 
l1loh ••ten u ue, nparabUe Uld ..,._. tor the wo ayateae. 
11oe,, aD4 ,-tape au, ot ta,. ... , p!'Oriaiou-..... oo lffel• 
waal.4 1NlooM 111appropriau. Ia .. nw. ta.. ......_u nca,aln4 
to ,.., a qetea or uat1 type lato ettNt VOlll4 be ot a RMJ)ial 
nat.an. 

-') ec: Mr. Polak 
11r. n-1111 
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Mr. Gold 

Philine IL Lachman 

iifovember l, 
1967 

l. You have asketl for a preliminary view of thG legal aspects involved. 
in the establishment of' a "floati:ng0 gold tranche, ·which would mak~ it possible 
for a member to use the credit tranches a..l'leru'l of the gold tl•anche. 

The l?und f o tra..ri.che p-:>1:i.cies, incluclin,g the gold tranche policy, · are 
based on the general. idea thet "ex.1equate safeguards II must b'e observed in 
f!k1.kh1g the Fund's resources available to members. Two actions that are 
relevant to the present inquiry have been talten ccnzirrtently with thh, idea 
without the need for amemUng the .Articleti: (a) tl10 Fund hao decided that 
it can safely give the ov-e:t·whelllling benefit of any doubt to :requests within 
certJ?,in limits (gold tranche policy), and. (b} the Fund ha::J decided that it 
can. : make certain drawing privileges "float 1' in the sense that the exercise 
of' them does not affect the trnnche pol:lcies a:pplics.ble to other drawings 
(revised compensatocy f:inanc'ing facility). 

Cleai·ly, the idee.s on which these actions are base..1 could be combined 
r;o that the gold tranche wcrnld become a ":floating 11 i".acility. I am assuming, 
of cottrse, t;hat any adtlitionaJ. strain on the Fu.nd' s liquidity resulting frDm. 
ma.k,ing a. quasi-automatic pY'iVilege exercisable after other pr:1.vil~ges would 
cause no legal difficultie~ under Article I(v). 

2. If i:he establisnraent of a "f'ioat:i.11fl1 gold tranche were effected 
by: a policy decision ,;rlth::ru:t a'lllendir.ent of the A:1.•ticles, the prE?sent provislons 
that deal t>Jith levels of Fund. holdings would contin1;i.e to apply. 1I'his would 
lead to unsatisfa.ctor,1 resuits botll in respect of' the gold t:ra.."lciuf and in 
respect of the credit tranches, UndeT the FlLlld's present Articles, a member 
which is in s "credito1·" position enjoyE: certa:i.n additional benefits, a.7ld 
0 creditor 0 position is meam.1red by the member's total net use of' the Full.d's 
resources. While gold tranche drawings would continue to enj¢W vir·tual im­
munity f':ram challenge, it t·rou.ld not be :possible ·to p1~eserve all cha.ract.e:i:1.a­
tics of the present 1m:pcr gold tranche, f'o:r if a super gold tranche drt.l't·dng 
were made after the Pund'r,: holdings of the dra.wcr'o currency ba.d been in~ 
creased to 75 per cent of quota by :a prior credit trll.nche dra:wing, the lact 
clau~e of Article V, Seetion 3(a)(ii1) w~u.ld no longer apply to it. Under 
that provicion me..'l'tbeJ-:s may make purchases in excess of 25 per cent of quota 
(as interpretE:;d by Decision No. !~51-(55/52)(selected Decisions, Third Issue, 
page 20) in a 1,~-month pertoa. without the n,;:)ed for a waiver under Article 'If, 
Section l~, to the e.'<'.tent thnt the Frmd • s hold ingG of" their currene:r 't1ould not 
be brought above the 75 per cent level. The Fund could, of' course, adopt .a. 
policy to grant 1,w,ivers in such c~sas. At the srun~ time, certain benefits 
urn:le:i: .. the Articles would accrue to members which used the credi.t tranches 
ohcad of the; gold tre...nche~ and wc>uld be diffiamlt to def'end. For 
example: 
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(i) Unck:..' Article V) 8cction 2:(n)(iii), cti.ch c. mer.i.bc:::- crn.11<1 ma!.:c 
pm.•cha.sc1s in exce:e,D o:' 25 p,,~,' cm1t or r::.untr·. ( r.n i.n-'::c!'p!."ctcd 
},i,ci,"(!::ic,/c;~)) 1·,..., " 1'\'")r~,--i"l .. -,p 1,,-, r;-,-. ... ~-hf' ,._".') ~-1,;," ""'•'•.c:,<;»''" +,~ ... ~- 1"-'-r ...... ·r1~ .?•~ . .:,• v .. J-t'·"'· ,..........-,..... ......... -.!!..... .JJ.i:. ..... ;.iL<-' • ., v-.. .. U,· .... -..::r 1,..,--.n-.L~~.:i.J:.1.1 ;.1,l!~....<.,u '.,J 

1 n .1Ec1 r.:tcm ·110. 
h1:.d. n0t ?:}~0 :net. 

1\~~-c of tl1e Ftu~,.;~' ~; .1"'0:.012.1~ccG c:r: r1~r~:;tU"Gd l)y ·!;t10 lC't!3l ,r;p: 75 pe~ .. Cr:!r:ti 
li:1.thout the need f(J<!' a wt~iv-er under .Article V, C':8ct:?.on 1L Cleni•lyi 
:p'.:'iV~.legcc t.:hould be- ;;.~~to,<'.,het1 to n ·tloi'1.'..·in:: f,'.,~ld ·C:rc,.nchc and ~,'rt". to 
~~,:··(\11ch~s if ·~l1cy aJ;c ut:tl5.~~ccl ?11>:-:t Q 

of' quote._, 
~n.eh 
e:cccl:l·i; 

(ii) Untie:~ .t\rdc1a V~- ;;,r;c~;ic,n G(c) O!.l"l Y:11le I-4(f) n-:-::. el1ru.•gcc ,'.'?r.e 
10:"'r:!.c:d tm }'tL"l:i hclrl::.nc~,s ":Jh:'ich ~re net :'Ln e:;{cr;:zc oi" the ~r.ber.' c qJiot..-., ru:d it 
ic, for t.hic !:-erc.,S')!l i:,h:::t: i'c1_;_· '3.r.awt11::_-,e i~ th-~ 'b::v;:tc G,:1ld tr~nche (rep:'.:"'•l:::':nter1 
b~r hi::;lcUr-.. g;:; bet:·,,:ean 'T'.J 1;,.m:l 10:J f?0'.i'..~ ctmt. 0f qt,clto-,) ~·- n-.emb"'r.' n ~falig~tion 'tm 
a,z;:re•i:: -with the .Ft1m. on 1·epu.rcho.rie w110.n tbc · chri.re;e of 4 per eent. per ttnui..L'l.l 
beectl\E!s pnyB-ble doac l'K)t f~pply. If a ~e.mbcx- droi:.• its crooi'c t1~ancher:1 without 
1n4'.'?.rea.n ing the Fund.• c h·>ltting3 oi' it o (;'J.:r.:r.rmr.::'J/" abGV<? l'.?_lmt& level, no chri,i..•gc 
'l;::-:ul,l he Jpiyabl~ o.r:f.l. ·1;~? t~.c!:fl:ie:r- cr.~u.ld :1cit he r:11'1.10. t"...1 h~;,,re r:.. b·l.nd.ing <:!Cff'.li 'i:,r,1ent 
·.: Ji 1~.-cpu.:/Cl"~gE"; is:i :rcsp:':ct c;f : ~ ~: ~:t~ce:1'1 t tx-.~.Y'.Cl~c tlJ;:-t.\·rl :rtf5S, 

(Hi) A ::o.er.-:t.~~r rryniJt~ be <:.ecl:'.1.'.:."ed i1"1-0Ht;~ible rrnder 1\r.t1elc ·q, 
Cect:bn ~' ee c. :!."'l1lc, c·J.~1e:'.' :1.·t:; i <; n•.rt 1181.::-,e th'J Fund' i'.'! :r.cr,ourcec ~.t' dcte:-,ntnod 
hv +11"' '75 -r.,,,.:-. "'""'"'"' 1=•"'1 In,., ..... : ... ~ o.,., r~... '"l(v~,.-;, i::::..-,.·t,...,...t,,.,-~ ""'c· -1J .,.-1 ,.,,..,. 'fll.o·i rd I<!'P.U"' _ ...,. _ .t'.,."'u,,4 'l(. ...... o,:,,u 'l,;#..., .... \~-"-·"..;.:aic:;~~ ... J;j. ~'f,..Jo1 c .. .,';I~- _.,:, ,_,.,_., 'l..:; ....... ·x.,.,;f.J. .:2-~ .l.,.1,.,J.v ... ~-, .(,!]..... , .. ,,.,:, '-'J 

?~'-ge 33) ·. A ter,ibc:l' ·r.;-:)uld b') '!at>.m1e f~·cm ttrL:~ [;7_;;-riction·evc;· th(mf!,h :t t h!::1,d. 
d.X(if::1, c1~cc~:tt t1vench~:.~ f!l!1:"l r:;·~ . .r::--~~'! tlic1..~r.i1 the t:\L.~r~. h~1 18.iJ.l df)y.,n pc1l'icy !"equt~ce­
n:::nt::; on the p-cope::-- 1~u:r) fb:? ·1:t.s r·ez:.01.t't'ces in conn':'.'ct:'i..on wi'th the d.1·a·i;,ri.ng. 

J. If' the- flo.'.:',·l.;1.n~-_;; g:>'.i.d '~l't:nche ~'Ct'O i:.:~;t-D.hliGh0d b:.r ,zJr1t:m.dtnr.-: t.'he 
Art·J.cJ.e::, th.,:, ,".'ncn~T:t·.'.)nt G \n.:J.(l 'be r_:ui{let'l. b:r th-= pro};Y)ci t io~1c th,'\t tW?.mb~ri:; 
r-:h·YJld have ::i., cl10icc 'bc.tt1e2:--i. gold t:t"anch:l <:.):r e:ret35.t trll:'t.n-:?he d.l"'Rwing::;,, that 
'G!li:? fo~r ~.1<.,n.ld b"'.! e.utcr>i'.',tic ·while th~ lv.!;-~~c:r ~.---:,uld. b'i? coll(ltt:iona.l., the-t-. 
c.·~·~ttt tr?J'l.che. drn,;·1:.t1gr: l:"O".th~ b0. rm.bject t,1 t.h() 14ua.."ltitri;tive 11mitr, n,:,-,, lat<:1 
down in .Article V, S-ectton :,(a)(iii), whi10 ff)ld t:ra!'lch~ dre.winBG would not 
be :.n.1.bJeet to t'.'.uch 1:1.f'.ll't:';., th1t ch~.:l."i;_pn on F!..and holdtnr.~n would. be payahl~ in 
c:)nnect :t 0:1 ~-;i th c:·"C'd.i t tr~.:"1Ch~ dr~.wi::1gs onJ.y, th"-1. !; f'.0ld t:i.4 a.nche n.%'avl-r&£1·~ wnuld 
c-tth~::- not b.~ 1e,1fb;_it':'Ct to ~'C:'l)'ll:'Chf'l.tiO oblj_g::_1,:;tonn 0!' cubject 'G() c:u,:~h c:;'bllr~atio:nc 
-on.'Ly in ro:·:::p~ct 7tho.t p.,.:r:~t o'? t~e: [t:,ld t:r.·a~1Ch8 wh:leh 1G equl"..1 to ;?,5 per cent of 
th(~ n:~bf.'!1'' ~ quo-tap -wh:i.1<2 .:-ill crcd:i:c; t1.1a.~,ch,:1 d:.·r1wincri would be tmbjcct to 
Tepurcha::::e n'b1:.gRtt~:..:cl~J, ::-.iY1 :~'1n.t th·:~ u.1tuscr1 J')Ol't.:i.on o:f' ·th,:? g . .-,1,1 t:.r~,nche ah-:JVG 
;:5 p3r ccn~;. fJ? f::i1t8 rn:2til:.,::~ • n (~~l1{)tH:1. -::.-;1.,t1l~ ~?..i:--n in.·;;t1:res"b .. 

In order t:.:, {~iv·.: e:'ro,-:!t to- thacr:: J!!.'orvintt::.on;;, t t ,;;r.,111(1 b8 n~C"!SG~Y 
0:.;n d-1.v!d e c'tcmri1'lf~ r1 r,;htfc :l.'.'.i/:.',"1 a. aoJ.1 ·trc.m:~hc ~1rn1 ['_ c:~·crl 'J.t trA.nche crrt.o,~<,r-:.r, 
r.~·::1 -;~G esta'bl:tsh -tO'i' c;i<~h :r.'''::riibe!' ::t e::,ld ti~r.:.nchc D:nd n ~r~ltt t!'c:nc.h~ d:cawiri.;:; 
ai:::co1!11t ~ e~.tch 0-f' ~:1-dch -cen:!..d be i:h~~w.n ·upcm 0:.1 tho t01:'!1r, p~ope:."' to 1. t., It 
·;tot~ld 1Jc reaci.'.}:1~;hlc to J.r,·:~Nict·? 't.h~1.t nr; 101".IJ nn tt r1~:-.r-,_i·1:l.nt; cm the cred.it ~(!= 

c.:Jimt ,-rere c1Jt::;t:.:1nain::~ ~7 ":. .. C<h~c'hion in !:'ii.::,.·l h":'IV.H,~g::; would be ercd-..it.cd 
n,::;nin:::t th::? u:'?.e of th? ,::rc:'L:t n~cout;_{,, e:nd ~l. !'1"~''!hc?' r; ~old tranche ;1eeomr(; 
uot.ud be tncrco.!'":?d c;nJ.y ~:rtco:-- it::, uoc r:;if.' tl'v.: c:,:·c-·<:"ii\~ i.:.i'ani.ehe r.2.ccount had 
COZtf.C:·d. 

th"ic:r 11 b;',rc.~C!"'.'. c? f:.M :-:: !;::lm the c:.,lr.:?. t:,:-r.,.!'lcr1c would. not ·be 11. fln,1t:L1·n 
f;~.-.:U.:1.~:y- i.r: t-1-'.,(:!. r.i:rr:-v0 :c·2n~1·! D.'.J the ::•cvtsed. cr::~'~!'!saf.:;01.'':lf finnncing fad.lity; 
:C"G.th~r,, bro r~apa:rcte f.,:,ctl:i.Hf--:D w,,:mlrl e:dJ~t. :2:l.'1.G bj~ oi.de and ceV,..l"RtC ne!;c 
c·.f :P.les would e;overn ·the use of each, To 'brin13 thi:J ._ioo-,._rt, ~.mendr110ni;s or 
o. lcgal~y rad:i.cru. natu1:e w,;;uld have t<.} be ~dopt11(L The prov:L'.:~icnc t-hut 
would have ti:1 "be con:::.ii.le:::.·ed. :f;rn..• 8InQ.r.iru.1er1t w(')alii i nclud!!!: 
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(1) Article V!) fJ<.::ction .3,(a), uh:i.ch would. be replaced by a. 
:prwision settint3 forth the cste.'blishruent of the two accounts, and·tho def'l­
n:i.t:!.on of each. In addition, it would provide for aut.oniaticity of the gold 
tranche and conditionality of the m~a(Ht tranches and a.et forth qi1&"'lt,ito.t:l.vc 
limiti1 for credit t.l~anchc c.lrm·1ings and oJ.location rules specify:i.n~ c.-Jr1inst 
wh:lch account reductioiw in and additit'iue to Ftm;J. holc1.iri.gs would be c:re<.'l:lt.ed. 
Thern:: rulez wo11ld dctc:rm.:i.11(1 increaoes and ctecreai:;cs in m1?.:mbers' gold o.ml 
cz-edit tranche :positions. According to 'the p:roposl ticm ·mentioned above, 
thf! ruleo uould cpecifj,• thut any reduction :i.n Ii\i.wJ. holdinrJs wou.J.tl i'1ret 
be cred1.t~d against uce of' th_e c1~edit _tranche accounto 

. . . (ii)· Article V°, Section 5 (giviti{; ·:lii.lnunity frooi ineligibili-1.;y to 
members not mak.ina uco of the Fu.nd' s r0sourcos ). Uhile the provision coti.ld 
be le:i't to apply on thr) basts of total uce, a.c tt floen at preGont, it t1ould 
probably be more logical t;o subct'i:cute a. p:rcn-.rision Gnnbl1L1g the Fulr.!d to 
impose r.m .. nctio:ns in connection with al(1' use 'of the credit tra.r1che account, 
HM.le e..xemptinr, all use of thE; gold ·1:.rnnche o.ccount. This would be tau.to.­
mount to replacing tho v.i:-e~e?-rt lev(;;l of 75 per emit with the quota level. 

(ii:1) ATtiGlc V', Section 'l(a) (repurchaoe with gol!l down to the 
quotn level). e.nc1 k. .. ·tielc V, Scc:tions 7(b) o.n..i 7(c} (repurchase down to the. 
75 per cent level ln1t not bsyond; no use of cm~t cm'.'rency in repu:Yi.,clmse ubcnre 
the '15. per cent level). In o:rdc1· to el:lmine,te the anomaly that cre-J.:i. t tr&'1cho 
d.rawings could not be }~epnrct1aeed. t.o the extent tbat the Fmtd' s holdine;s were 
below· '75 per cent of tho rr!Ctiber' s quote, it ucn:wl be advisable tcJ p1'ovide foi~ 
~opurchane of all c:tedit trw.1chG dx-awings i.rrGspcctivG of the le1r~l of Purn1 
holdines. Gold tranche d:cawings·would either not be subject to repurchace 
(which would in effect; amount to. &1ibititutlnc the quota level for the p1.~eoent 
75 :per cent leircl)u or, nltcrnat'ively, gold tra..'f!chc d:r-nwingE, would be s-i,.ibject 
to :repurchase u.p to 25. per cent of the m.(:mber' s quota.. 

(iv) A::rticl0 v, G9ction 8(c) and (d) ~1'.ld Hule I-1.i-(f) a.11d (8) 
(chargco on Fund holdfoc;s in excess of quot:::i.; :requirement to ae1~ee on reptll"­
chasc wen rate oi" li p,-;:;r cent por .:m.n'V!i1 b,icomcn payable; poss'Ible sMction.~ fe-z­
failure to repu.rchMe), which would bo i·epla.ced "by a provisi,"Jn pJ.:t·sua.n·t to 
which charges would be imposed 1.n reopect. of cll cz.·cdit tranche dra.wingo ~ 
without G.."r.f reference to t.hc level of the 1'.,,mld' s holdirl{!,s re0ru.ting frm ouch 
tll·alrlng:.:i, while the In'Wision would pi·tHJc:rU,e that no charges wou.lu. be due in 
reepect of gold trruiche fu~le\ . .wines, ego.in \fl thout refcrm1ce to lcvelc. The con­
cept of a~1e:i.·uge daily ba1&'1cen could bo applied to Fu.."ld holdi!lgs der•:i.vec1 from 
credit tr.,.nche drawine;o ruld the time prog:i,"esoion ru1d the p.1.•ogresoion by ro?1ount 
of u.so in the credit t:renchec could be retr.d.ned. 'I'his would, of.' cmu·so, 1·eqnlre 
an 011&pt1ition of' e.J.1 other z:nlcc ani:l polieiec wldch m·e based on t.hc prcoent 
n;:rc:tcm of ch:::irgcs, iflcludiri..e the F1.md' s t~·oe to five yeo:t.· 1x:,licy on the use 
of' itn :t'eGources. 

(v) Ar"ticlo 1."1I, Gec'Gioa 3(c} {1·:tc;ht to appo:mt addit.ional 
Elmcu.t:t,,e Directo:i.·c bccmtf.3c of reduction o:E' Fu.:.1£1 holdings below ccrt.,::i.in 
avez-ae;e level). It 1ir,0u:J.cl bG poi:;:r;iblc to continua determining 0. r1e1nber' G 

e~1t:U;lem.~::1·t under thic p!'OVfoio:1 on the be.sis ·of 1 ti": net use of the Fund ln 
both thG gold end the c1~et1tt tranche account, b.rc it would cl.so bo posr,:ible 
tc.• basn the i·ir,ht to 2,ppoint nn ~1ditional ~mcutiv~ Director onl-:,r on the · 
C.irerage unuced balcuce o-f the GPltl tra::"'lche ,2ccc'll.."lt ab0-ve ~5 pc:t' cent of tho 
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{vi') Article'. XII', Section· 6(b l (prefei-entiei distribution of n~t 
inco~a i~ relation to 75 ·pn-..r. cent level). A provis:1.an for the payment of 
tntercst on the average u..11u.sc4 portion of the golti. tranche, or on the portion 
in e:XC0Sfl of 25 por. Ce?lt Oi'· quote,,, would be sui;>atituted., 

. . . (vii)', 'Art :i.cle VI /J Sec·tion : l ·c ''ntJt use" to meet a l.m-ge or sustained 
outflow of ca.pltaJ.), and Article VI, Section 2 (special pl"ovisions i'or drawings 
for capital transfers if the Fund's holding~ hav~ remained below the 75 per 
cent level for at least c:tx months) wmllcl · also ha.VE: to be amended in some ap­
propr:tate way. 
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INTERFUND 

Here i• a rather eltetcby fir•t draft of a poeaihl• loard paper 
on the ltefora of the Gold Tranche. Aa 1•• will•••, I have treepuaec.l 
quite a bit on to 1 .. al territory. Thi• I think ta ioe.ttabla in the nature 
of the case. If ve can a1rea on the •ubatance of what ehould be •uaa••ted to 
the Board and the line of arauaent to be .. ployed, there •hould be no diffi­
culty about aetttns the draftina right. 



·Reform of-the Gold Tranche 

DRAFT: J.M. Fleming 
October 31,,.1967 

·Tlie. present paper is concerned with certain·of the.suggestions con.;.. 

ta:ined in the Memo:randum submitted by Mr. va.n Campenhmit -on behalf of .a. 

· number of Executive Directors on June 22, 1961 (FJ3D/67 /.97)_, -on wh:tch it 
. . . 

offers observations·supplementitlg those contained in SM/"67/99.of 

August __ 2, 1967. 

·The-suggestions in qu~stion are IA!) !B, and IE, relating to the status 

of the gold _tranche, and :nc, relating to Ar~icle VI. For convenience, 

these suggestions have· in some instances·been split. up into parts and 

rearranged. 

Criterion of ·Need to Draw· · 

0 Member~ eligible to use the Fund's re~murces ·would have the -right to 

draw within the limits of their gold tron.che position only in case of need 

and not for· the $.ole purpose of changing the composition. of ti1eir reserves. n 

(from IA) -: 

nrf the de jure automaticity of the gQld tran_che is accepted, 

. Article VI, Sec. 2. ceases. to be .applicable,, ·ati.d a simplification in the 

text of Article VI, Sec. l, might be envi_sag~d~ H. (IIC) 

As was indicai;~d in SM/67 /99, if the term nneed1
~ is construed in the 

sense of. the Fund Articles, the concept of ftpresently needed" in Article V, 

Sec. 3(a)(i) would'. no_t. require amendment in_ order to give effect to the 

suggestion . conta:lned ·iµ the· tirst pf the two passages set forth abovfl> .• 
- ' . . . . . : . ' ~ . . ' ' ' . 

Thus -drawings "for the sole p.urpose of changing t1'e composition of their 
. . ~ . '" -- -: ' . . 

•• " J., ,· • 

· 'rese·rves" ,would be· inconsistent;. with the present ;wording of Article V, 

See. 3(a.)'(ii), in the light of the other Articles as they stand. 
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From. the _second pf the two extracts cited abovei however 11, it is clear 

th.at the term '~eedn 1n Mr. , van. Campenhon_t' s memorsn.d~ i~ intended t(! 

. . 

cover.drawings that would riot be zully legitima,te under·the·Articles as they 
' . ;- - , ' . - ' . 

stand, including, -for ex~p~e, drat1ings to· me~t capital __ transfers ·of a type 

not now,.pennissible t.o· all memhers.und~r.ArticleVI, Sec. 1,· but permissible, 
•r • ' , ' ~ • • : . 

under certain restrictions, to members with super--gold tran:che.positions 

What would in. fact· appear to be th~· 1n1;·ention qf the· memorandum is to 
- " ... 

permit dr~wings within the .gol,d,tranche to make P.ayments of a.11 kinds.on_ 

currency. or· c~pita,1 · accoun,t ~ . ::inciudiI.I~-- payments · required to discharge short""'.' 

term currency lial:iilities' to private or official ho;I.a'ers, but- ~1ot to l'ermit. 

drawings the result of which would be to increas~ the gross reserves of .the 

drawing ~ember in forms other than rese,:ve positions in the Fund"' 

· This result could be attained not: only for·drawings in tb.e· gold tranche 
' . . ' 

but for all -Fund drawings, without. amending Arti-tzle V, · Se-c. 3(a) (i) by 
, ' 

repeal.ling; Article VI, ·sec.· 1, iri which case tbe. retention o{ Articl!?- V, Sec. 2 

would become pointless •. While drawings needed -to make payments on capital· 

account would' be permissible,· drawings the.effect o( which was merely to raise 

the level of reserves other than Fund reserve posi~ions (i.e., drawings for 

the sole. purpose of changing t;he cornpoaitio~ of rese:rve_s) would continue to be 

contrary to the Articles since they' would .. not be "need.ed to make paymeuts9
' at all. 

If it were felt that to ahrpgate A~t.icle VI, Secs.- 1 and 2 completely 

would go too far ;Ln ptirmit:t:b1g Fund ·resources . to be- u13ed to meet over-all 

deficits as distinct from deficits ori cu~re~t account~· 't1:ro kinds of amendments 

of, more limited scope migh_t be considered.·. One P?ssibility .that has already 

been mentioned._ in SM/67/99 i.s to retain: in a r~imrded form the second sentence. 
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' 
of Article VI, Sec. l(a) under which the Fund may request a niembe:t to exercise 

controls to limit it.s use of Fund resources to meet.an outflow of c.e.pit:al. 

If this were retained it might be held that Artic:le_·vr, Sec, 2 had not 

altogether been dep~ived of ·its function and should.also be retained • 

. Another possibility would be to retain the prese.nt·p:r.rovision of Article V, 

Sec. 1, but to confine itij operation to the credit tranches hy the insertion 

of a saving clause covering the.J?:bld tranche. If this were done the retentiou 
. . 

of Article v, Sec. 2 would seem to be unnecessary since if drawings in any 

part of the gold tranche can be used to meet capital. movements,·no special 

latitude in· this reJ!!pect i-1ould be giver1· to drawings· ~n the super-gold tranche. 
' • " ,' I , ' 

A third possibllity. a combination of the·previous two, would .be to 

retain of Article VI, Sec. 3- only the Fund's authority to request the·imposi.:.. 

tion of controls limiting the use of Fund resources· to cover capttal outflows 

but to confine e,,en this authority only tc cases where Fund :resotu~ces \-iere 

being used ::f.n the credit tranches. 

In this connection it seems relevant to point· out that even if c:tll legal 

obstacles to the use of Fund resources to meet capital outflows were removed, 

the Fund would still be able to make· the use of the credit tranches contingent 

on tbe adoption of suitable policies including, if it sees :fit, policies 

designed to limit the outflow of capital. 

If any of the last three possibilities were selected, it would be useful 

to make it clear that the remaining restrictions on use of the Fund would be 

·applicable only to private capital movements, and not to'the conversion of 

officially held balances of a country's currency. The conversion of such 

balances is· clearly envisaged in Article VII!, Sec. 4, and while subsection (b) 

of ·this section lists certain situ.ations in which t:he member v.11hose currency 
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is presented is.not obliged to convert, it cannot be intended that the Fund 

would have the right to· block co11version in .any. situation where. the member 

was willing· to convert. 

If. Article VI, Secs. 1 or 2, imr~ abrogated, either entirely or subject 

to the.retention of the pow~r. to request the imposition of capital controls 

lim:f.tirig the use of Fund resources in tli.e credit tranches only, such action 

would .:not·. only meet completely the proposal put forward in Mr c van Crunpenhout·' s 

memorandum, but would also make the need criterion appl:f,cable to drawings in 

. the gold tranche quite consistent. w:i'th that suggested for drawings of s.n.R. is 

(other than those calcul.a,ted to promote reconstitution) in V.l(c) of the 

"Outline of a Fnd.iity Based ·on_ Special Drawing Rights in the Fund/' viz.:, 

"(c) Except as indicated .in V.3(c), a participant will be e..xpected 

to use ,its special drawing rights only £or balance of payments needs'· 

or in the light of developments in its total reserves and uot·for 

. · the sole purpose of changing the composition of its reserves." ... 

Non-Chaliengeability 

11ln no case wo'iild the Fund have authority ·to prevent such a drawing. 

This applies to the Fund's right to challenge the representation envisaged 

in Article V ~ Sec. 3, whatever the legal basis of the right to challenge.'' 

(EBD/67 /97 9 ~ection I •. A •. ) 

A draft of a possible amendment to implement this proposal, in the form 

of a new Section 3(c) of.Article V, was suggested in paragraph (13) on 

page 7 of SM./67/99. 

It should be noted that in V~l(d) 'of the Outline it is provided that 

"The use of special dra.wing rights will not be subject to prior challenge 

on the·basis of thi!=l ·expectation, but ·the Fund.may make representations to 
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any _part_icipant which, in the Fund's judgment, has failed to observe the 

expectation, -and may direct clrawings ·to such participant to 'the extent of 

-such failure." There would appear to be no reason; if .Executive Directors 

so desire, why the principle of gu::t.ding drawings in the- General Account. 

to~ards the currencies of countries that have abused the right to draw 

without challenge :bi the gold tranche by. failing to observe the principle 

of need enunciated in Article V, ·Sec. 3_(a) (1) should not be introduced into 

-the· "currencies to be drawn" policies of the Fund. 

Elimination of the Representation 

"In view of A above!:' the representation in respect of drawings within 

the gold tranche could be. eliminated." (I.B of EBD/67/97) 

For the reasons set forth at pp. 5-6 of SM/67/99" the elimination of the 

representation under Article V, Sec. 3(a)(i) would appear to be inadvisable. 

Abolition of Charges 

"The charges provided for in Article V, Sec. 8(a) would be abolished." 

(Part of I.E of EBD/67/97) 

So long as transactions bef:tveen the Fund arid its members take place at par, 

some transactions·charge may be necessnry to obviate the arbitrage profits 

that could otherwise arise from draw:i,ng currencies that are at a premium in 

- . the market an¢!. repuic!:znsing, sooner or. later II with currencies that are at or 

below par or with gold. The transactions charge fulfils two otr1er functions: 

that of discouraging drawings for which the need is trivial or slight, and 

that of providing in.cc,~~ 't:~: the Fund a.nd thus mai11taining its liquidity 

position. Con-iplete abolition of the tra.11.sactions charge might make it 

difficult, for .example, to pay a _:reasonable rate. of interest on super gold 



trauche positions or necessitate an increase in charges., For. these reas(;)ns 

the possibility suggeeteclat paragraph 21 on P• 11 of SH/67/99 deserves 

co1u.dderation; namely, an amendment increasing the discretionary authority 

of the Executive Directors and euubling, but not ohliging, them. to redu'ce 

or elimil:iat.e the t'(~usactions charge for all gold tranche purchases. This 

· could be achieved· by. an· amendment of Article V., Sec. 8 (a), which would remove " 

the. lot;:,e.r tn1t not the upper ·1imlt ·of the transactions charge as follows: 
. . 

"The r'und may lev-y a .ser .. dce. charge, uniform for all members 

and not more than on.e per cent in a4dition to the parity price, 

on any member buying the currency of another member from the 

Fund in exchange· for :its own currency. ' 1 

If this tm1en1ment were adopi:ed 9 the charge couid!J if necessary, be reintro­

duced or increttsed aft:er·redu~tion, without any further amendment being 

required. 

Interest on Super Gold Tranche Positions 

:."Th:e super·gold tranche positions would bear :interest (within maximum 

and minimum iimits that might b~ specified)." (part of :t.E of EBD/67/97) 

The. princ:i.pa.l ~dvantage of the paym.ent of: interest on super gold tranche 

posit:ipns, ~s compa1·e4. t.o 'the distribution of net income on such positiQns 

under·Article XII, Sec. 6, is that whereas the latter are restricted in 

amount to the net ;ln,come of the year with respect· to wM.ch the d:i.at.r:1.bution . . . . 

is made a;1.d may therefore not be payable wit:h·respect to years of low net 

income, the former represents a deduction entering into.the calculation of 

net incorae itself, arid may be paid even if this results in a negative net 

income for the year. · Interest payments can tlu.>.refore be ma.de steadier and 
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more reliable frow. year to year than. c.un distributions. This does not mean, 

however, that interest can w:lth impunity be· set nt a lev.=,l which, taking one 

year wj_th another, leads to net losses and forces the Ji'und to trench evt,r 

more deeply on its r·2serves. It would seem prudent j therefore\, to make the 

pa:yment of :tnterest discretionary :rather than mandato1.7,, e.nd consequently 

to refrain from laying down any minimum level for interest payments. P,n 

amendment to achievt~ this result might be worded as follows~ 

11 (a.) The Fund may pay annual interest [of not more than 

X per cent per annum] to a member on the amount by which seventy­

five per cent of its quota exceeded the Fund's average holdings 

of :I:ts currency during the year. The Fund shall dete1.·m.ine the 

rate of inte:restl) if any, and such interest shall he uniform for 

.all members~ 

(b) The Board of Govenwrs shall determine annually vihat part 

of the Funa's net income shall be placed to re.serve and what part, 

if nny:r shv.11 be distributed. If any d:fstribution is made, j_t 

·shall be paid to all membc:rs in proportion to their quotas. 

(c) Payments of interest and distributions of inco::m to a 

Tilf'.!.mhe:::- shall he ms.df?! in its ovm currency. n 
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J.' Harcu_s Fleming 

· · 'rhe -Floating Gold Tranche 

. Your· trceatment of the floating gold tranche seems to me to mak<:~ unduly 
heavy weather. of the objections.' 

(Incidentally, your 'iist 1n paragraph 3 cir' aruendmeni:s that would have 
to b~ made uif a floating gold tranche were established by amending the Articles" 
is more e,:tensive than your list in paragraph 2· of the a:iwmalies that would. arise 
:J.f the flo'l"ting gold tranche were established _without amen.dinent of the Article$. 
This seems· odd. _Shou~d there not be .?< point by point correspondence?) _ · 

(1)· 1 would not have- call,ed the right to. make a drawing of more than 
25 per cen.t without we.iver an. "important" pr-ivilege in view of the ease with 
which. such waivers are giveno 

(2) I will grant: you tlmt there is .i certafo. anomaly about the Fund 
being unable in certa:f.n circumst;ances to declar~_ineligible a country that has 
drawn subject to policy·conditioris. 

(:3) On the other hand, I do n~t feel that it matters much that gold . 
tranche drawings might _be subject to more st_ringent repurchase conditions. than 
credit tranche draw:i:ngs,-or that -they might pay higher charges, or that countries 
whose gold tranches remain intact might nevertheless lose their preferential 
cla:i.ms on distributions fr.om net :f.nco;ne· or their 'rights· to 'appoint add:i,t.ional 
executive directors. Because oranges are juicier. than apples it does not follow 
that they have to be sweeter too.· A country drawing tts credit tranche first 
would bC'l _aware that it was using up certain privileges ~i'hich -it wo1,1ld later have 
to forfeit when it used its gold. tranche.· J:.foreo\rer,. most of these privileges . 
were intended to be given to countries ·in a. net creditor position as stich rather · 
than to countries·· possessing ·1.mconditior.al drawing rights as such. 

(!}) As regards the point you make about Article VI, in addition to its 
being open to thE! comment' made above, there is the possibility--I hope likelihood.;._ 
that Aiticle VIi, tiecs. 1 and 2 will be .amended virtually out of 'existence as part 
of the ·reform of the gold-tranche~ _In any. event, they do not mean much in prac-
tice ·at the present time. · - · 

(5) I think you may be. jumping to conclusions in (:i.ii) ar1<l (iv)_· of your 
paragraph. 3. The separation.of the gold tran,che and the credit tranches tloas not 
prejudge the. questioh of how repurchases ·are allocated to particular drawings·~ 

·.which, I: imagine is something not· <::nvf~aged. in· tl:ie Articles at all, but is a matter 
of pure· policy convention. When we were consideri.ng _;the method of creating 
reserves by extending gold tranche rights into the.credit tranche, we had in mind 
that the part -Of the Crt~dit tranche given thos·e qualities (the "wedge") would 
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float,. and e.t th~t time we p:ropose<l that repurchases should be a11ocate<l in 
the first instance to ordin.nry cred:i.t tranche drawings :tn prefe:i:ance to 
dra:wings in the "wedge. 11 The same principle could be v.dopted with respect 
to the floating e;old tr:mche. In th:i.s ev·1:.mt:, I imagine the difficulties 
you mention at (iii) and (iv) would not arise. 

cc: Hr. Gold 
Mr •. Poh:.k 
Hr. Nicoletopoulos 
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To obtain• reuouble judpent u to whether a floattq 101d 
tranche vaa poaaibl• bJ a IIOdeat amount of amendment. it would be necuaary 
to do a little more work on the liat aiveD 1n parqraph 3 of Mra. Lacbman'• 
maoraaclma. Ill the li•ht of Mr. neaa1na'• C01111181lte t think. one could 
MHDttall:, diangard ltema 6 and 7 of that 11at 'because w •ball• in any 
evat. have to deal with Article VI alld alao it• 8 and aJ corr-,oadf.q 
comenta on ntf.ug. On the latter point, it 1• not bJ any aeane unreason­
able to tua.e th ... aattere deteElline.d by the countriea net uae of the 
Fund taking into account both credit traaiche uae ad aold tranche use. 
The Nile could even be •AU for 1 ..,. (it• ii in the lut). 

'ineligilhi~ 
On the other hand, I ctuajne with Mr. ft•Sna that ve could 

nuoaabl:, continue to uae the pNNDt asyet• of chars•• and clietribution 
of incaae if we went to the trouble ef &IINDdina th• Articlu to create a 
floatf.Dg aold tranche. 

In other word•• an 8llelldllent to achieve thia end would have to 
contain at leut the folloldn.a lqndlenta. 

It wuld have to eatabU.ah for ueh member• credit tranche account 
and a aoU tranche account. The ... ber would be fr• to uae balance• 1n 
either account at ita optloll but nothing would ba credited to ita aold 
tranche account u lOIII u there vu atill any debt outataDdf.118 la it• 
cracllt tl'anche account. (Thia would aun that all.,.,..... 1,y the amber-­
gold ,a,-nt• on account of quota incruau, repurehuu and all Nl•• of 
the ... bar'• currency would 1n the f:lret lnatance be credited to :I.ta credit 
tranche ac:count, until ay uae of that account bad bea elbainated. Thia 
would be the aame aa what hqp11m under the pruent Article•.) The proviatoaa 
for use in the two account• would be separate. Drawing• in the credit 
tranch .. would be condittonal. auject to the lia1t of 25 per cent per year 
and 100 per cant 1n total• to cbargu, and to npurchatle. On the other hand 

.. 
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draviq• f.D the gold tranche would be autaaatic• not eu'bject to an:, lillit, 
not aubject to repurehaae acept perhapa for the flr•t 25 per cent of quota. 
Moreover, any balance held in the 1014 tranche account 1n escea• of 25 per 
cent of quota would um lntereat. 

Thi• would• I bellne, con•titute a workable •y•t• of a floatf.na 
gold trachea the quution to analyse ill aore detail 1• bov aucb •endment 
vould really be iwol'ftd !11 order to give effect to it •• 
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Reform of the Gold Tranche 
. . . 

' . ' . 

rhe present paper is concerned·with certain of the suggestions contained 

in the Memorandum submitted by Mr. van Campenhout on behalf of a number of 
. . . 

Executive Directors on June 22, 1967• on which it offers observations supple-

menting those contained in fJM/67/99 of August 2, 1967. 

The suggestions i,;:i. question are ··1A; IB; and IE, relating to the status 

of. the gold tranche, and.II ·c, relating to Article VI. For convenience, these 

suggestions have .in some in.stances been split up .into parts and rearranged. 

Criterion of Need to Draw 

''Members eligible to use the Fund's resources would have the right to 

draw \vi.thin the limits of their gold tranche position only in case of need 

and not for the sole purpose.of changing the composition of their reserves." 

(from IA) 

"If the de jure, automat:i.city of the gold tranche is accepted, Article VI, 

Section 2.ceasee to be applicable, and a simplification in the text of 

Article VI; Section 1, might be envisaged."· (IIC) 

As ·was indicated in ·sM/67/99, if the tenn 11need0 is construed in the 

sense of the Fund articles, the concept of llpresently needed0 in Article V, 

Section 3(a)(i) would not require amendment in order to give effect to the 

suggestion contained in the:first of the two passages set forth above. Thus 

·drawings "for the sole purpose of changing the com})osit.ion of their reserves" 

would be. incons.istent with the present wording of Artie.le V, Sec. 3(a)(ii), 

in the light of the other Articles as they stand~ 



., 
, 

From the.second of the two extracts cited_above, however 9 itis clear 

that. the term "need" in Mr~ van Campenhout I s memorandum is intended to . 

cover drawings. that would not be fully legitimate .und.er 'the Articles as 

they stand, including, for examplet drawings to ·meet capital transfers of 

a type not now permissible to all members under Article VI, Sec. 1, but 

permissible, under certain restrictions, to members with.super-gold tranche 

positions under Article VI., Sec. 2. 

What would in fact appear to be the intention of the 1jlemo·randlllll. is to 

penn:!.t drawings within the gold tranche to make payments of all kinds on 

current or. capital_ account, including payments required to discharge short­

. term currency liabilities to private or official. holders, but n.ot· to pennit 

drawings the result of which wouJ,d be to increase.the gross reserves of the 

drawing member in formsother:thanreserve positions in the Fund. 

This result ·could be attained not only for drawings in the gold tranche. 

but for all Fund drawings, without amending Article V, Sec. 3(a)(i) by 

repealing ArticJ,e VI 9 Sec.·1,. in which case the retention of Article V9 Sec. 2 

would become pointless. }IT1ile drawings needed to make payments on _capital 

1 account would be permiss:kble, drawings, the ef f~ct' 'of which was· merely to raise · 

the level of reserves other than Fund reserve positions (i.e., drawings for 

the sole·purpose of chan.gi;ng the- composition of ~~serves) would, continue to 

be contrary to the Articles since they would not be-"needed to make payments" 

at all. 
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If it.were felt that to ·abrogate Article VI, Sections 1 and .2.completely 

would go too far in permitttng Fund resources to be used to ~eet over-all 

deficits, .as distinct from deficits on current accounti, two. kinds of amendments 

of more ·limited scope might be .considered. ·One possibility that '!:las already 

. been mentioned in SM/6 7 /99 .is to· retain in a· reworded form the second sentence 

of Article VI,. Sec •. l(a) under which the Fund may ·requesi a member to exercise 

controls to limit its use of Fund resources to meet: an outflow ·o'f capital. 

If this were retained it,might~be held that Article VI, Sec. 2 ha<!, not 

altogether been deprived of its function and should also be retained. 

Another possibility would be. to ret~in the·present provision· of Article V, 
' . ' 

Sec. 1, but to confine its operation to the cr~dit:, tranches by the insert.ion 

of a saving claUSE! covering· the go~d tranche.' If thfa. were done the ,:tetent'ion 

of Article V • Sec., 2 would seem to· be unnecessat"y since., if drawings in any part 

of the gof~. tranche C~n· be: u,sed ~O, . . Capital ~OV~ents,. no Sp$C:f.al latitude 

in th:1.s· respect would be g;i.ven to drawings in .the super-gold tranche •. < ~--, 
· .. A third possibility• ~· c.omb:i,n.a;ion of the ,previous. two, WQuld be to ' ~-

,. 1;etain of Axticle VI 11 Sec. l only the Fund's a1:1thority to request the impositi~n 

of controls"lim1ting the· use of Fund.resources to cover capital outflows but 

to confine even this authority only t:o cases where Fund resources were being 

used in thecredit t:ranches. 

In this connection it seems· relevant. to ppint out, that even .if all legal 
. . 

obstacles to the use of Fund respurces to meet capital outflows were removed, 

the Fund would still be able. to uiake, the use of· the credit tranches co11ti'4gerit; 

on the aqoption of .suitable policies including, if it sees fit, policies designed 

.to limit the outflow of capital. 
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If Article VI. Sections 1 or 2, are abrogated entirely or subject .to 

the retention ·of the power to request the ~position of cap.ital controls 

limiting.the use of Fund resources in the credit tranch"?s only, such 

action would not. only meet completely the proposal put forward in Mr. van 

Campenho'l:lt's memorandum, but would also make the need :criterion applicable 
.. 

to drawings in the gold tranche quite consistent with that suggested for 

drawings of. S.D.R.'s (other than those calculated to· promot~ reconstitution) 
. ; 

· in V .l(c) of the "Outline of a Facility Based on Specia.l Dr~wing Rights in 

the Fund/' viz H 

"(c) Except as indicate.din V.3(c), a participant will be expected 

to use its special drawing rights only for balance of payments needs 

or in the light of developments in its total,·reserves and not for 

the-sole purpose of ch~nging the C()mposition of its reserves." 

Non~Challengeability 

ttrn no case would the Fund have authority to prevent such a drawing. 

This applies to the Fund 9s right to challenge the representation envisaged 

in Article V, Section 3, whatever .the legal_ basis of the right to challenge." 

(EBD/67 /97, Section I.A.) 

A draft of. a possible amendment to implement this proposal, in the form 

of a new Section 3(c) of Article V, was suggested in paragraph (13) on page 7 · 

of SM/67 /99 •. 

It should be noted that in V. l(d) .of· the Outline it is provided that 

"The use of-special drawing righj;s will-not be .subject to prior challenge 

on the basis of this expectationt but the Fund may make representations_ to 

any participant which, in the Fund's_ judgment~ has· failed to observe the 

_expectation 11 and may direct drawings.to such participant to the extent of. 

such failure." There would appear to be.no reasori, if Executive Directors 

so desire, why the principle of guiding drawings in the General Account 
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towards the currencies of countries that have _abused the right to draw 

without. challenge in the gold tranche by failing to observe· the principle 

of need enunciated in Article V, Sec. 3(a)(i) should not be introduced into 

the "currencies to be drawn• policies of the Fund •. · 

Elimination of the Representation 

"B, -~ In. vi~w · of A above, the representation in respec;t of drawings 

within the gold tranche could· be eliminated." 

For the reasons set forth at pp. 5-6 of SM/67/99, the eli.'1!1ination·of the 

representation under A1:-'ticle V, Sec. 3(a)(i) would appear to be inadvisabl~. 

Abolition ·of Charges 

11',l'he charges provided for in Article·,v, Se~. 8(.a.) would be abolished." 

(:Rart or E.) · 

·· So long as tran,sact:i.ons between t!1e Purid and :i.ts members take place at par; 

some tra.~saction~ charge may -be .n.ecessary to obviate the arbitrage profits 

that could. otherwise arise from dl!awing currencies_· that· are at a premium. in . 
the market an_d repurchas:tng, ·~o'?ner or la~er, with currencies that are at or 

below par or· ~:rith gold. The trai1sa.ctions charge fulfiis two other functions: 

that of discoura.ging drawings for:which the need is triv:ial or slight, and that· 

providing income to the·Fund .?nd thus maintaining its liquidity position. 
. .. . . ' . 

Complete abolition of the transactions charge might make it d:i.ffj.cult., fo~ 

. . 
example, to pay a :reasonable rate of interest on super gold tranche positions 

or necessitate an increase in charges. ·For these· reasons the possibility . 

suggested at paragraph "21 on p~· 11 of SM/67 /99 may be worthy of consideration; 

namely a.n amendment i~creasing the discretionary authority of the Executive 

Directors and enabling ·-them to reduce or e_limihate the transac~ions charge 

for all g~ld tranche p~rchases, i;>ut. -not obliging them to do so. This could be 

achieved. by an ai--u.endment of Article_,V, Sec. ·s(a), which ·would re-i.nove the lower. 

but not the upper.limit qf the. transactions charge as- follows: 
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•'The _Fund ·may levy a service charge;s; uniform for all members 

and not more than one per cent in addition to the par~ty price; 

_on any member buying the currency of another member from the 

Fµnd in exchange for its mm currency•" 

If this amendment were adopted, the charge could, if necessaryt be reintro­

duced or increased after reduction, without any further .amendment being 

required. 

· }nt,erest on Sup.er Gold Tranche Positions 

nThe super_ gold tranche pos:i.ti~11s would bear interest (within ·maximum 

arid minimunLlimits that 'might Qe speci£iE!d). fl '(part of E) 

The principal advantage of the payment of inte:res~ on super gold traI1c;he 

positions, .as compared to the distribution of net-income on such positiop_s 

under Article XII, Sec ... 6, is that whereas the latter are restrcted in amount 

to the net inc9D1e of the year with respect to which the distribution is. ma.de and 

may therefore not be payable in years of low net ·:J.ncome, the former· represents 

a deduction entering into the calculation of net income itself, and may be 

paid even .if this results in a negative net use £or the year. Internal 
. ' 

payments can therefore be made steadier and ~ore ~from year to year 

than distributions. This does 11ot mean, however, that interest can with 

· impunity be set ·at a level which, · taking one year with anotlie.r, leads -to 

n~t losses an.cl forces the Fund to travel ever more cheaply on its reserves •. 
. - - -

1 
( 

It would seem prudent, therefore,- t~ n;ak,a. the payment of inter~st discretionary 

rather than mandatory, and consequently to, refrain fro-iq faying dow:n ar1y :-_ 
, ·n 

ma:c::imum level for interest payment13~ ·. An amendment ·to achieve this result 

might b~ worded as follows: 
JI 
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"(a) The Fund may pay annual interest [of not more than 

X per.cent;: per annum] to a·member on the amount by which seventy­

five per. eent of its quota -exceeded the Fund-' s average holdings 

of its currency during the year. The Fund shall detennine the 

rate of interest, if any, and such interest shall be uniform 

for all members •. 

(b) 'l'he Board of Governors. i:;hall determine annually what 

·part of the Fund's net income shall be ·placed to reserve a.11d 

what part, if any, shall be distrj.buted. If any distribution 

is made, i:t shall be paid to all members in proportion to their 

quotas~ 

(c) Payments of interest and distributions of income to 

a member shall be made in its ovm currency. u 



INTERNATIONAL MONETARY FUND 
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FROM : 

Subject: 

Mr. J. J. Polak 

Joseph Gold ~ 
Floating Gold Tranche 

October 30, 1967 

I shall be grateful if you can let 
me have any comments on the attached note. 
I am somewhat overdue in providing it to 
Mr. Southard, and I wonder, therefore, whether 
you could give me a fairly prompt reaction. 
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TO 

FROM 

SUBJECT : 

Office Memorandum 

Mr. Gold 

Philine R. La.chm.an f,{)_ 
Floating Gold Tranche 

DATE: October 30, 
1967 

1. You have asked for a preliminary legal view of what would be 
involved in the establishment of a "floating" gold tranche, which would make 
it possible for a member to use the credit tranches ahead of the gold tranche. 

The Fund's tranche policies, including the gold tranche policy, are 
based on the general idea that "adequate safeguards" must be observed in 
making the Fund's resources available to members. Two actions that are 
relevant to the present inquiry have been taken consistently with this idea 
without the need for amending the Articles: (a) the Fund has decided that 
it can safely give the overwhelming benefit of any doubt to requests within 
certain limits (gold tranche policy), and (b) the Fund has decided 'that it 
can make certain drawing privileges "float" in the sense that the exercise 
of them does not affect the tranche policies applicable to other drawings 
(revised compensatory financing facility). 

Clearly, the ideas on which these actions are based could be combined 
so that the gold tranche would became a "floating" facility. I am assuming, 
of course, that any additional strain on the Fund's liquidity resulting from 
making a quasi-automatic privilege exercisable after other privileges would 
cause no legal difficulties under Article I(v). 

2. If the establishment of a "floating" gold tranche were effected 
by a policy decision without amendment of' the Articles, the present provisions 
that deal with levels of Fund holdings would continue to apply. This would 
lead to unsatisfactory results both in respect of the gold tranche and in 
respect of the credit tranches. Under the Fund's present Articles, a member 
which is in a "creditor" position enjoys certain additional benefits, and 
"creditor" position is measured by the member's total net use of the Fund's 
resources. While gold tranche drawings would continue to enjoy the virtual 
immunity from challenge, members with a super gold tranche position would 
lose an important benefit if they made a super gold tranche ·drawing after 
the Fund's holdings of their currency had been increased to 75 per cent of 
quota by a prior credit tranche drawing. What they would lose is the ability 
to make purchases in excess of 25 per cent of quota (as interpreted by 
Decision No. 451-(55/52)(Selected Decisions, .Third Issue, page 20) in a 12-
month period without the need for a waiver under Article V, Section 4, to 
the extent that the Fund's holdings of their currency would not be brought 
above the 75 per cent level. At the same time, certain benefits under the 
Articles would accrue to members which used the credit tranches ahead of the 
gold tranche, and this would be difficult to defend. For example: 
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(i) Under Article V, Section 3(a)(iii), such a member could make 
purchases in excess of 25 per cent of quota (as interpreted in Decision No. 
45,1-(55/5~)) in a period of 12 months to the extent that it had not made net 
use of the Fund's resources as measured by the level of 75 per cent of quota, 
without the need for a waiver under Article V, Section 4. Clearly, such 
privileges should be attached to a floating gold tranche and not to credit 
tranches if they are utilized first. 

(ii) Under Article V, Section 8(c) and Rule I-4(f) no charges are 
levied on Fund holdings which are not in excess of the member's quota, and 
it is for this reason that for drawings in the basic gold tranche (represented 
by holdings between 75 and 100 per cent of quota) a member's obligation to 
agree with the Fund on repurchase when the charge of 4 per cent per annum 
becomes payable does not apply. If a member drew its credit tranches without 
increasing the Fund's holdings of its currency above quota level, no charge 
would be payable and the member could not be made to have a binding connnitment 
to repurchase in respect of its credit tranche drawings. 

(iii) A member may not be declared ineligible under Article V, 
Section 5 as a rule, since it is not using the Fund's resources as determined 
by the 75 per cent level (Decision No. 292-3, Selected Decisions, Third Issue, 
page 33). A member would be immune from this sanction even though it had 
drawn credit tranches and even though the Fund had laid dovm policy require­
ments on the proper use of its resources in connection with the drawing. 

3. If the floating gold tranche were established by amending the 
Articles the amendments would have to be quite sweeping because it would not 
be possible to retain the concept of total net use which now determines the 
extent of members' gold tranche rights. The new concept would be a radically 
different one and would call for a considerable revision of the Articles. The 
provisions that would have to be considered for amendment would include: 

(i) Article V, Section 3(a)(iii) (allowing a member to make 
purchases in excess of 25 per cent of quota in a period of 12 months to the 
extent that it is not making net use of the Fund's resources). 

(ii) Article V, Section 5 (giving immunity from ineligibility 
to members not making use of the Fund's resources). 

(iii) Article V, Section 7(a) (repurchase with gold down to the 
quota level) . 

(iv) Article V, Sections 7(b) and 7(c) (repurchase down to the 
75 per cent level but not beyond; no use of any currency in repurchase above 
the 75 per cent level). 

~ (v) Article V, Section 8(c) and (d) and Rule I-4(f) and (g) 
ii (charges on Fund holdings in excess of quota; requirement to agree on repur­
i I chase when rate of 4 per cent per annum becomes payable; possible sanctions 
! I ) 
\ J for failure to repurchase . 

(vi) Article VI, Section l("net use" to meet a large or sustained 
outflow of capital). 
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(vii) Article VI, Section 2 (special provisions for drawings for 
capital transfers if the Fund's holdings have remained below the 75 per cent 
level for at least six months). 

(viii) Article XII, Section 3(c) (right to appoint additional 
Executive Directors because of reduction of Fund holdings below certain 
average level) . 

(ix) Article XII, Section 6(b) (preferential distribution of net 
income in relation to 75 per cent level). 

In addition, the question whether any changes would require amendment 
of the Articles or could be carried out by amending the Rules and Regulations 
would have to be considered. 

Finally, many of the Fund's decisions would have to be reconsidered. 
For example, the present 3 to 5 year policy on use is based on the rule that 
consultation with the Fund under Article V, Section 8(d) is required no later 
than three years after a drawing. That in turn is based on a schedule of 
charges under which a certain rate is reached on total Fund holdings of a 
currency. 
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Of /ice Mem or.an du m 

TO Mr. Polak DAT5, September 12, 196 7 

FROM Fred Hirsch ~H 
SUBJ5CT • Automatic Repurchase Provisions 

1. It seemed evident from yesterday's Board Meeting that the EEC 
proposals on this subject, if pressed, will open a Pandora's box, above all 
by bringing the nonstatutory influences, through the scheduled commitments 
and through the currencies to be drawn policY, into the bargaining. Of the 
two possibilities raised in your memorandum of September 6, I imagine that the 
political obstacles to granting the Executive Directors power to suspend would 
be as formidable as the obstacles to the more radical elimination, for which on 
economic grounds a case might be made. The combination of voluntary repurchase, 
scheduled repurchase and drawing polfcy make a sufficient and rather well­
balanced troika. I was impressed with the point made by Mr. Gold yesterday that 
the repurchase provisions as written into the Articles were a part of a system 
in which Fund transactions were essentially secondary and supplementary to 
countries' dealings in their first-line reserves. With the development of Fund 
positions as an integral part of countries' reserves, the policy of currencies 
to be drawn seems both a more refined instrument and a means of influencing in 
some degree countries' reserve composition as a whole. 

2. This. general consideration does not touch specifically on the 
question of equity between countries. But it seems important that in any 
examination of the workings of the present system or of the possible changes in 
it, one should show also the impact through the currencies to be drawn policy. 
This has a particular relevance since at least in the past, the reserve currency 
countries which have "gained" by reason of the exemptions on liabilities have 
probably been especially affected by this indirect repurchase. As a specific 
suggestion, might not the Tables 1-6 in the memorandum of the Treasurer's Department 
(SM/67/110) include a memorandum item something like Column l(a) "Net Reduction 
in Fund Holdings of Currency Through Drawings, Net of Repurchase, by Other Members." 

3. There does seem to me one fairly clear anomaly in the liability 
exemption in its present form. The significant economic distinction between 
currency liabilities and short-term contractual debts seems to me that currency 
liabilities can be called on demand, and can therefore be reasonably reckoned 
as a charge _against available reserves. But this distinction breaks down in the 
case of nominal currency liabilities that are in effect specially contracted 
debts, viz., official swaps. The present distinction allows exemption for this 
support when they go through the rigamarole of the exchange of currencies but 
exclude.1exemption when official support is direct in the form of short-term loan 
of foreign currency. This may marginally affect the choice between different 
technical forms of support operations for large countries, which may not be too 
important; but it may also introduce a real degree of discrimination against small 
countries not large enough or strong enough to get into the swap network. Thus, 
it was Turkey's dollar loans from the EMA that helped push it into Article V, 
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Section 7(b) where swap credits would have saved it. Would one simple 
way of catching this anomaly be to add short-term loans to the category 
of exempted influences under Schedule B, Paragraph 3? 

cc: Mr. Fleming 
Mr .• Schwartz 
Mr. Hicks 
Mr. Smith 
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Mr. J. J. Polak 

Room 504 F 

To: 

fll, 

Members of the Executive Board 

From: The Secretary 

EBD/67/139 

( I 

September 12, 1967 

Subject: Modifications in Rules and Practices of the Fund - EEC 
Documents 

In view of the discussions in the Executive Board on modification 
in the Fund's rules and practices, it has been suggested that the attached 
texts of the EEC Ministerial Communique, dated April 18, 1967 and the 
Report of the EEC Monetary Committee, dated April 11, 1967, together with 
unofficial English translations thereof, should be circulated. 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



LES MINISTRES DES FINANCES DES SIX PAYS MEMBRES DE LA COMMUNAUTE ECONOMIQUE 

EUROPEE'.NNE SE SONT REUNIS A MUNICH LE .·17 ET LE 18 AVRIL 1967 SOUS LA 

PRESIDENCE DU DR. H.C. FRANZ JOSEF STRAUSS., MINISTRE DES FINANCES DE LA 
. . . . . . . ·. 

·.·:· 

REPUBLIQUE FEDERALE D 'ALLEMAGNE. PARTICIPAIENT A CETTE REUNION · : M. ROBERT 

HENRION, MINISTRE DES FINANCES (BELGIQUE)., M. MICHEL DEBRE, MINISTRE.DE 

L'ECONQMIE ET DES FINANCES (FRANCE), LE DR. EMILIO COLOMBO, MINISTRE DU 

TRESOR, ET LE DR. ATHOS VALSECHI, SECRETAIRE D'ETAT (ITALIE), LE PROF. 

DR. H. J. WITTEVEEN' VICE-PREMIER MnIISTRE ET MINISTRE DES FnmNCES (PAYS­

BAS), M. PIERRE WERNER, PRESIDENT DU GOUVERNE.MENT ET MINISTRE DES FINANCES 

(LUXEMBOURG), LE PROF. DR. KARL SCHILLER, MINISTRE DE L'ECONOMIE, ET LE 

DR. J. SCHOELLHORN, SECRETAIRE D'ETAT (REPUBLIQUE FEDERALE D'ALLEMAGNE). 

LA COMMISSION DE LA CEE ETAIT REPRESENTEE PAR SON VICE-PRESIDENT, M. ROBERT 

MARJOLm, ET PAR M. HANS VON DER GROEBEN. EN OUTRE ONT PRIS . PART A LA 

REUNION M. MAURICE PEROUSE, PRESIDENT DU COMITE DE POLITIQUE CONJONCTURELLE, 

ET M. JONKHEER EMILE VAN LENNEP, PRESIDENT DU CO.MITE MONETAIRE DE LA CEE. 

DANS LA PREMIERE PARTIE DE LA CONFERENCE., A LAQUELLE PARTICIPAIENT LES 

GOUVEBNEURS DES BANQUES CENTRALES, ILS SE SONT ENTRETENUS DES PROBLEMES 

MONETAIRES INTERNATIONAUX, EN SE FONDANT SUR L1 IDEE QUE LES PAYS MEMBRES 

DE LA CEE DOIVENT OCCUPER DANS LES TIIISTITUTIONS MOTu"ETAIRES INTERNATIOJ:MLES 

UNE PLACE PLUS EN RAPPORT AVEC LEURS RESPONSABILITES REELLES, LEUR 

SOLIDARITE ECONOMIQUE CROISSANTE, LE DEVELOPPEMENT DE LEURS ECHANGES, LEUR 

RAYONNEMENT ECONOMIQUE ET FINANCIER AUPRES . DES PAYS TIERS. CES FAITS NE 

PEUVENT PAS NE PAS CONDUIRE CES PAYS .A .RECHERCHER UNE POSITION COMMUNE 

DANS LES DISCUSSIONS ACTUELLES SUR LA REFORME DU SYSTEME MONETAIRE 
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INTERNATIONAL ET A MAINTENIR A L'AVENIR UNE ETROITE COOPERATION AFIN D'ETRE 

EN MESURE DE SAUVEGARDEn" SOLIDAIREMENT LEURS INTERESTS LEGITIMES. 

DANS L'ESPRIT DE CETTE COOPERATION LES M:Il\!ISTRES DES FINANCES ET DE 

L'ECONOMIE PARTICIPANT A CETTE REUNION SE SONT MIS D'ACCORD SUR LES POINTS 

SUIVANTS : 

l. LE FAIT QU'UNE It1SUFFISANCE DE LIQUIDITES. INTERNATIONAL'ES N'EXISTE PAS 

ACTUELLEMENT NrEXCLUT PAS DE REFLEXIONS SUR.LES.MEStJRES A PRENDRE EN CAS 

DE BESOINS FUTURS EN RESERVES SUPPLEMENTAIRES. 

2. DES MESURES EVENTUELLES POUR CREER DES RESERVES SUPPLEMENTAIRES, OU 

DES SOLUTIONS ALTERNATIVES COBRESPONDANTES DOIV:C.'NT ETRE SUBORDON:NEES A LA 

CONSTATATION COMMUNE D1UNE PENURIE GENER.ALE, A U:N MEILLEUR FONCTIONNEMENT 

DU PROCESSUS D1AJUSTEMBNT, A UN MEILLEUR EQUILIBRE DANS LES TRANSACTIONS 

.. FillANCIERES INTERNATIONALE$. ELLES NE DOIVENT PAS ETRE FONDEES SUR DES 

BESOJNS EN MATIERE DE BALANCE DE PAIEMENT DE CERTAINS PAYS, CE QUI EXCLUT 

UN TRAITEMENT DE FAVEUR AU PROFIT D'UN PAYS OU D'UN GROUPE DE PAYS. 

3. CES MESURES NE DOIVENT PAS S 'ADAPTER AUX PHENOMENES CYCLIQUES A COURT 

TERME, MAIS AUX BESOilIB A LONG TERME • 

4. LE POIDS ACTUEL DES SIX ET LEUR UNION AU SEIN DE LA CEE DOIVENT, EN 

TOUT ETAT DE CAUSE, LEUR ASSURER UNE INFLUENCE SUFFISANTE AU SEIN DU FMI, 

NOTAMMENT DANS LES PROCEDURES DE VOTE. LE COMITE MONETAIRE A ELABORE A 

CETTE FIN DES PROPOSITIONS APPROPRIEES. 
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5. DANS CES CONDITIONS, ~N CAS D'INSUFFISANCE RECONNUE DE LIQUIDITES 

IN'I'ERNATIONALES, IL GERAIT POSSIBLE D1ENVISAGER A L'AVENIR, AU SEIN DU 

F.MI, LA CREATION DE DROITS DE TIRAGE CONDITIONNELS ET Il."'IJ"COIIDITIONNELS. 

6. EN FONCTION DES OBJECTIFS MENTIONNES CI-DESSUS, LA QUESTION SE POSE DE 

SAVOIR S 1 IL y A LIEU D1E..T\1VISAGER, POUR LA CREATION Dis DROITS DE TIRAGE 

AUT01'/.iATIQUES SUPPLEMENTAIRES, DES COMPTES ET UN FTIJANCEMENT SEPARES DES 

TRANSACTIONS ACTUELLES DU FMI. 

7. IL DEVRAI'I' Y AVOIR OBLIGATION DE REMBOUHSF1>1ENT DES DE.OITS DE TIRAGE 

AUTOMATIQUES POUR LES DEBITEURS AYANT UTILISE LA TOTALITE DE LEURS DROITS 

OU UNE PARTIE DE CTI.'TJX-CI DE FACOH CONSTANTE ET PEffDAHT mm LONGUE DUREE, 

AFIN DE LES CONTRAINDRE A RE'l'ABLIR, A L'EXPIRATION D'UN DELAI DETERMINE, 

AU REGARD DE I;"C;Ji:lS DROITS DE TIRAGE AUTOMATIQUES, LEUR POSITION A1'iTERIEURE. 

UIJE TELLE OBLIGATION AURAIT POUR EFFET UNE .AMELIORATION DU FROCESSUS 

D'AJUSTEMENT. ELLE DOIT EGALEMENT EVITER Q,UE LES DR.OITS DE TIRI\GE SOIENT 

UTILISES POUR MODIFIER LA COMPOSITION D~S RESERVES. 

8. LES DROITS DE TIRAGE DANS LE FONDS M.ONETAIRE INTERNATIONAL J:IE SONT PAS 

DIRECTEMENT 'I'RANSFE...!{ABLES. TOUTEF'OIS, LA Q,UESTION DE LA CESSIBILITE 

VOLONTAIRE BILATERALE DES NOU"vEAUX DROITS DE TIRAGE. Q;UI DEVRAIT l\VOIR LIEU 

EN TOUT ETAT DE (;AUSE SOUS LE CONTROLE DU FMI, ET QUI NE DEVP.AIT PAS CHANGER 

L'OBLIGATION DE REMBOURSEMENT DU PAYS TIREUR ORIGINAIRE, DE:MANDE ENCORE 

UNE ETUDE PLUS APPROFONDIE. 

BEST REGARDS 

0. EMJ.\1INGER 



COMMUNAUTE ECONOMIQUE 
EUROPEENNE 

Comite monetaire 

Bruxelles, le 11 avril 1967 
5742/II/67 - F 

TRES CONFIDENTIEL 

RAPPORT DU COMITE MONETAIRE AUX 
Ministres des Finances et aux Gouverneurs 

des Banques centrales de la C.E.E. 

1. Au cours de leur reunion des 16 et 17 janvier 1967, les ministres 
des Finances et les gouverneurs des Banques centrales des six pays de la 
Communaute economique europeenne ont adopte un communique qui precise 
notamment : "les ministres et gouverneurs, soucieux d 1affirmer leur soli­
darite sur une question aussi essentielle que celle du probleme monetaire 
international, ont decide, tout en poursuivant 1 1examen des projets prece­
dennnent discutes, de faire etudier sans tarder par leurs experts, reunis. 
au sein du Com.ite monetaire de la C.E.E., le perfectionnement des methodes 
de credit international". 

2. En execution de ce mandat le Cornite monetaire stest efforce d 1ela-
borer les elements d 1une position commune des pays de la C.E.E. dans les 
discussions actuelles sur la reforme du systeme monetaire international. 
A cet egard il s'est laisse guider par les considerations suivantes : 

i. Si, a l'avenir, une extension des liquidites internationales devait 
S1 i.mposer, celle-ci pourrait etre fondee Sur un developpem.ent des 
mecanismes de credit dans le cadre du Fonds Monetaire International. 

ii. Afin de garantir que d'eventuelles decisions sur la creation de liqui­
dites ne soient prises d 1une fa~on prematuree et ne depassent le volume 
necessaire, compatibles avec le maintien de la stabilite monetaire, les 
procedures a.e vote s 'appliquant a ces decisions devraient etre fixees 
a.e telle maniere que les pays de .la C .E .E. puissent exercer une in­
fluence correspondant a leurs responsabilites econom.ique et financiere. 

iii. Enfin, il conviendrait de saisir 1 1occasion de 1 1adaptation de certaines 
dispositions des statuts du Fonds aux fins citees en (i) et (ii) pour 
proceder egalement a d'autres ameliorations souhaitables des statuts, 
des principes de gestion du Fonds et des modalites de vote, nota.mm.ent 
celles qui·pourraient contribuer a ameliorer le fonctionnement d'un 
mecanisme elargi de liquidit~s au sein du F.M.I. 

3. Se basant sur ces principes fondaraentaux, le Cornite monetaire a 
fai t un certain nombre d.e propositions pouvant se regrouper sur les trois 
rubriques suivantes : 

A. Developpement des activites du F.M.I. 

B. Amenagement a.e certaines regles et pratiques du F .M.I. 

c. R~gles relatives a la procedure de decision concernant les questions 
importantes, en particulier celles relatives aux diverses formes de 
creation de liquidites. 
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A. DEVELOPPEMENT DES ACTIVITES DU F .M.I. 

4. Le Comite monetaire a examine diverses techniques susceptibles de 
satisfaire les besoins de liquidites qui pourraient se manifester. Elles 
s'echelonnent depuis l'eiargissement des facilites trad.itionnelles du 
F.M.I. jusqu'a i 1 ouverture de nouvelles facultes de tirage qui pourraient 
@tre partiellement ou totalement separees des activites actuelles du F.M.I. 

En premier lieu,il a ete rappele que des augmentations generales 
ou selectives des quotes-parts, soit dans le. cadre normal des revisions 
quinquennales, soit a d'autres occasions, permettraient d'accro:ttre les 
moyens d'intervention du F.M~I. 

Par .. ailleurs, on pourrai t envisager d' elargir les droi ts de tirage 
des pays membres du F.M.I. dans les tranches de credit jusqu'a present li­
mites a 125 % de leur quote-part, sous reserve d'un accord general relatif 
aux modifications proposees par ailleurs en ce qu:i. concerne les engagements 
des pays tireurs et les regles de majorite pour la prise de telles deci­
sions • 

. Toutefois, on a fait remarquer qu'apres les majorations importantes 
tant generales que selectives des quotes-parts qui en 1966 ont porte celles­
ci de 15 a 21 milliards de dollars, il n'y a pas actuellement de necessite 
d'augmer..ter le -..rolume des liquic1ites conditionnelles. 

5. Au-dela des possibilites exposees au paragraphe precedent figure 
l'augmentation du volume des droits de tirage automatiques dans le F.M.I. 
Cette possibilite a ete egalement examinee; elle pourrait etre envisagee 
sous diverses formes, par exemple octroi ·de tranches-or supplementaires 
centre paiement partiel en or ou sans versement d'or, automaticite progres­
sive des tranches .de credit. 

Les membres du Comite monetaire ont ete unanimes a rappeler que la 
creation de nouveaux droits de tirage automatiques dans le F.M.I. ne devrait 
pas intervenir avant que ne soit reconnue collectivement une penurie gene­
rale de reserves et qve n'ait ete constate un meilleur fonctionnement du 
processus d'ajustement ainsi qu'un meilleur equilibre des·paiements inter­
nationaux, l 1 augmentation des avoirs en monnaies de reserve des Banques 
centrales ne contribuant plus· d'autre part au financement des deficits 
exterieurs des pays a monnaie de reserve. 

L'augmentation eventuelie du.volume des droits de tirage automa­
tiques pourrait @tre realisee selon diff~rentes modalites du point de vue 
institutionnel, comptable et financier : 

a) On pourrait realiser cette augmentation soit par une integration des 
nouveaux droits de tirage automatiques dans le systeme des quotes-parts 
du Fonds; soit moyennant un systeme de comptes separes; dans ceder­
nier cas les nouveaux droits de tirage pourraient avoir un caractere 

.dit 11 flottant" (utilisables avant.au apres epuisement des autres droits 
de tirage). 
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b) Les moyens additionnels necessaires pour le financement des droits de 
tirage supplementaires pourraient etre incorpores dans l'ensemble des 
ressources du Fonds, ou pourraient demeurer separes; dans le premier 
cas les nouvelles ressources feraient partie de la liquidite genera.le 
du Fonds. 

c) La separation des comptes visee sous (a) et celle des ressources visee 
sous (b) pourraient etre effectuees soit dans le cadre du Fonds meme, 
soit par la creation d'un organisme associe au Fonds (Fund affiliate). 

6. Une formule dont les lignes generales ant re9u l'appui d'un certain 
nombre des membres du Comite monetaire consisterait a ouvrir des droits de 
tirage automatiques avec une comptabilite et un financement separes de ceux 
des autres droits de tirage sur.le Fonds. Les nouvelles facilites automa­
tiques seraient (a) utilisables suivant des regles bien definies a etablir, 
parmi lesquelles figurerait la condition qu'elles ne devraient pas etre 
utilisees dans le seul but de modifier la comp~sition des reserves des 
pays tireurs, et (b) directement transferables entre les autorites mone­
taires des pays membres. 

7. Le chois eventuel d'une solution dans ce domaine perroettra de 
satisfaire Qans les meilleures conditions les bssoins legitimes de l'en­
semble de la cc:mlffiunaute internationale. Toutefois, la mise en place de 
techniques de cette nature rf.lg_uerra des amenagements a la structure et 
au fonctionnement du F.M.I., et n:otamment un accord sur les procedures de 
decisions, tels qu'exposes ci-apres. 

B. AMENAGEMENT DE CERTAINES R1!:GIBS E'I' PRf\.TIQTJES DU F .M.I. 

8. Le Comite est d'avis qu'eu egard aux changements multiples et pro­
fonds intervenus depuis la creation du F.M.I. dans la situation economique 
generale, dans les situations respectives des pays membres et dans le'fonc­
tionnement du systeme monetaire international, diverses adaptations au 
fonctionnement de cette institution paraissent opportunes en vue de la 
mettre mieux en mesure de repondre aux necessites actuelles. 

a) Ad~tation de certaines di$pnsitiom: 

i. Statut de la tranche-or et de la super tranche-or 

Les droits de tirage acquis par les pays membres en tranches-or 
et en super tranches-or sont devenus pour plusieurs d'entre eux un actif 
important, qui a d 1 ailleurs pris la place d'autres reserves, Ces droits 
pourraient etre appeles a augmenter encore. Il est necessaire de leur 
assurer toutes les qualites d'une veritable reserve. Il y aurait lieu 
d'ameliorer leur statut en ce qui concerne l~ pleine automaticite de leur 
utilisation, leur expression en une unite de compte or et la suppression 
de la commission per<sue par le F .M..I. 
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La possibilite d'unifier les proprietes des droits de tirage corres­
pondant aux tranches-or et aux super tranches-or, d'assortir leur detention 
d'une certaine remuneration et d'assurer la transferabilite directe de ces 
droits devrait @tre envisagee. Il est souhaitable que les etudes techni­
ques en cours au F .M.I. aboutissent dans 1es meilleurs delais a. des propo­
sitions concretes. 

ii. Conditions de tirage dans les tranches de credit 

Les principes regissant actuellement la politique de tirage dans 
les tranches de credit devraient faire l'objet d'un reexamen afin de con­
tribuer plus efficacement au processus d'ajustement, en renfor~ant le 
caractere conditionnel de ces tirages •. Dans ce but, il y aurait lieu de 
chercher a rendre plus precis les engagements a prendre par les pays tireurs, 
en prevoyant par exemple certaines normes quantitatives auxquelles ils 
seraient appeles a se conformer, notamment en ce qui concerne leurs poli­
tiques budgetaire, monetaire et des revenus. La revision du bareme des re­
devances pourrait par ailleurs @tre envisagee, 

Si un renforcement dans le sens indique etait opere, on pourrait 
envisager la suppression de la clause du statut du F.M.I. qui limite a 
25 % a.e la quote-part le montant des ti rages operes dans le delai d 'un 
an, celle-ci n'etant guere observee dans la pratique. 

iii. Regles concernant les conditions de remboursement des tirages sur 
le F.M.I. 

Les statuts du F.M.I. prevoient que les pays membres ayant ope;:e 
un tirage sur le Fonds peuvent; dans certaines conditions, etre d_ispenses 
des obligations de remboursement. Il y aurai t lieu d' etudier la revis:i.o;.1 
des dispositions correspondantes (art. V, sec. 7 bet c et art. XIXe). 

iv. Autres adaptations 

Lors d'une revision eventuelle des statuts du F.M.I., on pourrait 
envisager: 

- d'une part, de completer la liste des objectifs enumeres a l'art. I en 
faisant specifiquement mention de la stabilite des prix; 

- d'autre part, de supprimer la distinction qui n'est plus operee dans la 
pratique entre mouvements de capit~ux et transactions courantes (art •. VI, 
sec. l et 2; art. VIII, sec, 4 a de.s statuts du F.M.I.). 
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b) · Maintien de la valeur or des avoirs du F .M.I. et expression du pair 
des monnaies · · 

Ila ete suggere de remplacer la disposition qui requiert l'appro­
bation de tout pays a.yant 10 % du total des quotes-parts du F .M.I. en cas 
d'une proposition de modification uniforme de la parite des monnaies par 
l'approbation d'une majorite d'au moins 85 %. 

· L'article IV sec. 8 des statuts du F.M.I. prevoit qu'il peut etre 
deroge a la clause qui assure le maintien de la valeur or des avoirs du 
Fonds. Afin de sauvegarder au mieux cette valeur, il est propose qu'une 
decision de derogation ne puisse etre adoptee que par une majorite de 80 % 
au moins du total des droits de vote. 

Enfin, le Comite monetaire propose de simplifier la definition 
actuelle des parites et de l'unite de compte du F.M.I. (art. IV sec. 1 a) 
en retenant seulement la reference a un poids d'or. 

C. REGLES RELATIVES A LA PROCEDURE DE DECISION CONCERNANT LES QUESTIONS 
IMPORTAJ~TES, EN PARTICULIER CELLES RELATIVES AUX DIVERSES FORMES DE 
CREATION DE LIQUIDITES 

9. A l'exception d'un nombre tres limite de decisions qui doivent 
etre prises a la majorite qualifiee OU a l'unanimite, les decisions du 
F.M.I. sont prises a la majorite simple des votes exprimes (1). 

Ainsi, da.ns les domaines importants pour les finances de l'orga­
nisation et des pays membres, des decisions ~ourraient etre prises sans 
avoir recueilli necessairement l'accord des pays appeles a en assumer la 
charge. Il conviendrait done que de telles decisions soient prises a 
une importante majorite qualifiee. Il devrait en @tre ainsi particuliere­
ment en ce qui concerne les modifications generales des quotes-parts et la 
creation de facilites additionnelles. Pour ces decisions, une majorite de 
85 % du total des votes devrait etre reunie; cette majorite devrait com­
prendre au moins la moitie des importants pays crediteurs (2). 

(1) Il s'agit de votes ponderes principalement suivant l'importance des 
quotes-parts. 

(2) On pourrait considerer comme "im_portants pays crediteurs" les pays 
dont les avoirs en monnaie nationale dans le Fonds etaient, en moyenne, 
au cours des 5 ou 10 dernieres armees, inferieurs a 75 % de leurs 
quotes-parts, la contribution mininrum nette pour le financement des 
tirages sur le Fonds etant, en moyenne annuelle, de x % (par exemple 
au moins 3:%) du montant total du financement. 
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Dans un tel systeme, les pays de la c.E.E., qui disposent actuelle­
ment de 17 % des quotes-parts, exerceraient - tant qu'ils ne sent pas 
debiteurs - pour les decisions de cette nature, une influence comparable 
a celle des Etats-Unis. Dans l'hypothese ou cette majorite qualifiee 
n'etait que de 80 % les pays de la c.E.E. pourraient beneficier des m@mes 
garanties, a condition que le total de leurs quotes-parts soit superieur 
a 20 % du total des quotes-parts. Ceci postulerait des augmentations 
selectives des quotes-parts··dE!.s pays de la C,E.E.; certains d'entre eux, 
dont la quote-part est inferieure ace que justifierait l'application des 
regles habituelles de calcul, seraient disposes a proceder a un tel ajuste­
ment. · Ce n'est evidemment pas le cas pour un pays de la C.E.E. qui, en 
juin 1966, a majore sa quote-part de plus de 50 %. . 

10. Les statuts du F.M.I. prevoient (art. XII, sec 5 b) que, pour deux 
types de decisions ("waiver" et "ineligibilite"), les droits de vote a la 
disposition des pays soient ajustes en fonction de leur position creditrice 
et debitrice, Il est propose de mettre a l'etude.le renforcement des 
mecanismes d' ajustement des droits de vote. Il es.t egalement sug.gere que 
soit etendu le champ des decisions devant @tre prises sclon ces modalites 
a toutes celles comportant un caractere financier. 

En liaison avec l'octroi eventuel ·de votes supplementaires aux pays 
creanciers, il serait necessaire de modifier 1es pratiques existantes en 
ce qui concerne la faculte de vote des pays tireurs. La formule prevue 
dans les Accords Generaux d'Emprunts (abstention du pays tireur) pourrait 
@tre envisagee. 

11. Le Comite monetaire est d'avis qu'il y aurait lieu de prevoir que 
les decisions soient egalement prises a une ma,jorite qualifiee dans d' autres 
domaines, notamment dans ceux mentionnes ci-apres : 

- politique du credit du F.M.I. (cha.ngement dans les lignes directrices de 
cette politique) 

- politique du F.M.I. envers l'or (versements d'or par les membres et 
investissernents par le Fonds) 

- politique du F.M.I. a l'egard des emprunts (art. VII) 

- interpretation des statuts. 

Il y aurait lieu d'examiner si parmi les decisions devant @tre 
prises a la majorite qualifiee, celles qui comportent un accroissement des 
charges des pays debiteurs du F .M.I. 1')ourraient @tre assorties d 'une condi­
tion supplementa_ire analogue a celle ni.entionnee precedemment en ce qui 
concerne les pays crediteurs et prevoyant que la moitie au moins des pays 
debiteurs importants devrait faire :partie de la majorit~ ;requise. 
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12. Enfin, etant donne qu'il est envisage d'accroitre les taches du 
F.M.I. et qu'il est souhaitable de faciliter la prise de decisions impor­
tantes au sein de cett,e institution, on pourrait envisager d'associer plus 
etroitement les gouverneurs du F .M.I. a. la vie a.e cette inntitution. A 
cet effet, on pourrait prevoir la constitution d 1un groupe reGtreint de 
gouverneurs, ou de leurs delegues, qui se reunirait periooiquement. Il 
serait charge de suivre la politique generale du F.M.I. et en particulier 
pourrait etre appele a preparer les decisions relatives aux taches nouvelles 
qui seraient con~iees au Fonds Monetaire. En outre, il pourrait etre saisi 
des questions relatives a l 1 interpretation des statuts du F.M.I. 



TRANSLATION 

Munich, April 18, 1967 

The Finance Ministers of the six member countries of the European 
Economic Community held a meeting at Munich on April 17 and April 18, 1967, 
under the Chairmanship of Dr. h. c. l~ranz Josef Strauss, Minister of 
Finance of the German Federal Republic. Taking part in the meeting 
were: Mr. Robert Henrion, Minister of Finance (Belgium); Mr. Michel 
Debre, Minister of Economic Affairs and Finance (France); Dr. Emilio 
Colombo, Minister of the Treasury, and Dr. Athos Valsechi, Secretary of 
State (Italy); Prof. Dr. H.J. Witteveen, Deputy Prime Minister and Min­
.ister of Finance (Netherlands); Mr. Pierre Werner, President of the Govern­
·ment: and Minister of Finance (Luxembourg); Prof. Dr. Karl Schiller, Min­
ister of Economic Affairs, and Dr. J. Schoellhorn, Secretary of State 
( German Federal Republic). The EEC Commission was represented by 
Mr. Robert Marjolin, Vice President, and Mr. Hans von der Groeben. Also 
present were: Mr. Maurice Perouse, Chairman of' the Short-Term Economic 
Policy Committee, and Mr. Emile Van I.ennep, Chairman of the EEC Monetary 
Committee. 

During the first part of the meeting, in which the Central Bsmk 
Governors took part, they discussed international monetary problems, 
starting from the idea that the EEC member countries ought to occupy a 
place in the international monetary institutions more in keeping with 
their actual responsibilities, their growing economic solidarity, the 
expansion of their trade, and their economic and financial influence 
( 

11 rayonnement") on outside countries. This state of affairs cannot fail 
to lead the countries in question to seek a common position in the present 
discussions on the reform of the international monetary system and to 
continue a close cooperation in the future, so that they will be in a 
position, acting together, to safeguard their legitimate interests. 

In the spirit of this cooperation, the Ministers of Finance and 
Economic Affairs taking part in this meeting agreed on the following 
points: 

1. The fact that there is no present shortage of international 
liquidity does not prevent consideration of the measures to be taken in 
case there should be a need for additional reserves in the future. 

2. Any measures which may be taken to create additional reserves, 
or any alternative solutions adopted for the same purpose, should be 
dependent upon a common judgment that a shortage exists, upon a better 
functioning of the adjustment process, and upon the achievement of a 
better equilibrium in international financial transactions. They should 
not be based on the balance of payments requirements of certain countries, 
thus excluding any special treatment benefiting a single country or group 
of countries. 



- 2 -

3. These measures should not be related to short-term cyclical 
phenomena but to long-term requirements. 

4. The present strength of the Six and their union in the EEC must, 
in any event, ensure that they have a proper influence in the IMF, par­
ticularly in the voting procedures. The Monetary Committee has made suit­
able propositions for this purpose. 

5. On these conditions it would be possible, in the event of an 
agreed shortage of international liquidity, to envisage in the future the 
creation of both conditional and unconditional drawing rights within the 
IMF. 

6. In connection with the goals mentioned above, the question arises 
as to whether it is opportune to establish, for the creation of additional 
automatic drawing rights, accounts and a method of financing separate from 
the current IMF operations. 

7. Automatic drawing rights, should carry an obligation to repur­
chase for debtors who had used all their drawing rights, or part of them 
persistently and over a long period, in order to compel them to re-establish 
their previous position with regard to their automatic drawing rights at 
the end of a given period. The effect of such an obligation would be to 
improve the adjustment process. It should also prevent drawing rights 
being used to alter the composition of reserves. 

8. International Monetary Fund drawing rights are not directly 
transferable. Nevertheless, the question of voluntary bilateral transfer­
ability of the new drawing rights, which would have to take place in any 
event under the control of the IMF and which should not be allowed to 
affect the repurchase obligation of the original drawing country, requires 
still further examination. · 

I .. 
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EUROPEAN ECONOMIC 
COMMUNITY 

Monetary Committee 

Translation 

Brussels, April ll, 1967 
5742/II/67 - F 

VE.RY CONFIDENTIAL 

REPORT BY THE MONETARY COMMI!TEE* 

to the Finance Ministers and the 

Central Bank Governors of the EEC 

1. During their meeting of January 16 and 17, 1967, the Finance 
Ministers and the Central Bank Governors of the six.countries forming 
the European Economic Community agreed •n a communique which contained 

· the following: "the Ministers and Governors, anxious to confirm their 
solidarity on a question as important as the international monetary · 
problem, have decided, while pursuing the examination of the plans dis­
cussed hitherto, to instruct their experts in the Monetary Committee of 
the EEC to study without delay the improvement •f the methods of inter­
national credit 11 

• 

2. In carrying out these instructions, the Monetary Committee has tried 
to work out the main points for a common position by the EEC countries 
in the current discussions on the reform af the international monetary 
system. In this c•nnection, it has been guided by the following consid­
erations: 

i. If, some time in the future, an increase in international 
liquidity became necessary, this increase could be based on an extension 
of the credit mechanisms with;n the International Monetary Fund. 

ii. In order to ensure that any decisions on the creation of 
liquidity are not taken prematurely and do not exceed the necessary 
volume compatible with the maintenance of monetary stability, the voting 
procedures used for these decisions should be arranged in such ·a way that 
the EEC countries can exercise an influence corresponding to their economic 
and financial responsibilities. 

iii. Finally, it would be desirable to take the opportunity afforded 
by the alteration of certain Fund Articles for the purposes mentioned in 
(i) and (ii) above, in order to make ~ther desirable changes in the 
Articles, the principles underlying the Fund's operations and in its voting 
procedures, in particular such changes a.a could help to improve the func­
tioning of an expanded liquidity mechanism within the Fund. 

* A provisional English translation by the Fund staff. 
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3. Basing itself on these fundamental principles, the Monetary Committee 
has made a number of proposals which may be grouped under the following 
three headings: 

A. Expansion of the activities of the International Monetary Fund 

B. Changes in certain rules and practices of the International 
Monetary Fund 

C. Rules relating to the procedure for reaching decisions on 
important questi~ns, and in particular those relating to 
the various forms of liquidity creation. 

A. EXPANSION OF THE ACTIVITIES OF THE INTERNATIONAL MONETARY FUND 

4. The Monetary Committee has examined a number of techniques which 
might meet the needs for liquidity that could arise. These techniques 
run from the enlargement of the Fund's existing facilities to the opening 
of new drawing rights which might be partly or wholly separate from the 
Fund's present activities. 

-In. the first place it was pointed out that gener~ or special in­
creases in quotas, whether as part of the normal quinquennial review, or 
on other ~ccasions, would make it possible to increase the Fund's resources. 

Secondly, it would be pos~ible to extend the drawing rights of Fund 
members in the credit tranches, .hitherto restricted to 125 per cent of 
quota, provided that there were a general agreement relating to the changes 
proposed elsewhere regarding the commitments of the drawing countries and 
the rules regarding the majority required for taking such decisions. 

However, it was pointed out that after the large increases, both 
general and special, in quotas, which raised quotas from 15 billion to 
21 billion dollars in 1966, there is no need at the present time to in­
crease the volume of conditional liquidity. 

5. In addition to the possibilities set forth in the preceding paragraph, 
there is the possibility of increasing the volume of automatic drawing 
rights in the Fund. This possibility was also examined; there are various 
ways in which it could be implemented--for example, by granting additional 
gold tranches either against partial payment in gold or without gold pay­
ment, or by giving the credit tranches a progressively automatic character. 

The members of the Monetary Committee unanimously recalled that the 
creation of new automatic drawing rights in the Fund should not be under­
taken in advance of a collective judgment that there was an over-all shortage 
of reserves, that the adjustment process was functioning better, .and that 
there was better balance in international payments, with increases in 
holdings of reserve currencies by the Central Eanks no longer contributing 
toward the financing of the foreign deficits of the reserve currency 
countries. 

_l 
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The :possible increase·in the volume:of' automatic drawing rights could 
be brought about through the adoption of various institutional, accounting, 
and financial tecbni~ues. 

a. It would be possible to bring about this increase either by 
incorporating new automatic drawing rights in the Fund's quota 
system, or by means of a system of separate accounts. In this 
latter case, the new drawing rights could be 11 floating11 (i.e •, 
they could be used either before or after other drawing rights 
·were used up) • 

b. The additional resources required to finance the supplementary 
drawing rights could be incorporated in the Fund's general re­
sources, or they could be kept separate. In the former case, 
the new resources would be part of· the Fund I s general liquidity· 

c. The separation of accounts as at (a) above and the separation of 
funds as at (b) above could be carried out either within the 
Fund itself ~r by establishing a Fund af'filiate. 

6. One proposal, whose general principles received the support of a 
number of members of the Monetary Committee, would consist of opening auto­
matic drawing rights, with both their accounting and their financing 
separate from those of the other drawing rights in the Fund. The new auto­
matic facilities would be (a) usable in accordance with well-defined rules 
which would have to be drawn up in advance, including a condition that the 
drawing rights could not be used for the sole purpose of altering the com­
position of the reserves of the drawing countries, and (b) directly trans­
ferable between the monetary authorities of the member countries. 

7. The eventual choice of a solution in this field will enable legitimate 
requirements of the international comm.unity as a whole to be satisfied 
under the most favorable conditions. However, the introduction of techniques 
of this sort would require changes in the structure and operations of the 
International Monetary Fund, and in particular an agreement on decision­
taking procedures, such as those set out below. 

B, CHANGES IN CERTAIN RULES AND PRACTICES OF THE INTERNATIONAL MONETARY FUND 

8. The Committee f'eels that in view of the many far-reaching changes that 
have taken place, since the establishment of the International Monetary 
Fund, in the general economic situation, in the relative positions of the 
member countries and in the functioning of the international monetary system, 
a number of modifications in the working of this institution appear desirable 
in order to make it more capable of meeting the needs of the present day. 

a. Changes in certain provisions ---------------
(i) Status of the gold tranche and the super gold tranche 

For many member countries, the drawing rights that they have 
acquired in the gold tranche and the super gold tranche have become major 
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asi,3.ets that have, moreover, taken the place of other resepyes. These 
drawing rights may well become still larger. It is necessary to ensure 
that they have all the qualities of a true reserve. It would be desirable 
to improve their status with respect to full automaticity in their use, 
their expression in terms of a gold accounting unit, and abolition of the 
commission· levied by the International Monetary Fund. 

The possibility should be considered of harmonizing the char­
acteristics of the drawing rights in the gold tranche and those in the 
super gold tranche, of attaching a certain remuneration to the holding of 
these drawing rights, and of ensuring their direct transferability. It is 
desirable that the technical studies now being undertaken by the IMF should 
lead to concrete proposals as rapidly as possible. 

' (ii) Conditions attaching to drawing rights in the credit tranches 

The principles now governing the policy for drawings in the 
credit tranches should be re-examined in order to make them play a more 
effective part in the adjustment process, by strengthening the conditional 
character of these drawings. For this purpose, it is desirable to seek a 
means of rendering more precise the commitments undertaken by drawing coun­
tries, for example, by ~etting down certain quantitative standards to which 
they would have to cdnform, especially with respect to their budgetary, 
monetary and income policies. A change in the scale of charges could also 
be envisaged. 

If the _rules were strengthened in the direction mentioned above, 
it would be possible to consider abolishing the clause in the IMF Articles 
of Agreement which limits the amount of drawings in a given year to 25 per 
cent of quota, since this limit is hardly ever respected in practice. 

(iii) Rules governing the conditions for repurchase from the Fund 

The Fund Articles of Agreement provide that member countries which 
have made a drawing on the Fund may in certain circumstances be exempt from 
repurchase obligations. A revision of the Articles in question (Article V, 
Section 7 (b) and (c) and Article XIX, (e)) should be considered. 

(iv) Other changes 

If the Fund Articles of Agreement are reviewed, it might be 
worthwhile considering: 

first, adding to the list of Purposes set out in Article I by 
making specific mention of price stability; 

secondly, abolishing the distinction, which is no longer made 
in practice, between capital transfers and current transactions 
(Article VI, Section land Section 2; Article VIII, Section 4 (a} 
of the Fund Articles of Agreement). 

I 
> 
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b. Ma.intehance of the gold value of the Fund's assets and 

~pr~~~Y!~~~~~----------------

It has been suggested that the provision requiring the approval of 
every.member holding 10 per cent or more of the total of the quotas in the 
Fund for a proposal to make a uniform change in the par values of currencies 
should be replaced by a clause requiring the approval of at least an 85 per 
cent majerity. 

Article DI, Section 8 of the Fund Articles of Agreement lays down that 
a waiver may be granted from the clause which insures the maintenance of 
the gold value of the Fund's assets. In order to protect this value as 
far as possible, it is proposed that a decision in favor of a waiver shall 
only be taken by a majority of at least 80 per cent of the total voting 
power. 

Finally, the Monetary Committee proposes that the present definition 
of par values and of the IMF unit of account (Article 'DI, Section l (a)) 
should be simplified by retaining only the reference to a weight of gold. 

C. RULES RELATING TO THE PROCEDURE FOR REACHING DECISIONS ON IM.roRTANT 
QUESTIONS, AND IN PARTICUIAR THOSE RELATING TO THE VARIOUS FORMS OF 
LIQUIDITY CREATION 

9. Except for a very small number ~f decisions which have to be taken by 
a qualified majority or,'111animously, IMF decisions are taken by simple 
majority of votes cast • .!/ 

Thus, in areas that are significant for the finances both of the 
organization and of the member countries, decisions might be taken without 
necessarily having the agreement of the countries which would have to assume 
the consequent burden. It is therefore desirable that such decisions should 
be taken with a large qualified ma.jori ty. In particular, this should be 
the case for general changes in quotas and for the creation of additional 
facilities. For these decisions, an 85 per cent majority of all votes 
should be required; ~his majority ought to include at least half the major 
creditor countries • .51 

In such a system, the EEC countries, which now hold 17 per cent of the 
quotas, vould exercise an influence comparable to that of the United States 
in decisions of this sort, provided that they did not become debtors. 
Assuming that this qualified majority were only 80 per cent, the EEC countries 

±/ These votes are weighted mainly in accordance with the size of the 
quotas. 

2/ Major creditor count;ries may be defined as those countries whose 
national currency holdings by the Fund have been on the average during the 
last five or ten years less than 75 per cent of their quotas, the minimum 
net contribution for financing drawings on the Fund being x per cent (e.g. 
at least 3 per cent) of the total volume of financing, on the average over 
the years. 
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could haye,. the same protection, provided that taken together their quotas 
came to more than 20 per cent of total quotas. This would involve special 
increases· in the quotas of the EEC countries. Some of them, whose quota 
is lower .. thqn would be justified by the application of the usual methods 
of computation, would be prepared to accept such an adjustment. This is 
clearly not the case for one EEC country, which raised its subscription 
by more than 50 per cent in June 1966. 

10. The Fund Articles of Agreement provide (Article XII\ Section 5(b)) 
that for two types of decision (waiver and ineligibilityJ, the voting 
rights to which a country is entitled shall be adjusted to take account of 
its.creditor or debtor position. It is proposed that a strengthening of 
the machinery for adjusting voting rights should be studied. It is also 
suggested that the range of decisions to be taken in this way should be ex­
tended to cover all those of a financial nature. 

In connection with the possible granting of additional votes to 
creditor countries, it would be necessary to alter the existing practices 
regarding the voting rights of drawing countries. The system envisaged 
in the General Arrangements to Borrow (where drawing countries do not vote) 
could be considered. 

11. The Monetary Committee feels that it would also be desirable to lay 
down that decisions should be taken by a qualified majority in other fields, 
and particularly in those listed below: 

Fund credit policy (changes in the guidelines for this policy); 

Fund gold policy (gold payments by members and Fund investments}; 

Fund policy en borrowing (Article VII); 

Interpretation of the Articles of Agreement. 

Consideration could be given to the question whether, among the decisions 
which ought to be taken by qualified majority, a supplementary clause could 
be introduced in those involving an increase in the burden falling on 
debtor countries in the Fund which, in analogy to the clause mentioned 
above regarding creditor countries, would provide that at least half the 
major debtor countries should be included in the required majority. 

12. Finally, as consideration is being given to increasing the work of the 
Fund, and as it is desirable to facilitate the taking of important decisions 
within that institution, it might be worth considering associating the 
Governors of the Fund more closely with its activities. For this purpose, 
the establishment of a small group of Governors or of their representatives, 
which would meet periodically, might be considered. This group would be 
made resp::,nsible for keeping an eye on the general policy of the Fund; in 
particular, it could carry out the preparatory work for decisions connected 
with the new tasks that might be entrusted to the Fund. Finally, it c•uld 
handle questions relating to the interpretation of the Fund Articles of 
Agreement. 
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I. Introduction 

In this memorandum the proposals under Section II B of EBD/67 /97 
entitled "Rules governing the conditions for repurchase and drawings on 
the IMF 11 have been applied to the calculations of repurchase obligations 
under Article V, Section 7(b) for a number of recent fiscal years. 

In EBD/67/97 three proposals have been made: 

11 (a) abolishing the deduction of currency liabilities provided 
for in Article XIX (e) in calculating the amount of the 
monetary reserves that form the basis for determining the 
repurchase obligations. 

(b) abolishing the abatements in cases of repurchases calculated 
in currencies which the Fund may not accept. 

(c) including the currencies of non-member countries that are 
recognized as convertible by the IMF in the calculation of 

ll reserves. 

To establish the hypothetical repercussions of these proposals in past 
fiscal years the staff has extracted the repurchase obligations of members 
incurred under Article V, Section 7(b) as of April 30, 1958, and 1962 through 
1966. Repurchase obligations have been recalculated for members in the light 
of proposals (a) and (b) above (which are referred to in this paper as "the 
new proposals") and compared with repurchases by members. In these compar­
isons no account has been taken of sales, by the Fund, of members' currencies, 
such sales reduce the Fund's holdings of a member's currency and have the 
same effect as a repurchase in cases where the holdhigs are above 75 per cent 
of quota. These results are set out in Tables 1 - 6. 

It should be noted that the adoption of the new proposals would have 
had a considerable impact on the total repurchase obligations, the creditor 
and debtor positions of members, pa~'I!lent to the Fund of substantial amounts 
of gold ancl convertible currencies, and the composition and levels of the 
Fund's holdings of Article VIII currencies. Consequently, it is virtually 
certain that the Fund's policies on drawings and repurchases, sales of gold 
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to reconstitute holdings, and drawings under the General Arrangements to 
Borrow would also have been influenced, in addition to members' assessments 
of their positions in the Fund. These changes would also have affected 
members' reserves policies and their holdings of gold and currency, which 
would have had a bearing on the composition .. of s.ubsequent repurchases under 
Article V, Section 7(b). 

It has been considered impractical to show.the cumulative progression 
of the effects of the new proposals through a series of years. For example, 
the amounts no longer abated would need to be reallocated in one of several 
different ways; and this reallocation will affect not only the repurchasing 
members' reserves but also the Fund's holdings of gold and other currencies, 
as the method of reallocation has not been determined and the basis for 
the subseq_uent year's repurchase calculations is not kpown. Therefore, the 
effect of the proposals in each of the six years has been presented separately, 
and in isolation from the possible impact of changes in holdings, q_uota 
increases and sales of currency by the Fund. The data in the tables are 
not cumulative, .cannot be aggregated, and should be looked upon as noncon­
secutive. 

II. The Financial Effects of a Change from a "Net" 
to a "Gross" Concept of Monetary Reserves 

Past and Present Practice 

Prior to 1952, the repurchase policy in the Fund was confined to the 
application of Article V, Section 7(b) and Article V, Section 7(a). The 
first section·is a mandatory provision which is applicable if the member's 
net reserves are above the level of its q_uota and if the currencies in 
which any repurchase obligation is calculated are acceptable to the Fund. 
Under the second section a member could repurchase its currency from the 
Fund f'or gold down to a level of 100 per cent of quota. Executive Board 
Decision No. 7-(648) adopted March 8, 1951 provided for voluntary repurchases 
by members down to 75 per cent of quota in gold or convertible currencies 
acceptable to the Fund. The limitation on the length of time a drawing 
could remain outstanding was provided by Article V, Section 8(d) which 
required consultation between the member and the Fund on ways.and means 
to reduce the Fund's holdings of the member's currency at a time when the 
rate of charge on the Fund's holdings of the member reached a prescribed 
level. The 1952 Decision introduced a new operational basis for the Fund, 
including repurchases. 

In reporting this Decision the Annual Report for 1952 mentioned that 
in some circumstances members' reserves are unlikely to increase sufficiently 
to create a repurchase obligation, even if the general economic-position 
of the member had improved substantially •. The Decision, therefore, aims 
to ensure that in no case would a repurchase be too long delayed. 

It should be noted that currencies used in repurchase,under thel952 
Decision are now governed by the 1962 Decision~ Under this Decision the 
Fund does not select gold to be used in repurchase. 

At present, if a member repurchases under the 1952 Decision, between 
April 30 and the date of incurring an Article V, Section 7(b) repurchase, 
the Article V, Section 7(b) repurchase is regarded as having been discharged 
pro tanto by the earlier repurchase, subject only to a substitution of the 
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appropriate gold and currency as calcul.a~ed under Article V, Section 7(b). 
If a member incurred an Article V, Section 7(b) repurchase obligation prior 
to a repurchase under the 1952 Decision, the discharge of the Article V, 
Section 7(b) repurchase obligation cancels Ero tanto the undischarged out­
standing commitments in accordance with the principles for allocating 
repurchases set out in.SM/63/21 dated February 20, 1963 11Allocation of 
Reductions in Fund Holdings of a Currencyu. 

Change from "Net" Reserves Concept to 11 Gross 11 Concept 

Article V, Section 7(b) ( i) provides that a member shall use its monetary 
reserves in repurchase in an amount equal to half of any increase during the 
fiscal year in the Fund's holdings of the member's currency, plus half of 
any increase (or less half of any decrease) in the level of the member's 
monetary reserves. This calculation provides the basis on which the repur­
chase obligation of the member is determined. Article XIX stipulates that 
the monetary reserves shall becalculated by deducting currency liabilities 
from gross reserves. These currency liabilities represent holdings of the 
reporting member's currency by specified holders in other member countries. 
The reserve currency countries have very considerable currency liabilities; 
but many other countries whose currency is held by another member as counter­
part to financial aid received also have currency liabilities. In 1966, out 
of 103 Fund members, 14 did not report any currency liabilities which quali­
fied for inclusion in the calculation of monetary reserves; i.e., Bolivia, 
Central African Republic, China; Congo (Brazzaville), Ethiopia, Kenya, Kuwait, 
Liberia, Panama, Paraguay, Saudi Arabia, Sierra Leone, Somalia and Venezuela. 
Currency liabilities reduce the absolute amount of monetary reserves or 
prevent their increase, and may permit members, whose monetary reserves are 
brought below their' quotas, (Article V, Section 7( c) ( i)), to avoid repurchase 
obligations. In addition they also affect the payment of charges under 
Article V, Section 8(f). 

The position of members with respect to inter-central bank swap arrange­
ments may also be affected. Under the present procedure of the Fund, when 
a swap arrangement is utilized, the increase in one member's holdings of 
convertible currency is offset by a similar increase in its currency liabil­
ities to the member with whom the swap is transacted. Thus, under present 
Fund procedures, swaps which run over April 30 increase both monetary re­
serves and currency liabilities but, leaving aside the question of its 
composition, do not affect repurchase obligations. If the new proposals 
were adopted and currency liabilities were no longer deducted, swaps would 
inflate monetary reserves positions, thus increasing the likelihood and 
magnitude of repurchase obligations under Article V, Section 7(b). Swaps 
entered into by Fund members with the Bank for International Settlements 
may inflate monetary reserves for the purposes of Article V, Section 7(b) 
since the currency 'liabilities, representing the members' currency held 
by the B.I.S., do not qualify for deduction from the gross monetary reserves 
since the B.I.S. is not an institution in the nterritories of members, or 
non-members specified under lArticle xr{j ( d) above" (Article XIX ( e) ) . 
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Results of H,ypothetical Recalculations 

In Tables 1 through 6 the actual repurchase obligations under 
Article V, Section 7(b) have been shown as they were incurred, and no 
allowance has been made for those members which requested Executive Board 
approval to postpone settlement of their obligations. In column (1) of 
these tables repurchases effected by the member do not include any post­
poned Article V, Section 7(b) repurchases, nor have they been mitigated 
in cases where the member made a drawing in close proximity to the date 
of repurchase. In other words, the tables refer only to the repurchase 
obligations which were incurred; it does not necessarily follow that these 
were discharged fully in that year nor should the inference be drawn that 
the figures disclose an accurate picture of the turnover of the Fund assets. 

Tables 1 through 6 for 1958 and the years 1962 through 1966 list all 
Fund members whose currency was held by the Fund in excess of 75 per cent 
of quota as of April 30. They give the total repurchases incurred during 
the year following April 30 and the amounts actually calculated under 
Article V, Section 7(b). In addition, the amounts of repurchases under 
Article V, Section 7(b) are set out for members as if the new proposals 
had been in effect for that particular fiscal year. In order to describe 
in more detail the impact on members of the adoption of the new proposals, 
the three years following April 30, 1958, 1962 and 1966 have been selected. 
The year 1958 is of particular interest since at that time several of the 
major European countries had drawings outstanding with the Fund, and since 
the Fund was still able to accept U.S. dollars only a very small abatement 
under Article V, Section 7(c)(iii) in El Salvadoran colones was necessary. 

Table l, giving members' repurchase obligations as of April 30, 1958, 
covers a period of the Fund's operations when the number of Article VIII 
currencies was extremely limited and the creditor positions of members 
were adequate to absorb nearly all repurchases. 

As of April 30, 1958, there were 29 members whose currency was held 
by the Fund in excess of 75 per cent of quota. Of this number 7 incurred 
repurchase obligations under Article V, Section 7(b) totalling the equiva­
lent of $239 million, and in addition, other repurchases during the year 
amounted to $298.3 million. The two make a total for the whole year of 
$537.3 million. 

Monetary reserves calculated on a 11gross 11 basis would have caused 
9 members to incur repurchase obligations totalling $525.6 million. The 
2 additional members who would have incurred repurchase obligations on 
this basis would have been Turkey and the United Kingdom. Iran and Japan 
would have had smaller repurchase obligations since currency liabilities 
had decreased by more than the Fund's holdings of these members' currencies 
had increased. Repurchases for Denmark, Iran, Israel and Japan caused the 
Fund's holdings of the currencies of these members to fall into the gold 
tranche. Under the new proposals the holdings of Japan would not have done 
so. Since the Fund ·was able to accept U.S. dollars calculated in repurchase 
obligations as of April 30, 1958 there would have been no difference between 
those calculated on a 11 gross 11 reserves basis before or after abatement (the 
ver;/ small abatement in El Salvadoran colones has been ignored). 
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Table 2 sets out the same information for April 30, 1962 and the sub­
sequent year. There were 34 members in a debtor position of which 10 
incurred repurchase obligations amounting to $81.6 million under Article V, 
Section 7(b). In addition, other repurchases by these members amounted to 
$725.7 million. The two make a total of $807.3 million. On a 11gross 11 

monetary reserves basis lh members would have incurred repurchases amount­
ing, after abatement, to $738.9 million, an amount nearly $70 million less 
than the total repurchases incurred in the year. The 6 additional members 
who would have incurred repurchase obligations if gross reserves had been 
used were: Brazil, Colombia, the Philippines, Turkey, the United Arab 
Republic and the United Kingdom. Only Costa Rica, Iran, Mexico and Nicaragua 
repurchased sufficient of their currency to reduce the Fund's holdings into 
the gold tranche, but under the new proposals these countries would have 
been joined by the United Kingdom. 

Table 5 shows that 47 members were in a debtor position in the Fund 
as of April 30, 1966. Of this number, 12 incurred Article V, Section 7(b) 
repurchase obligations amounting to $18.6 million, out of total repurchases 
amounting to $340.1 million. On a "gross" reserves basis the repurchase 
obli~ations before abatement would have totalled $1179,l million, while 
after abatement they would have totalled $443.7 million, the large increase 
in both cases beinG almost entirely due to the repurchase obligation of the 
United Kingdom. This hypothetical repurchase obligation of the United Kingdom 
would have been due to the decision by the U.K. authorities to add to their 
monetary reserves by liquidating part of their U.S. dollar investment port­
folio, and to inter-central bank swaps. 

Five members who did not incur repurchase obligations under the present 
practice would have done so on a ngross 11 reserves basis; they are Ecuador, 
Morocco, Nigeria, Syrian Arab Republic and the United Kingdom. Under present 
practice no member had the Fund's holdings of its currency reduced by its 
repuTchase obligation into the gold tranche, but Ireland and Uruguay would 
have been in this position, before abatement, on a "gross" reserves basis. 

Table 6 shows that 35 members whose currency was held by the Fund at 
levels in excess of 75 per cent of quota did not incur repurchase obliga­
tions under the existing practice and that 30 did not under the ·11gross" 
reserves concept. Of the 35 members who did not incur a repurchase obligation 
as of April 30, 1966, the net reserves of 30 were below the level of their 
quotas (Article V, Section 7(c)(i)). On a "grossn basis the reserves of 
25 members would still have remained below the level of their quotas, 
Four members would not have incurred a repurchase obligation under the 
present procedure because their reserves declined by the saine amount, or 
by more> than the Fund's holdings of their currency increased (Article V, 
Section 7(b)(i)), and one member because the whole repurchase obligation 
was abated under Article V> Section 7(c)(iii). 

The following table gives a breakdown of Fund members as of April 30, 
1966 into those members eligible and those ineligible to incur repurchase 
obligations on the basis of the comparable levels of their quotas with the 
levels of their monetary reserves on a "net" and "gross" basis (Article V, 
Section 7( c )( i)). The questions of whether the member had drawn from 
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the Fund and whether the Fund's holdings of the member's currency were 
above the level of 75 per cent of quota have been ignored. A member has 
been considered eligible to incur a repurchase obligation if its monetary 
reserves, either on a "net" or "gross" basis were above the level of its 
quota although clearly a member could not have actually incurred a repur­
chase obligation unl~ss the Fund's holdings of its currency were above the 
level of 75 per cent of quota. A member has been considered ineligible if 
the level of its reserves was below the level of its quota. There were a 
number of:members (24) who, irrespective of the levels'.of their reserves 
or quotas could not incu~ a repurchase obligation since·the payment of their 
subscriptions was incomplete. 

Total Fund membership 

Less members who could not 
incur a repurchase obli­
gation 

Members eligible to incur 
a repurchase obligation 

Members ineligible to incur 
a repurchase obligation 

As at April 

No. of 
Members 

103 

24 

79 

47 

32 

30, 1966 
% of 
Total 

Quotas 

100 

-1 
95 

43 

52 

III. The Abolition of Abatement of Currencies 
which the Fund cannot Accept 

Under new proposals 
for "gross" 

No. of 
Members 

103 

24 

79 

53 

26 

reserves 
o/o of 
Total 

Quotas 

100 

_5 

95 

83 

12 

Article V, Section 7(c)(iii) provides that the calculation of a repur­
chase obligation will not be carried to a point at which the Fund's holdings 
of any currency required to be used is above 75 per cent of the quota of the 
member concerned. The Executive Board decided that: 

"If part of a member I s gross repurchase obligation for any financial 
year is allocated to a currency which the Fund cannot accept because 
of Article V, Section 7(c)(iii), that part of the gross obligation 
is abated for that year under Schedule B, Paragraph l(c), and is not 
required to be discharged in gold or some other currency." 
Executive Board Decision No. 521-3 adopted January 16, 1950. 

This has substantially limited the amounts of repurchases under 
Article V, Section 7(b) since the Fund's holdings of U.S. dollars and 
U.K. pounds have, at times, been above the level of 75 per cent of the 
quotas of the United States and the United Kingdom. The Fund has, in con­
sequence, not been able to accept either of these major reserve currencies 
in repurchase. 
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The effect of the new proposals is most evident in recent years if 
abatement is abolished. Tables 2, 5 and 6 show that repurchase obligations 
calculated on a "gross" basis without abatement would have exceeded the 
total repurchases actually incurred in 1962 by a.margin of nearly $70 
million, in 1965 by about $130 million, and in 1966 by some $840 million. 
Tables 3 and 4 for 1963 and 1964, show that total repurchases actually 
incurred are larger than the repurchase obligations calculated under the 
new proposals, including those unabated. In 1958 abolishing abatement 
would have had little additional effect on the total repurchase obligations 
resulting from the new proposals since the Fund was able to accept all 
currencies, except a small amount of El Salvadoran colones, in which repur­
chase obligations had been calculated. 

The question will then arise as to how the balance of any repurchase 
obligation under Article V, Section 7(b) presently abated under Article V, 
Section 7(c)(iii) should be reallocated. These amounts could be settled 
entirely in gold or in currencies acceptable to the Fund or in some com­
bination of the two, but this paper does not discuss this question of policy. 

Table 7 compares the media in which repurchase obligations under 
Article V, Section 7(b) were calculated in 1958, 1962 and 1966 with the 
media contained in the repurchase obligations recalculated in accordance 
with the new proposals, using 11 gross" monetary reserves before and after 
the abatement of currencies. The following table summarizes-the payments 
in gold under the proposed ugross 11 monetary reserves concept over those 
paid under the·. present "net" reserves concept ( in millions of U.S. dollars): 

Gold payments under the 
present "net" concept 

91.0 
18.9 
14.5 

Gold payments under the 
proposed 11gross" concept 

380.2 
387,5 
434.8 

In addition substantial amounts of currency not· acceptable to the Fund 
because of Article V, Section 7( c) (iii) would have had to be reallocated 
either to acceptable currencies or gold. In 1958 only a very small reallo­
cation would have been called for. Table 8 sets out the amounts of currency 
abated in the years 1962 through 1966. The "Other 11 amounts represent a 
number of very small items including such currencies as Canadian dollars, 
Italian lire, El Salvadoran colones and Honduran lempiras. 

Charges (Article V, Section 8(f) ) 

The Fund now determines the proportions to be paid to the Fund in 
gold and currency under Article V, Section 8(f) by calculating monetary 
reserves in the same way as for repurchase obligations under Article V, 
Section 7(b). On page 18 of SM/67/99 "Legal Aspects of the Memorandum 
Entitled 'Suggestions for Certain Reforms in the International Monetary 
Fund'" it is stated that "There would be no legal reason, however, why 
a change could not be made for one purpose but not for the other". It 
would seem, therefore, that if_the new proposals were to be adopted for 
the purposes of Article V, Section 7(b), charges might continue to be based 
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on the present method of calculation which allows for the deduction of 
currency liabilities. If this were so a member wishing to avail its elf 
of the provisions of Article V, Section 8(f) would have to continue to 
maintain a reporting system for the collection of the ~ppropriate data, 
some of which would come from the commercial banks, or be prepared to 
institute such a system, at some future time, to provide the data to the 
Fund to justify the payment of charges, in part or whole in its own currency. 

The actual break.down of charges on the Fund's holdings of members' 
currencies in excess of quota and for service on drawings, received by the 
Fund in the years 1958, 1962 and 1966 into gold and currency is compared 
in the following table with the amounts which would have been received had 
the Fund calculated monetary reserves for this purpose in accordance with 
the new proposals. Increased payments in gold would have fallen to be made 
chiefly by the U.K., the U.S., India and Ceylon. 

1958 
Under new 

Actual Proposals 

Gold 4.5 
Currency 6.5 

11.0 

1962 
Under new 

Actual Proposals 

(In millions of U.S. dollars) 

20.6 
12.0 

32.5 
0.1 

IV. The Inclusion of Nonmember Currencies in 
the Calculation of Monetary Reserves 

1966 
Under new 

Actual Proposals 

27.7 
52,2 

78,9 
l.O 

It is not possible to evaluate the proposal to include nonmember 
currencies in the calculation of monetary reserves because the Fund does 
not know the amounts of these currencies held by members. The Fund would 
need to establish a list of the cu.:trencies which it felt to be of signifi­
cance and specify such currencies {Article XIX (d) ). The Fund has not, 
at this time, specified any currencies of nonmembers in accordance with 
this provision although the Fund has requested members to report holdings 
of Swiss francs in the same way that other currencies are reported for 
purposes of Article V, Section 7(b). 

Apart from the Swiss franc the only important currencies would be those 
of the U.S.S.R., Mainland China and the currencies of Eastern Europe. 

The data received concerning Swiss francs show that until relatively 
recently the official holdings of this currency by Fund members have been 
modest and would not have made a significant difference in their repurchase 
obligations. With the growth of the inter-central bank swap arrangements, 
however, the size of these holdings has increased. The holdings of Swiss 
francs.by commercial banks, which are also reported to the Fund, have 
always been fairly large, but these holdings would not have been included 
in the calculations of monetary reserves unless the Fund were to deem, 
after consultation with the member, that they were substantially in excess 
of working balances (Article XIX (c) ). 
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Table 1. A comparison of total repurchases incurred as of April 30 1958 
under Article V, Section 7(b), or incurred during the subsequent twelve 

months with: those· Art:i.cle V. Sectioii" 7(b) rerurchascs calculated in 
accordance 1.rith the proposals in Section II B ( [,) and (b) of EBD/67 /S? 

(.Amounts in millions of U.S. dollars) 

(1) (2) (3) (4) (5) (6) (7) 
Fund' s hold­
ings above 

Actual Total Re~urchases 
of which: 

75 per cent of 
quota as at 
April 30, 1958 

Argentina 
Australia 
Belgium 
Bolivia 
Brazil 
Burma 
Chile 
Colombia 
Cuba 
Denmark 
France 
Haiti 
Honduras 
India 
Indonesia 
Iran 
Israel 
Japan 
Jordan 
Luxembourg 
Netherlands 
Nicaragua. y 
Pakistan 
Paraguay 

5/1/58-
4/30/59 

50.0 

17.3 
3.0 

5,0 
25.0 

.5 

3,7 

3,7 
125.0 

63.7 
1.9 

Philippines 2.5 
South Africa 
Turkey 4.o 
Uni.ted Arab Rep. 
United Kingdom 200.0 
Yugoslavia 

Totals g/ 537.3 

under Art.V 
Sect. 7(b) 
4/30/58 

50.0 

32.5 

0.6 

11.7 
3,7 

76,7 

63.7 

239.0 

Calculated Repurchases as Suggested 
in EBD/67/97 

Column (1) Before Abatement After Abatement 
as% of as% of as% of 
quota .Amount quota .Amount quota 

22 

12 
20 

10 
50 
48 

49 
50 

23 

17 

9 

15 

50.0 

32,5 

o.6 

10.3 
3.7 

60.7 

63.7 

4.9 

299.2 

525.6 

22 

48 

8 

29 
49 
24 

23 

11 

23 

50.0 

32.5 

o.6 

10.3 
3,7 

60.7 

299.2 

525.6 

22 

48 

8 

29 
49 
24 

23 

11 

23 

]) Holdings at 75 per cent of quota on April 30, 1958; repurchase in respect of 
purchase during year ended April 30, 1959. 

g/ Totals may not equal sum of items because of rounding. 
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Table 2. A comparison of total repurchases incurred as of April 30, 1962 
unµer Article V, Section 7(b), or incurred during the subsequent twelve 

months with those Article V, Section 7(b) repurchases calculated in 
accordance with the pro-posals in Secticn II B (a) and (b) of EBD/67/97 

(Amounts inmilli.ons of U.S. dollars) .. 

(1) (2) (3) (4) (5) (6) (7) 
Fund's hold- Actual Total Repurchases Calculated Repurchases as Suggested 
'ings above of which: · · in EBDL67 L97 · · 
75 per cent·of under Art. V Column (1) Before Abatement· After Abatement 
quota·· as at 5/1/62- · Sect. 7(b) as% of as % of as % of 
April 30, 1962 4/36/63 4/30/62 quota Amount quota ·Amount . quota 

Argentina 36.o 13 
Australia 27.4 1.6 7 27.4 7 1.6 
Bolivia 2.5 11 
Brazil 17.5 6 47.8 17 38.8 · · 14 
Burma y 
Ceylon 
Chile 12.7 13 
Colombia y 24.7 25 23.4 23 
Costa Rica 6.6 6.3 44 6.7 45 5.3 35 
Cuba 
Dominican Rep. 
Ecuador 6.2 6.2 41 6.3 42 5.5 37 
.Ghana 
Guatemala 1.1 1.1 7 1.1 7 0.9 6 
Haiti 2.5 22 
Honduras 1.8 1.2 16 1.8 16 1.4 12 
Iceland 6.8 60 
India 
Indonesia 
Iran 20.4 14.2 29 20.4 29 12.7 18 
Ireland y y 3.0 7 y 
Jordan 0.6 10 
Luxembourg 1.3 1..3 11 2.0 17 1.7 14 
Mexico 45.0 45.0 25 45.0 25 36.7 20 
Nicaragua 4.5 4.5 40 4.5 40 3,5 31 
Pakistan 
Paraguay 1.5 13 
Philippines 2.7 4 2.4 3 
Sudan 2.9 19 
Syria 
Turkey 18.0 21 11.6 13 11.5 13 
United Arab Rep. 2.5 3 21.l 23 20.0 22 
United Kingdom 582.0 30 647.7 33 573.5 29 
Yugoslavia 7,9 7 --
Totals g/ 807,3 81.6 874.4 738.9 

y Less than $50,000. 
"ff) Totals may not equal sum of items because of rounding. 

t 
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Table 3, A comparison of total repurchases incurred as ;f April 30, 1963 
under Article V, Section 7(b), or incurred during the subsequent twelve 

months with those Article V, Section 7(b) repurchases .calculated in 
accordance with the proposals in Section II B (a) and (b) of EBD/67/$7 

(Amounts in millions of U.S. dollars) 

(1) (2) (3) ( 4) " (5) (6) (7) 
Fund's hold- Actual Total Repurchases Calculated Repurchases as Suggested 
ings above of which: in EBD/67/97 
75 per cent of under Art.V Column (1) Before Abatement After Abatement 
quota as at 5/1/63- Sect.7(b) as% of as% of as % of: 
April 30, 1963 4/30/64 4/30/63 quota Amount quota Amount quota 

Afghanistan 2.8 5.1 23 2.7 12· 
Argentina 36.0 13 
Bolivia 3,5 16 
Brazil 55.5 20 
Burma y y y 
Canada 138.5 78,5 25 275.7 50 76.9 14 
Ceylon 
Chile 10.0 10 
Colombia 6.0 6 
Costa Rica 1.3 1.3 9 4.2 28 1.2 8 
Cuba 
Cyprus 
Dominican Rep. 9.0 1.3 60 6.1 41 1.3 9 
Ecuador 3.3 3.2 22 7.1 47 3.4 23 
Ghana 
Guatemala 3.9 1.0 26 3,9 26 0.9 6 
Haiti 2.5 22 
Honduras 2.5 o.4 22 2.8 25 0.5 4 
Iceland y y y 
India 50.0 8 
Indonesia 
Ireland 2.3 2.3 5 3.0 7 1.4 3 
Jamaica 1.2 1.2 6 1.6 8 0.7 4 
Jordan 0.3 0.6 8 0.2 3 
Luxembourg 
Malaysia 3.4 3.4 10 5.4 15 2.2 6 
Mexico 
Nicaragua 12.3 1.0 109 4.5 40 1.0 9 
Pakistan 12.5 8 
Paraguay 0.4 4 
Philippines 2.0 3 2.6 4 2.6 4 
Sudan 0.3 0.3 2 1.9 13 0.9 6 
Syrian Arab Rep. 5.1 34 7,7 51 4.8 32 
Turkey 9.0 10 22.0 26 18.1 21 
United Arab Rep. 16.6 18 15.6 17 
Uruguay 
Yugoslavia 10.0 8 

Totals'?) 380.4 97.1 370.8 134.4 

y Less than $50>000. 
y Totals may not equal sum of items because of rounding. 
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Table 4. A comparison of total repurchases incurred as of April 30, 1964 
under Article V, Section 7(b), or incurred during the subsequent twelve 

months with those Article 'v, Section 7(b) repurchases calculated in 
accordance with the proposals in Section II B (a) and (b) of EBD/S7/97 

(Amo~nts in millions of U;S. dollars) 

(1) (2) (3) (4) (5) (6) (7) 
Fund's hold­
ings above 

Actual Total Repurchases 
of which: 

Calculated Repurchases as Suggested 

75 per cent of 
quota as at 5/1/64-

under Art. 
. . in EBD/67/97 

V Column (1) Before Abatement After Abatement 
as% of as% of as% of 

. April 30, 1964 4/30/65. 

Afghani~_t,an 
Argentina. 
Bolivia 
Brazil 
Canada 
Ceylon 
Chile 
Colombia 
Costa Rica 
Cyprus 
Ecuador 
El Salvador 
Ghana 
Haiti 
Honduras 
Iceland 
India 
Indonesia 
Ireland 
Israel '?:./ 
Italy .. · 
Jamaica. 
Jordan 
Liberia 
Luxembourg 
Malaysia 
Mexico 
Nicaragua 
Nigeria 
Pakistan 
Paraguay. 
Philippines 
Somalia 
Sudan 
Syrian Arab Rep. 
Turkey ; 
United Arab Rep. 
United States 
Uruguay 
Yugoslavia 

Totals 'iJ. 

50.0 
2.8 

44.o 
107.2 

3,8 
13.0 
22.0 
2.1 

6.6 

2.5 

100.0 

o.4 
12.5 
65,3 

0.2 
0.3 

1.1 

0.5 
11.3 y 

2.5 
16.0 
18.0 

35.0 

517.0 

-Less than $50,000 • 

Sect. 7(b) 
4/30/64 

o.4 

0.5 

o.4 

0.2 

1.1 

1.6 

4.2 

quota Amount quota Amount quota 

18 
12 
16 
20 
8 

13 
22 
14 

33 

17 

17 

1 

~a 
1 
3 

3 

4 
15 

10 
19 
15 

29 

13.9 

20.6 
5.2 

7,8 

4.o 

0.7 

o.4 

o.4 
2.0 

4.8 

2.5 
0.9 

1.6 
17.7 
39.6 

122.1 

5 

21 
35 

39 

27 

2 

2 

3 ·, 
43 

2 
15 

1 

3,6 

7,3 
o.4 

0.5 

0.1 

0.1 

o.4 
o.4 

1.4 
9.8 

39.2 

1 

7 
3 

3 

1 

3 
1 

2 
8 
1 

. Holdin·gs. at 75 per. cent of quota ori April 30, 1964; repurchase in respect of pur­
chase during year ended April 30, 1965. 
Totals may not equal sum of items because of rounding. 
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'I'able 5, A comparison of total repurchases incurred a.s of April 30, 1965 
under Article V, Section 7(b), or incurred during the subsequent twelve 

months with those Article V, Section 7(b) repurchases calculated in 
accordance with the proposals in Section II B (a) and (b) of EBD/67/97 

(Amounts in millio~s of U.S. dollars) 
(1) (2) (3) (4) ( 5) ( 6) (7) 

Fund's holdings 
above 75 per cent 
of quota as at 
April 30, 1965 

Actual Total Repurchases 
of which: 

Column (1) 
as 'f,, of 
quota 

Calculated Repurchases as Suggested 
in EBD/67/97 

Afghanistan 
Argentina 
Bolivia 
Brazil 
Burundi 
Ceylon 
Chile 
Colombia 
Costa Rica 
Cyprus 
Dominican Rep. 
Ecuador 
El Salvador 
Ghana 
Haiti 
Honduras 
Iceland 
India 
Indonesia 
Iran 
Ireland 
jamaica 
jordan 
Liberia 
Luxembourg 
Malaysia 
Mali 
Mor.occo 
Nicaragua 
Nigeria 
Pakistan 
Panama 
Paraguay 
Philippines 
Somalia 
Sudan 
Syrian Arab ReJ). 
Trinidad & Tobago 
Tunisia 
Turkey 
U,A.R. 
United Kingdom 
United States 
Uruguay 
Yugoslavia 

Totals_g/ 

5/1/65 
4/30/66 

1.1 
52,0 
2.5 

59.0 
2.0 

11.3 
41.5 
28.0 
2.5 

2.0 

5.6 
2.8 
2.5 

75,0 

3,5 

y 

y 
5,9 
y 

o.4 
10.5 

2.5 
7,3 

0.2 
21.5 
34.5 

2.0 
30.0 

406.0 

y 

under Art.V 
Sect. 7(b) 
4/30/65 

2.6 

o.4 

3.5 

0.2 
31.2 

0.1 

38.1 

5 
19 
11 
21 
18 
18 
42 
28 
13 

10 

10 
25 
17 

13 

5 

11 

4 
14 

6 
29 

1 
25 
29 

7 
25 

Y. Less than $50,000. 
?} Total may not equal sum of items because of rounding. 

Before Abatement After Abatement 
as % of as % of 

Amount . quota Amount quota 

3,3 

1.8 
140. 7 

1.6 

17,5 
0.3 

0.3 

o.4 
o.8 

8.2 
11.2 

21.3 
0.1 

7.1 

1.0 
1.5 
2.3· 

313.5 

3.6 

536.5 

15 

8 
50 

11 

25 
1 

3 

3 
1 

16 
100 

28 
1 

4 
2 
2 

16 

12 

2.4 

o.4 
24.7 

3.5 
0.1 

o.4 

4.9 

4.5 

2.6 

o.4 
1.5 
1.8 

285.5 

0.1 

332.8 

11 

2 

9 

5 

3 

9 

6 

10 

2 
2 
2 

15 
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Table 6. A comparison of total repurche.ses incurred e.s of April 30, 195'~ 
under Article V, Section 7(b), or incurred during the subsequent twelve 

months with those Article V, Section 7(b) repurchases calculated in 
accordance with the proposals in Section II B (a) and (b) of EBD/67/97 

(Amounts in millions of U.S. dollars) 

Fund's 
holdings above 
75 per cent of 
quota as at 
April 30, 1966 

Afghanistan 
Argentina 
Bolivia 
Brazil 
Burundi 
Ce~rlon 
Chile 
Colombia 
Costa Rica 
Cyprus 
Dominican Rep. 
Ecuador 
Ghana 
Guatemala 
Haiti 
Honduras 
Iceland 
India 
Iran 
Ireland 
Jamaica 
Jordan 
Liberia 
Luxembourg 
Malaysia 
Mali 
Morocco 
New Zealand 
Nicaragua 
Nigeria 
]:'akistan 
Panama 
Philippines 
Rwanda 
Sierra Leone 
Somalia 
Sudan 
Syrian Arab Rep. 
Trinidad & Tobago 
Tunisia 
Turkey 
United Arab Rep. 
United Kingdom 
United States 
Uruguay 
Yugoslavia 
Zambia 

Tots.ls g/ 

(1) (2) 
Actual Total Repurchases 

of which: 

5/1/66-
4/30/67 

4.4 
64.o 

2.5 
27.0 
3.2 
7,5 

38,5 
34.o 
2.5 
1.2 

0.3 
4.o 
o.4 
3.1 
5.3 

57.5 

1.3 
!/ 
II 

5.0 

5.6 

1.9 

10.8 

3.1 
3.2 

0.5 
18.0 
16.0 

8.0 
11. 5 

340.1 

under Art.V 
Sect. 7(b) 
4/30/66. 

2.1 

0.5 

o.4 

0.7 ·y 

1.3 
1/ y 

y 

2.5 

0.7 

18.6 

(3) 

Column (1) 
as 'fa of 

quota 

15 
23 
9 
8 

21 
10 
39 
27 
13 
8 

1 
6 
2 

21 
28 

8 

2 

25 

29 

1 

14 

5 
8 

2 
21 
11 

27 
8 

(4) (5) (6) (7) 
Calculated Repurchases as Suggested 

in EBD/67/97 
Before Abatement A~er Abatement 

as% of as% of 
Amount quota Amount quota 

6.4 

17.6 

o.6 

5.0 

1.9 

22.8 
0.2 
0.3 

0.8 

2,7 

y 

1.6 

10.8 

3.6 

12.1 

1082.7 

10.0 

1179.1 

22 

5 

2 

20 

10 

29 
1 
2 

1 

4 

3 

14 

9 

14 

44 

33 

2.1 

0.1 

0.2 

o.4 

0.9 

1.3 

y 

!/ 
II 

y 
y 

2.5 

y 

10.2 

7 

1 

2 

5 

2 

3 

12 

17 

2 

!/_ Less than $50,000. 
?J Totals may not equal sum of items because of rounding. 
Note: Of the 35 members, in column (2), who did not incur repurchase obligations, the mone­

tary reserves of 30 were below quota (Article V, Section 7(c)(i) ); 1 had its repurchase 
abated since the currency could not be accepted by the Fund (Article V, Section 7(c)(iii)) 
and the monetary reserves of 4 necredsed by more than the Fund's holdings of the members' 
currency increased (Article V. Section 7(b)(i) ). Of the 30 members in Column (4) 
which would not have incurred repurchase obligations, 25 members had "gross" reserves 
below the level of their quo-ta and the monetary reserves of 5 members decreased by more 
than the Fund's holdings of the members' currency increased (Article V, Section 7(b)(i) ). 



Currencies 

Austrian schillings 
Belgian francs 
Canadian dollars 
El Salvadoran colones 

Deutsche mark 
French· francs 
Guatemalan quetzales 
Honduran lempiras 

Italian lire 
Japanese yen 
Mexican pesos 
Netherlands guilders 

Peruvian soles 
Saudi Arabian riyals 
Swedish kronor 
U.K. pounds 
u .s. dollars 

Total Currencies ?I 
Total Repurchases ]/ 
Gold as percentage of Total 

Re;eurchases 
1/ Less than $50,000, 

Table 7. Total Gold and Currencies Us,~d for Article V, Section 7(b) 
Re1)urchase· Obligations as of Ap:,-il 30, 1958, 1962, 1966 

(In millions of u.:;. dollars) 

1958 1962 

As calculated in As calculated in 
accordance with accordance with 

EBDL61L21 EBDL61L21 
As presently Before After As p·resently Before After 
calculated Abate- Abate- cal·!Ulated Abate- Abate-

After abatement ment ment Afte:'.:' abatement ment ment 

91.0 380.2 380.2 18.9 387.5 

Y. 0.3 0.3 
0.1 0.1 0.1 y 0.3 0.3 

y y y 
1.3 4.4 4.4 
y 2.4 2.4 

y y y 

y 1.0 1.0 

0.1 0.9 0.9 

y y y 
0.2 

y 1.8 1.8 
40.2 

147.8 145.2 145.2 ,51.3 433,9 339.1 
Il+i'f.o 145.4 145.h 62.7 4e3.9 351.4 

239.0 525.S 525.6 874.4 738.9 = = = 
38.1 72.3 72,3 23.2 44.5 .4 

y 
"'Jj 

Totals may not add due to rounding. 
From columns 2, 4 and 6, Tables 1, 2 and 6. 

-

1$66 

As calculated in 
accordance with 

EBDL67L97 
As presently Before After 
calculated Abate- Abate-

After abatement ment 

14.5 434.8 434.8 

0.5 0.5 0.5 
0.5 0.6 0.6 
0.7 4.1 4.1 

y y y 
0.7 1.8 1.8 !--' 

V1 

0.2 0.5 0.5 

0.1 

0.7 0.7 0.7 
o.4 0.1 0.1 

y y y 
0.3 0.5 0.5 

0.1 0.1 
39.9 

694.9 
~ . 744.3 8.9 

i:, 1,179.1 443.7 ==== 
78.3 3s.9 98.0 
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Table 8. The amounts of currency actually abated in accordance 
with the provisions of Article V, Section 7(c)(iii) are compared with 

the amounts of abatements which would have talten place under 
Section II B (a) of EBD/67/97 

(In millions of U.S. dollars) 

Actually Abated Abatement 
Under Present Under the 

April 30 Procedures New Proposal 

1962 £ stg. 37.7 £ stg. 37.7 
US$ 94.8 

.5 

1963 £ stg. 2.1 £ stg. 8.1 
US$ 219.2 US$ 227.1 
Other o.4 Other o.6 --

221.7 235.8 

1964 £ stg. 1.1 £ stg. 12.8 
US$ 18.3 US$ 42.3 
Other 2.1 Other ~ 

21.3 58.5 

1965 £ stg. 4.4 £ stg. 17.5 
US$ 30,5 US$ 184.8 
Other 0.6 Other l.2 

35.5 203.5 

1 o.<r~ £ stg. 62.7 £ stg. 39.9 _::::.:.:::.. 
US$ 68.0 US$ 691~. 9 
Other 0.1 Other 0.1 

130.8 734.9 

1 

~. 
' ' ' 
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INTERNATIONAL MONETARY FUND 

Legal Aspects of the Memorandum Entitled 
"Suggestions for Certain Reforms in the International Monetary Fundrr 

Prepared by the Legal Department 

Approved by Joseph Gold 

August 1, 196T 

Introduction 

1. On June 26, 1967, a memorandum addressed to the Managing Director 
by Mr. van Campenhout on behalf of himself and Messrs. Lieftinck, Larre, 
Siglienti, and vom Hofe was circulated as EBD/67/97. This memorandum 
makes more explicit certain suggestions for the reform of the Fund that 
were included in the Report of April 11, 1967 of the Monetary Committee 
of the European Economic Community, which report was referred to in the 
Communique of April 18, 1967 of the Finance Ministers of the Community. 
The preambular comments in the memorandum circulated as EBD/67/97, 
referred to for convenience in this paper as the Memorandum, ccnclude as 
follows: 

"In view of these discussions, the staff of the Fund might 
usefully undertake now a study of certain subjects corresponding 
to those of the suggestions of the Monetary Committee which, 
because of their operational character, raise technical questions. 

We would be grateful if you would see that a study of these 
subjects, which are indicated below, is undertaken. We may in 
due time submit additional information with regard to the other 
suggestions of the Monetary Committee. 11 

The present paper has been written in response to that request. It 
is confined to the legal aspects under the present Articles and decisions 
of the Fund of the suggestions in the Memorandum, and as such it is 
intended to be a framework for discussion and for any later studies that 
may be necessary. It does not deal with the policy issues involved in 
the various suggestions. In this respect, the paper employs the same 
approach as the one followed in "Legal Aspects of Reform of the Gold 
Tranche 11 (SM/67/41, April 12, 1967). That paper should be read in con­
juncticn with the present paper in so far as this one deals with the 
status of the gold tranche. The present paper has been divided into 
four Parts, entitled Status of the Gold Tranche, Use of the Fund's Re­
sources, Repurchase, and Capital Transfers. 
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2. Greater precision has been attempted in the drafting of amendments 
to give effect to the suggestions on the gold tranche than to certain 
other suggestions in the" Memorandum:··· This is· in part because the Memo­
randum contains more specific· suggestions on the gold· tranche. ·Equal 
precision might be attempted for the other suggestions in the Memorandum 
after a first discussion of them by the Executive Directors. 
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Part I 

Status of the Gold Tranche 

3. On the basis of the earlier legal paper (SM/67/41), the Memorandum 
advances certain ideas for amendment of the Articles with respect to the 
gold tranche. Under paragraphs I.C, D, and F of the Memorandum, it is 
thought that no changes need be made in certain provisions that have a 
bearing on the gold tranche. No changes are contemplated with respect to 
the ineligibility provisions of Article IV, Section .6, Article V, Section 
5, and Article XV, but this is made subject to what is said under I.A, an 
aspect which will be discussed below. It will be observed that Article VI, 
Section 1 is not included among the ineligibility provisions for which 
the prospect of amendment is not raised. The possibility of the amend­
ment of Sections 1 and 2 of Article VI is mentioned in the Memorandum in 
connection with another topic, and the issues involved in this are dis­
cussed elsewhere in this study. Other provisions.in which amendment is 
not foreseen are the repurchase provisions of Article V, Section 7 and the 
scarce currency provisions of Article VII. 

4. The first suggestion for study is expressed as follows: 

"A. Members eligible to use the Fund I s resources would have 
the right to draw within the limits of their gold tranche position 
only in the case of need and not for the sole purpose of changing 
the composition of their reserves. In no case would the Fund have 
authority to prevent such a drawing. This applies to tpe F.und's 
right to challenge the representation envisaged in Ar'ticle V, 
Section 3, whatever the legal basis of the right to challenge." 

In a footnote "gold tranche position" is said to include "super gold 
tranche position." 

5, Need. The suggestion quoted above makes the point that an eligible 
member~ld be entitled to exercise its amended gold tranche privileges 
only in the case of need and not for the sole purpose of changi.ng the 
composition of its reserves. This is the present legal position under 
the words npresently needed" in Article V, Section 3(a)(i). These words 
must be understood in the light of the Article XVIII interpretation of 
September 26, 1946 (pursuant to Decision No. 71 - 2) and the clarifying 
decision of July 28, 1961 (Decision No. 1238-(61/43), Selected Decisions, 
3rd issue, p. 54), That is to say, use of the Fund '.s resources is limited 
to use in accordance with its purposes to give temporary assistance in. 
financing balance of payments deficits on current account for moqetary 
stabilization operations, but this does not preclude use for coping with 
difficulties resulting from capital transfers in accordance with the 
provisions of the Articles, including Article VI. It ~ust also be re­
called that the Executive Directors have decided that the phrase 
"'presently needed' cannot be defined in terms of a formula uniformly 
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applicable to all cases" but must be applied 11in each case in the light 
of all the circumstances." (Decision No. 284-4, March lO, 1948; 
Selected Decisions, p. l9) The conclusion, therefore, is that the 
concept of "presently needed" would not require amendment in order to 
give effect to that part of the suggestion in I.A of the Memorandum which 
has been discussed in this paragraph. 

6. Challenge. The heart of the suggestion for amendment is, of course, 
to immunize the request of a member for a purchase in the gold tranche 
from challenge by the Fund. At the moment, the Fund has the legal power 
under Article V, Section 3(a) and in accordance with Decision No. 284-4 
to challenge a representation made in connection with a request, even for 
a purchase in the gold tranche, for any one of the reasons mentioned in 
that decision, although in the practice of the Fund the overwhelming 
benefit of any doubt that a request for a gold tranche purchase receives 
makes challenge most unlikely. As was pointed out in SM/67/41 (p. 7), 
the Fund has also decided that it has the power to challenge a request 
under Article V, Section 5 in order to consider whether to apply that 
provision. The Fund may do this if it receives .the request when.it is 
already considering whether to send the member a report under Article V, 
Section 5, but the Fund may also defer compliance with the request even 
when the Fund is not already considering whether to send a report if the 
Fund finds that it should consider that action. If, having postponed 
the transfer of exchange under the request, the Fund decides that it 
should send the member a report and limit the membe~'s use of the Fund's 
resources, the limitation will apply to the pending request (Decision 
No. 286-1, March 15, 1948; Selected Decisions, pp. 32-33). It was 
pointed out in SM/67/41 (p. 7) that the Executive Directors have not 
adopted any comparable decisions under Article VI, Section l or Article XV, 
Section 2, but that it was not apparent why powers of challenge such as 
those exercisable under Article V, Section 5 should not be exercisable 
under the other provisions as well. 

7, There is, of course, no legal reason why abrogation of the power to 
challenge could not be confined to challenge under Article V, Section 3(a) 
without making the same change under the other provisions. The rationale 
for a distinction of this kind could be that a challenge under these other 
provisions, but not under Article V ,. Section 3 (a), is a prelude to ineligi­
bility or limitation of use or at least to the consideration of th~se 
actions. A distinction of this kind wculd leave requests to make purchases 
in the gold tranche open, in law at least, to a number 0f possibilities of 
challenge, and sometimes even to challenge f0r reasons that would have 
justified challenge under Article V, Section 3(a). Therefore, the suggestion 
in the Memorandum refers to challenge under any provision: "In no case 
would the Fund have authority to prevent such a drawing." 

8. Definition of gold tranche. The original definition of the gold 
tranche is to be found in paragraph 3 of Decision No. 102-(52/ll) of 
February 13, 1952 (Selected Decisions, pp. 21-24): 
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"Ea.ch member. can count on recei vrng the overwhelming benefit 
·of ·any doubt respect'ing drawings which would raise the Fund I s 
holdings of its currency to not more than its quota." 

'This definition cannot be translated now into statutory form if the Fund 
continues to give effect to the third sentence of paragraph 10 of 
Decision No. 2192-(66/81) of September 20, 1966 amending Decision No. 1477-
(63/8) of February 27, 1963 (Selected Decisions, pp. 40-43) on the com­
pensatory financing facility: 

11Moreover, the Fund will apply tranche policies to drawing 
requests by a member as if the Fund 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)." 

The privileges under the revised ccmpensatory financing facility are 
sometimes said to "float". This is not a satisfactory word because it 
is not always understood and it is certainly not a term of art. What is 
intended by the word is that the privileges in question are treated for 
certain purposes as being outside the whole range of tranches and tranche 
policies, i.e., even alongside and without prejudice to the gold tranche. 
There are two consequences of this character of the Fund's compensatory 
financing facility. One is that a member may be able to make a gold 
tranche purchase even though the Fund's holdings of the member's currency 
exceed an amount equal to the member's quota. · The other is that a member 
may be able to make a purchase under the compensatory financing facility 
which will not be regarded as a gold tranche purchase even though the 
Fund's holdings of.the member's currency are less than the member's quota. 
Some of the effects of these complications are discussed below. 

9. The second suggestion on the gold tranche is that: 

11B •. In view of A above, the representation in respect of 
drawings within the gold tranche could be eliminated." 

There is an attractive directness about this suggestion as a·technique 
for eliminating challenges under Article V, Section 3(a) in respect of 
purchas,es within the gold tranche. Decision No. 284-4 states that in 
appropriate circumstances certain aspects of the representation under 
Article V, Secti~n '..1(a)(i) are subject to challenge, and it would seem, 
therefore, that if there were no representation, it COU;ld not be challenged 
under that provision. Nevertheless, a membe·r would still have to make a 
request to purcl:lase within the gold tranche, and if requests must still 
comply with all the conditions of Article V, Section 3(a), it would be 
possiqle legc:J.llyto hold that a request could be challenged on the ground 
of some.in:consist,~ncy with Article V, Section 3(a) even though the member 
had r11ade no'representation under that provision. In short, requests 
might still be challenged even if representations were not required. It 
is relevant in this connection that although Decision No. 284-4 speaks of 
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challenging a member's declaration (which is equated with representation), 
Decision No. 286-1 is dra~ed in terms of postponing action on a request. 

10. On the basis of the foregoing paragraph, it would be a more 
effective abrogation of the power to challenge if.this were done expressly 
and not by relying on the implication derived from eliminating the repre­
sentation. The issue is a technical one of legal drafting because I.A 

_of the Memorandum does not intend that requests for purchases in the gold 
tranche shall be made unless there is need to make the purchase. If a 
member remains subject to the criterion of need, and indeed to all of the 
provisions of the Articles on the use of the Fund's resources, a repre­
sentation in which the member ·declares that it has satisfied itself that 
the purchase is in accordance with the Articles would not subject it to 
any legal burden of consistency ~ith the Articles that does not already 
rest on it. 

11. Moreover, elimination of the representation could give rise to some 
misunderstanding. If the representation were ·made unnecessary, the impli­
cation might be drawn that members were being released from all of the 
constraints of consistency wi~h the Articles in making gold tranche 
purchases. If that were. taken tq be the intention behind the amendment, 
a question would artse whether the amendment was consistent with Article 
I(v) of the Articles: · · 

'' ( v) .To give confidence to members · by making the Fund' s 
resources available to them under adequate' safeguards ••• " 

It might be objected that if a member could make a request which ·could not 
be challenged and which was not accompanied by any representation of con­
sistency with the Articles, uadequate safeguards" no longer existed. It 
might not be a convincing reply that adequate safeguards still· existed 
because the member remained subject to the ineligibility provisions. The 
sanction of ineligibility might.not be available in some circumstances 
(e.g., under Article V, Section 5 when a·member's purchase was in the 
super gold tranche). Under the present provisions, the representation 
must be made in connection with all purchases, whether in the super gold 
tranche, basic gold tranche, or credit tranches. · 

12. If a member continued to be obliged to ma~e the representation, 
that would eliminate any ambiguity on the question whether requests to 
make purchases in the gold tranche must be consistent with the Articles. 
The representation could also be regarded as an adequate safeguard for 
the limited purchases~ in terms of quota, that a member could make in the 
gold tranche. There would be no way in which the Fund could prevent a 
gold tranche purchase when it doubted the correctnes.s of the representation, 
but, as·indicated above, the member might be subject to.ineligibility 
after the event in th~ circumstances discussed in SM/67/41. It is not so 
much the possibility of ineligibility in some cases as. the very fact of 
the representation that could be·regarded as an adequate safeguard because 
of the legal principle that such a representation must be made in goad 
faith whether or not there is an effective sanction for bad faith. 
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13. Amendment. On the basis of the foregoing discussion of I.A and B, 
the following is the draft of a possible amendment. It could be Section 
3(c) of Article V: 

"A request to buy currency under Section 3(a) of this 
Article shall not be subject to challenge by the Fund under 
any provision of this Agreement if the proposed purchase is 
a gold tranche purchase. 11 

would be added to the Article on Explana­
This definition would have to take 

A definition of the gold tranche 
tion of Terms as Article XIX(j). 
account of the two consequences of 
satory financing facility that are 
tion could be drafted as follows: 

the floating character of the compen­
mentioned in paragraph 8. One defini-

11Gold tranche purchase means a purchase by a member of the 
currency of another member in exchange for its own currency 
which.does not cause the Fund's holdings of the purchasing 
member's currency to exceed one hundred percent of its quota; 
provided that the Fund may decide that purchases under speci­
fied policies on the use of the Fund.' s resources and amounts 
of the Fund's holdings of currency equal to outstanding 
purchases under these policies shall be excluded for the 
purposes of this definition." 

The following would be a briefer formulation of the proviso: 

11provided that for the purposes of this definition the Fund 
may decide to exclude purchases and holdings under specified 
policies on the use of its resources.fl 

14. The following are some notes on this draft: 

(i) The phrase nrequest to buyn does not appear in the present 
Articles. The phrase "a proposal to buy" would be closer to language 
already in use in the Articles and might be substituted if the phrase 
was not thought to imply a discretion to refuse the proposal. 

(ii) The phrase uunder Section 3(a) of this Article" 
would make it clear that all of the 11conditions" of that provision applied 
to the request for a gold tranche purchase and would avoid any danger 
that the language could be read to mean that a request had to be met even 
if the member was already ineligible. 

(iii) The text refers to "a requestu and not, for example, uthe 
representation under Section 3(a)(i) of this Article!! because of the point 
that has been made that elimination of the power to challenge nrepresenta­
tions" under Article V, Section 3(a)(i) might be understood to leave un­
touched the power to challenge "requests" under Article V, Section 5 and 
other provisions. 
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(iv) The exclusion of holdings is referi:-ed to in the draft defini­
tions of the gold tranche in order to prevent the challenge of requests 
to make gold tranche purchases even when the Fund's holdings of a member's 
currency are in excess of quota as a result of purchases under the com­
pensatory financing facility. The exclusion of purchases is referred to 
in order to permit the challenge of requests to make purchases under the 
compensatory financing facility when the Fund's holdings of a member's 
currency are less than its quota. 

(v) It may be considered a disadvantage of -the incorporation of a 
definition of the "gold tranche" in the Articles that it converts the 
words into a term of art. That term has certain obvious shortcomings, 
but it has become so well established that it might be difficult to substi­
tute other terminology. It might be useful nevertheless to consider the 
possibility of some other terminology, such as "automatic purchase", even 
though it would be less familiar and less colorful. 

15. If representations were to be eliminated for gold tranche purchases, 
the text as drafted in paragraph 13 would have to be modified. The 
following draft could be considered for this purpose: 

"(c) If a member's request to buy currency under Section 3(a) 
of this Article is a request for a gold tranche purchase, the 
member shall not be required to make a representation under 
Section 3(a)(i) of this Article, and the request shall not be 
subject to challenge by-the Fund under any provision of this 
Agreement." 

16. The drafts set forth in paragraphs 13 and 15 do not limit the 
purchases and holdings that could be excluded to the compensatory financing 
facility or in any other way. If it were decided to limit the exclusion 
to purchases and holdings under that facility, the draft Article XIX(j) 
could be formulated as follows: 

"Gold tranche purchase means a purchase by a member of the 
currency of another member in exchange for its own currency 
which does not cause the Fund's holdings of the purchasing 
member's currency to exceed one hundred percent of its quota; 
provided that the Fund may decide that purchases under policies 
on the use of its resources for the compensatory financing of 
fluctuations in the exports of members and amounts of the 
Fund's holdings of currency equal to outstanding purchases 
under these policies shall be excluded for the purposes of 
this definition." 

The briefer formulation of the proviso could be: 

"provided that for the purposes of this definition the Fund may 
decide to exclude purchases and holdings under policies on the 
use of its resources for the compensatory financing of fluctu­
ations in the exports of members." 
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There are two comments on this text. First, it refers to "members" and 
not "primary exporting members" because the decision on compensatory finan­
cing uses such language as "members, particularly primary exporters" in 
speaking of the beneficiaries of that decision. Secondly, it may be con­
sidered undesirable to give the rigidity of law to a policy, but at least 
the language advanced above would give the Fund a continuing discretion 
to decide whether or not to retain the "floating" feature of the com­
pensatory financing facility. If there were objection to the exclusion 
of any purchases or holdings, the compensatory financing facility would 
have to be revised so as to float alongside the credit tranches only. In 
that event, all of the words in the draft definition of gold tranche 
purchases after "its quota" would be deleted. 

l 7. In connection with the discu.ssion of the reform of the gold tranche, 
two related issues must be mentioned: 

(a) SM/67/4l, pp. l6-l7, dealt with pre-par value transactions 
under Article XX, Section 4(d) and under Membership Resolutions. The 
present memorandum assumes that the Fund would continue to have the· au~ 
thority to prescribe conditions even for gold tranche transactions by 
members that had not yet established an initial par value. If, however, 
it were decided that members in these circumstances should have the same 
right to engage in gold tranche transactions as other members, it would 
be necessary to amend Article XX, Section 4(d) and Article II, Section 2 
and to change the language of Membership Resolutions. Even if pre-par 
value gold tranche transactions were not treated in this way, the text 
of the last sentence of paragraph (b) of Decision No. l678-(64/22), 
April 22, 1964, (Selected Decisions, p. 48) would have to be reconsidered. 

(b) The reform of the gold tranche .in accordance with the fore­
going paragraphs might call for some corresponding amendment in those 
provisions of the Fund's borrowing arrangements that are intended to 
give gold tranche treatment to requests for early repayment. This subject 
is discussed in SM/67/41, p. l8. 

l8. A further suggestion in the Memorandum associated with the gold 
tranche is the following: 

"E. The charges provided for in Article V, Section S(a) would 
be abolished. The super gold tranche positions would bear 
interest (within maximum_-9_!!_(]. _ _!!linirn_UE.!_).J:mits that might be 
specified)." 

Charges. Article V, Section S(a) provides for the levy of a charge in 
connection with all pu'rchases from the Fund without reference to the 
length of time during which the purchase for which the charge is paid 
remains outstanding. 
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"Any member buying the currency of another member from 
the Fund in exchange for its own currency shall pay a service 
charge uniform for all members of three-fourths percent in 
addition to the parity price. The Fund in its discretion may 
increase this service charge to not more than one percent or 
reduce it to not less than one-half percent." 

The charge may be varied, but when fixed must apply to all members. The 
present charge is fixed by Rule I-2: 

11 The service charge payable by a member buying the currency 
of another member in exchange for its own currency shall be paid 
at the time the transaction is consummated. The service charge 
payable for such transactions taking place after November 30, 
1951, shall be 1/2 of 1 per cent." 

The purpose of the charge was.to limit the financial advantage that 
could accrue to members if they were able to purchase currencies at par 
from the Fund and dispose of them at more favorable exchange rates in 
the market. 

19. If it were decided to adopt the suggestion on charges in the 
Memorandum, the practice of the Fund would be changed in an obvious 
respect, but it would be changed in another and perhaps less obvious 
way. Hitherto, the concept of the gold tranche in its present form, 
i.e., the difference between quota and Fund holdings of currency after 
excluding currency which results from purchases outstanding under the 
compensatory financing facility, has been relevant only in connection 
with the Fund's policies on the use of its resources. It has not affected 
any calculations under the provisions of the Articles involving levels of 
Fund holdings. This would be changed under the suggestion in paragraph 
18 above, because no charge would be levied on a gold tranche purchase 
whatever might be the level of the Fund's holdings of the purchasing 
member's currency. For example, it is possible for the Fund to hold a 
member's currency at the level of, say, 140 percent of quota in circum­
stances in which the member. still has gold tranche privileges. These 
would be circumstances in which the member's currency subscr.iption was 
equal to 90 percent of its quota and in which the member had made pur­
chases equal to 50 percent of its quota under the compensatory financing 
facility. In such a case, the suggestion, if adopted, would mean that 
the member would pay a service charge on the compensatory financing 
purchases but not on a subsequent gold tranche purchase equal to 10 
percent of quota. Similarly, a member might elect to make a purchase 
under the compensatory financing facility when it came within that provi­
sion even though the Fund I s holdings of the member's currency were below 
an amount equal to its quota. In those circumstances the member would 
pay a service charge on the purchase. 
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20. The suggestion on charges could be made effective by an amendment 
which added the following ·words to the end of .the second sentence of 
Article V, Section 8(a): 

n, but·no service charge shall be paid on any gold franche 
purchase." 

21. Another course which could be considered would be the creation of 
discretionary authority. For this purpose, Article V, Section 8(a) 
could be rewritten as follows: 

11 The Fund may levy a service charge, uniform for all members 
and not more than one percent in addition to the parity price, 
on any member buying the currency of another member from the 
Fund in exchange for its own currency." 

The Executive Directors could then decide to eliminate the service charge 
for all gold tranche purchases or for super gold tranche purchases. This 
would be compatible with the words ''uniform for all members II which permits 
the interpretation that the change shall be uniform for all members in 
the same circumstances. There is legal authority for the proposition 
that uniformity in such a context is intended to avoid discrimination 
but that it permits reasonable categories that are not capriciously 
devised. On this view, the legal position would be the same under Article 
V, Section 8(a) as amended as it is now under Article V, Sections 8(c) 
and (e). In addition, the Fund would be able to resume the practice of 
levying a charge on gold tranche purchases if, having terminated the 
practice, the Fund were to conclude that it was desirable to reinstate 
the charge. However, the amendment as drafted above would the Fund 
authority to levy a charge lower than the present minimum. Finally, a 
wider discretion to vary service charges could be exercised by the Fund 
more closely in conjunction with its present discretion to distribute net 
income or any new discretion to pay interest (see paragraph 22). It will 
be recalled that in the past the Fund reduced the service charge from 
3/4 to l/2 percent in conjunction with a variation in the periodic charges 
on ·':.he Fund's currency· holdings. 

22. Interest. It is suggested in the Memorandum that super gold 
tranche posj.tions should bear interest within specified maximum and 
minimum limits. This would call for the amendment of Article XII, 
Section 6: 

"Distribution of net income.--(a) The Board of Governors 
shall determine annually what part of the Fund's net income 
shall be placed to reserve and what part, if any, shall be 
distributed. 
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(b) If any distribution is made, there shall first be dis­
tributed.a two percent non-cumulative payment to each member on 
the amount by which seventy-five percent of its quota exceeded 
the Fund's average holdings of its currency during that year. 
The balance shall be paid to all members in proportion to their 
quotas. Payments to each member shall be made in its own 
currency." 

The provision could be amended along the following lines to give effect 
to the suggestion: 

"(a) The Fund shall pay annual interest of not more than 
X percent per annum and not less than Y percent per annum to a 
member on the amount by which seventy-five percent of its 
quota exceeded the Fund's average holdings of its currency 
during the year. The Fund shall determine the rate of interest, 
which shall be uniform for all members. 

(b) The Board of Governors shall determine annually what 
part of the Funcl 1s n~t income shall be placed to reserve and 
what part, if an;y-, shall be distributed. If any distribution 
is made, it shall be paid to all members in proportion to their 
quotas. 

(c) Payments of interest and distributions of income to 
a member shall be made in its own currency." 

23. The following are some notes on paragraph 22: 

(i) Sub-paragraph (a) could be taken out of Article XII, Section 6 
and perhaps added to Article V, Section 8, with consequential modifi­
cations of text. It would be appropriate to do this because, as indicated 
in (iii) below, the payment of interest would not depend on the avil­
ability of income. 

(ii) "Net income" under (b) would be calculated after deducting 
interest paid under (a). 

(iii) Under (a), interest·would be payable whether or not net income 
was earned. Moreover, the obligation to pay interest would continue to 
apply even after the Fund I s reserves we1·e exhausted. The legal position 
would be different, therefore, from' the present position with respect to 
the distribution of net income. 

(iv) Although it is suggested in the Memorandum that a minimum rate 
of interest should be paid, no change is suggested in the present provi­
sions on periodic charges. Under these provisions, it is not prescribed 
that minimum charges must be levied. 
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Part II 

Use of the Fund 1 s Resources 

24. Section A under this heading of the Memorandum is entitled "Condi­
tions for drawings within the credit tranches (Paragraph 8a(ii) of the 
Monetary· Committee Report) 11 

• It reads as follows: 

"The suggestions contained in that paragraph should, at a 
convenient time, be examined by the Executive Board, both with 
respect to the schedule of charges, and the Fund's policy regard­
ing the conditions applicable to drawings within the credit 
tranches. On the other hand, it would be advisable to state 
explicitly in the Articles of Agreement that the Fund has 
authority to determine the principles which are necessary to 
ensure that the use of the Fund's resources is in conformity 
with the Articles of Agreement and that such use is of a tempo­
rary nature." 

The suggestion for immediate study is that the Articles should be amended 
so as to state explicitly that the Fund has authority to determine the 
principles that are necessary to ensure that the use of the Fund's resources 
is consistent with the Articles and that one element of consistency is the 
temporary character of any use. 

25. Policies. Article V, Section 3(a) already requires a member which 
purchases exchange from the Fund to represent that the exchange is 
presently needed for making in that currency payments "which are consistent 
with the provisions of this Agreement. 11 In this connection, the Executive 
Directors have decided that: 

"The phrase 'consistent with the provisions of this Agree­
ment' in Article V, Section 3, means consistent both with the 
provisions of the Fund Agreement other than Article I and with 
the purposes of the Fund contained in Article I. 11 (Decision 
No. 287-3, March 17, 1948; Selected Decisions, pp. 19-20) 

There are a number of legal procedures and powers, including the power to 
adopt such rules and regulations as may be necessary or appropriate to 

.conduct the business of the Fund (Article XII, Section 2(g)), which enable 
the Fund to make sure that any particular use of the Fund's resources will 
be consistent with the purposes and provisions of the Fund. For example, 
the Fund can challenge requests, limit the use of the Fund's resources, 
declare a member ineligible, impose terms safeguarding the Fund's interests 
under Article V, Section 4, and impose terms and conditions under other 
provisions. The suggestion in the Memorandum does not propose any addition 
to these procedures and powers. The suggestion has a different objective. 
In applying the procedures and powers available to the Fund, e.g., 
in deciding whether to permit or deny the use of the Fund's resources, or 
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more properly in deciding on what conditions a member may use the resources 
instead of being denied access to them where that would be possible, the 
Fund acts according to certain principles of policy. It establishes 
tranche policies, a compensatory financing facility, a policy on pre-
par value transactions, and so on. The power to adopt such principles of 
pol:).cy is reflected in the concept of "adequate safeguards" in Article 
I(v), in the last sentence of Article I, and elsewhere in the Articles. 
But there is no statement in the Articles which declares in so many words 
that the Fund can adopt general policies on the use of its resources, and 
it is this absence that the suggested amendment would remedy. The 
suggestion would seek to go beyond the necessary implication of the 
language which does appear in the Articles and would state expressly that 
the Fund can establish general policies in administering its resources. 

26. Temporary use. What has been said above with respect to policies 
on use applies equally to the concept of the temporary use of the Fund's 
resources, There is no express mention of this in the Articles, but there 
are many indications that only a tE!llporary use is legitimate, and these 
were relied on as ths basis for the interpretation of September 26, 1946 
(pursuant to Decision No. 71-2, Selected Decisions, p. 54). Later in this 
paper, there is a discussion of the possibility of amending Article VI, 
Section l (paragraph 62), and that amendment could include a reference to 
the temporary character of the use of the Fund's resources. If that 
course was not adopted, and if it was thought advisable to make express 
mention of the two topics of policies on use and the temporary character 
of use, one way in which this could be done would be by amendment of 
Article I(v) as follows: 

"To give confidence to members by making the Fund's resources 
tem:9orariJ.y available to them under adequate safeguards, and in 
accordance with such ~olicies as the Fund may adopt, thus provi­
ding them with opportunity to correct maladjustments in their 
ba~ance of payments without resorting to measures destructive of 
national or international prosperity." (words underlined are 
added.) 

With this language, the Fund would continue to be able to determine what 
it understood by temporary use. 
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Part III· 

Repurchase 

27. In order to "ensure the effectiveness and equal application of 
members' repurchase obligations", three suggestions are made for examining 
the provisions of the Articles that govern repurchase obligations and the 
calculation of monetary reserves on which they are based. These relate to 
currency liabilities, the abatement of obligations, and non-member curren­
cies. 

Currency liabilities 

28. Introduction. The first suggestion under the heading of repurchase 
involves 11 abolishing the deduction of currency liabilities providedfor 
in Article XIX (e) in calculating the amount of the monetary reserves that 
form the basis for determining the repurchase obligations,, 11 Something 
must be said, therefore, of the role of currency liabilities in the 
calculation of monetary reserves for the purpose of repurchase obliga­
tions under Article V, Section 7(b), Although a great body of refine­
ments has grown up inevitably in: connection with the calculation, monetary 
reserves may be said to consist of the central holdings of a member (i.e., 
gold and convertible currencies owned by its Treasury, central bank, 
stabilization fund, or similar fiscal agency), but subject to: 

(i) the exclusion (for calculations connected with Article V, 
Section 7(b)) of the three categories of holdings mentioned in 
Schedule B, Paragraph 3, and 

(ii) the deduction (for all calculations of monetary reserves) 
of only one type of obligation, "currency liabilities." 

29. The deduction of currency liabilities is provided for by Article 
XIX( e): 

"A. - member's monetary reserves shall be calculated by 
deducting from its central holdings the currency liabili­
ties to the Treasuries, central banks, stabilization funds, 
or similar fiscal agencies of other members or non-members 
specified under (d) above, together with similar liabili­
ties to other official institutions and other banks in the 
territories of members, or non-members specified under (d) 
above. To these net holdings shall be added the sums 
deemed to be official holdings of other official institu­
tions and other banks under ( c) above. 11 
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The basic decision of the Executive Directors on currency l~bilities 
is Decision No. 493-3, adopted on November 4, 1949: 

"The Executive Board has considered questions relating to 
the concept of currency liabilities in Article XIX(e), 
as set forth in Executive Board Special No. 107 (10/18/49), 
and agrees tr.at the following principles apply: 

1. The currency liabilitiep of a member are the lia­
bilities represented by the holdings of its currency by 
the Treasuries, central banks, stabilization funds, similar 
fiscal agencies, other official institutions or other banks 
of other members, or of such nonmembers as have been speci­
fied by the Fund. 

2. Currency liabilities are not confined to convertible 
currencies. 

3. The deductibility of currency liabilities does not 
depend on whether the holderts currency is convertible. 

4. "Currency" in the concept "currency liabilities" 
means 11 without limitation coins, paper money, bank balances, 
bank acceptances, and government obligations issued with a 
maturity not exceeding twelve months. 

5. A blocked balance is not a currency liability." 
(Selected Dcdsionr-;, pp. 104-105) 

30. Legislative history. Executive Board Special No. 107 (October 18, 
l949), which led to Decision No. 493-3, discussed currency liabilities 
and set forth the legislative history of Article XIX(e). It is useful 
for the present purpose to recall the history of the provision because 
it sheds light on the intentions that led to its adoption. One of the 
original ideas advanced in the negotiation of the Articles was that 
monetary reserves should be an uncompromisingly gross concept, that 
is to say, one that would admit no exclusions and no deductions. This 
was the view of the United States delegation at Atlantic City, which 
proposed a text defining holdings as being ''without reduction for any 
liabilities, whether such liabilities are actual or potential, general 
or specific, external or internal." However, another proposal envisaged 
deductions from the gross holdings of a member that had a convertible 
currency in respect of the holdings of its currency by others. The 
theory on which this proposal rested was made clear in a text proposed 
by the United Kingdom delegation: 
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"rNet' official holdings shall be calculated by deducting 
the liabilities of other official holders.in gold or con­
vertible currencies from the gross official holdings of 
gold and convertible currency, so as to provide that gold 
and convertible currencies do not count twice, first in 
respect of a country holding convertible currency and 
second in respect of gold held against it by the country 
having this liability. Accordingly, convertible exchange 
reckoned as part of the official holdings of one country 
shall be deductible in reckoning the net official holdings 
of .the country whose exchange is involved.!! 

The underlying theory on which this proposal was based was that, subject 
to such modifications as might be introduced under other provisions, 
the total monetary reserves of all members would be equal to the total 
of their holdings of gold after the currencies of all members had become 
convertible. · · 

31. At Bretton Woods, a joint proposal was introduced by the United 
States and the United Kingdom which accepted the theory of the United 
Kingdom proposal at Atlantic City. Under this proposal, there would have 
been deducted from the gross holdings of a member the holdings by others 
of its currency provided that its currency was convertible. However, in 
the next and final chapter in the evolution of the provision, the limita­
tion of the deduction to the holdings of a convertible currency was 
eliminated, and the concept of currency liabilities was broadened so as 
to enable a member to deduct the holdings of its currency by specified 
holders whether that currency wa,s convertible or inconvertible. It was 
pointed out in Staff Memorandum No. 349, Sup. l (4/28/49) that the 
justification for this broadening of the concept was that there were 
great gradations in the de facto convertibility of currencies, and 
that the use of holdings-;;f even an inconvertible currency to pay for 
imports from the currency issuer diminished its current receipts. It 
required the issuer to develop an equivalent surplus in its balance of 
payments or absorb a reduction in its reserves. 

32. Operation of currency liabilities. It will be seen, therefore, 
that the concept of currency liabilities covers only one type of 
liability, the liability inherent in the holding of the issuerrs cur-
rency by another. The concept does not include debts payable in the issuer's 
currency or in some other currency, whether already due or contingent, if 
these liabj_lities are not accompanied by the holding of the issuer's 
currency. The application of the concept has led to fine distinctions on 
occasion, although this would undoubtedly be true of any other defini-
tion of monetary reserves that must be applied with legal precision. 
For example, it has been held that there is a bilateral payments 
agreement under which there is a debit bank balance for one party ex­
pressed in its currency, it can claim the deduction of a currency liability, 
whereas this will not be the result if the banl1.:. balance is expressed in 
the currency of the creditor member. 
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33. One consequence of the decution of currency liabilities has been 
that re:purchase obligations have not accrued under Article V, Section 
7(b) for the United States or the United Kingdom because their monetary 
reserves have been less than their quotas; and indeed in recent years 
their monetary reserves have been negative because the deductible 
holdings of dollars and sterling have exceeded the gross holdings of 
those members. Repurchase obligations cannot accrue for a member unless 
its monetary reserves as calculated under the Articles exceed an amount 
equal to its quota (Article V, Section 7(c)(i)). It must not be thought, 
however, that only reserve currency members have had currency liabilities 
to deduct. In particular, many members have been able to make these 
deductions because of the holding of their currencies by the United 
States under U.S. Public Law 480. Although' these balances are not 
usable for unlimited purposes, they are nevertheless usable, and it has 
been held, as a result, that they have the quality of currency and can 
therefore be deducted as ncurrency11 liabilities. 

34. Charges. If it were decided to abrogate the deduction of currency 
liabilities for repurchase :purposes, it would be necessary to decide 
whether this should be done under other provisions. The first of these 
is Article V, Section B(f): 

11All charges shall be paid in gold. If, however, the 
member's monetary reserves are less than one-half of its 
quota, it shall pay in gold only that proportion of the 
charges due which such reserves bear to one-half of its 
quota, and shall pay the balance in its own currency." 

Under this provision, the.charges to which it relates~/may be paid in 
the currency of the member paying the charge if its monetary reserves 
are below the specified level. If it were decided to abrogate the 
deduction of currency liabilities in the calculation of monetary reserves 
for the purpose of Article V, Section 8(f) as well, the tendency would 
be to reduce the amount of charges that could be paid in the currencies 
of members paying charges. There would be no legal reason, however, why 
a change could not be made for one purpose but not for the other. 

1/ Charges for stand*·by arrangements do not fall under Article V, 
Section B(f) by operation of law, but the provision has been applied 
to them by decision of the Executive Directors: 

"Charges for stand-by arrangements will be payable in gold, 
or U.S. dollars in lieu of gold, or in the member's cur­
rency as specified for other charges by Article V, 
Section 8(f) ." (Selected Decisions, :p. 27). 
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I 

35. :~uota increases. The other provision under which calculations of 
mone~#ry reseryes are made is Article III, Section 4: 

"Payments when quotas are changed.--(a) Each member 
which consents to an increase in its quota shall, 
within thirty days after the date of its consent, pay 
to the Fund twenty-five percent of the increase in gold 
and the balance in its own currency. If, however, on 
the date when the member consents to an increase, its 
monetary reserves are less than its new quota, the Fund 
may reduce the proportion of the increase to be paid in 
gold." 

Although the Fund has never reduced the proportion of a quota increase 
payable in gold, it would be necessary nevertheless to decide whether 
the calculation of monetary reserves should be changed for the purpose 
of this provision if it were changed for some other provision. The· 
abrogatj.on of the deduction of currency liabilities under Article III, 
Section 4would tenu. to reduce the scope of the Fund 1 s discretion to 
reduce gold payments under that provision. 

36. Article XIX(c). A second consequential legal problem would arise 
in connection with--Xrticle XIX(c): 

"The holdings of other official institutions or 
other banks within its territories may, in any particular 
case, be deemed by the Fund, after consultation with the 
meniber, to be official holdings to the extent that they are 
substantially in excess of working balancesj provided that 
for the purpose of determining whether, in a particular 
case, holdings are in excess of working balances, there 
shall be deducted from such holdings amounts of currency 
due to official institutions and banks in the territories 
of members or non-members specified under ( d) below . 11 

The origin of this provision was the fact that in certain countries 
represented at Bretton Woods, what would be central holdings held by 
monetary authorities in other countries were owned by non-central 
institutions. The problem raised by this institutional difference 
solved py giving the Fund a discretion to deem a certain amount of 
holdings of these non-central institutions to be central holdings. 
Fund has exercised this discretion on one occasion. 

was 
the 

The 

37, Article XIX(c) was clarified as follows in Decision No. 298-3 
adopted by the Executive Directors on April 14, 1948: 
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"The holdings of other official institutions or other 
banks within its territories may, in any particular case, 
be deemed by the Fund, after consultation with the member, 
to be official holdings to the extent that they are sub­
stantially in excess of working balances; provided that for 
the purpose of determining whether, in a particular case, 
holdings are in excess of working balances, there shall be 
deducted from such holdings amounts of currency due to 
official institutions and banks in the territories of 
members or nonmembers specified under (d) below. 11 

"(1) 'Other official institutions I and 'other banks I are 
official institutions and banks not embraced by 
Article XIX(b). 'Other official institutions' are 
those representing a member anywhere. 'Other banks' 
are banks within its territories. 

11 (2) 'Working balances' must be detennined in the light of 
all the facts of the individual case, and no rigid 
rule can be formulated for their measurement. The 
general idea is that a working balance is one which 
is necessary to meet the requirements of its owner, 
taking into account normal receipts and payments, for 
a period not unreasonably protracted. 

11 
( 3) No deduction nay be made from central holdings on the 

ground that they are said to represent, in whole or in 
part, 'working balance, 1 for example, because there are 
no compiercial banks or because the holdings of commer­
cial banks are alleged by the member to be inadequate 
for working purposes. 

"(4) Gold or dollars owned by 'other official institutions' 
and 1 other banks' may be included in a member's official 
holdings, a~er consultation with the member, to the 
extent that they are substantially in excess of 'working 
balances;' 

"(5) The proviso in Article XIX(c) declares that in determin ... 
ing whether the holdings of other official institutions 
and other banks are substantially in excess of working 
balances, certain deductions shall be made. These 
deductions are in respect of liabilities arising from 
the holdings of the currency of the member whose offi­
cial holdings are being calculated. Such liabilities 
must be owed by that member's official institutions and 
banks to the official institutions of and banks in the 
territories of countries which were members of the Fund 
on September 12, 1946. 11 (Selected Decisions, pp. 101-102). 
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What is of particular interest in connection with the current inquiry 
is paragraph 5 of the decision. This says, in effect, that before deciding 
whether the holdings of a member 1s other official institutions or other 
banks within its territories are substantially in excess of working 
balances, there must first be deducted what are in effe.ct the currency 
liabilities of those institutions and banks owed to official institutions 
and banks in the territories of other members or specified non-members. 
The question, therefore, is whether the abrogation of the currency 
liabilities of Article XIX(e) should be accompanied by the abrogation 
of the currency liabilities in the proviso of Article XIX(c). There is 
no legal reason why Article XIX(c) could not be left in its present form 
whatever might be done under Article XIX(e). 

38. SuddP.n increase. If currency liabilities ceased to be deductible, 
there could be a sudden increase in the monetary reserves of certain 
members as calculated under the Articles resulting solely from the 
difference in calculation. If, as a result of this calculation, a 
member's monetary reserves at the end of a financial year of the Fund 
.increased considerably as compared with the beginning of that year, 
there could be a large and sudden repurchase obligation. The drafters 
were aware of this problem in connection with other phenomena. For 
example, in the year in which a currency becomes convertible under the 
Articles, any member holding that currency might find that its monetary 
reserves as calculated increased steeply at the end of the year as 
compared with the beginning. A similar result might follow from the 
receipt during a year of the proceeds of a medium-term or long-term 
loan contracted during the year. The drafters protected members against 
the consequences of.such sudden increases by adopting Paragraph 3 of 
Schedule B: 

"In calculating monetary reserves and the increase in 
monetary reserves during any year for the purpose of Article 
V, Section 7(b) and (c), no account shall be taken, unless 
deductions have otherwise been made by the member for such 
holdings, of any increase in those monetary reserves which 
is due to currency previously inconvertible having become 
convertible during the year; or to holdings which are the 
proceeds of a long-term or medium-term loa.n contracted 
during the year; or to holdings which have been transferred 
or set aside for repayment of a loan during the subsequent 
year. 11 

39. The Executive Directors have given effect to the intention of 
this provision in Decision No. 510-2 of December 16, 1949: 
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"In applying the provisions of Schedule B, paragraph 
3 to the calculation of members' repurchase obligations, 
the following principles shall govern (Staff Memorandum 
No. 413, 12/8/49 and Supplement l, 12/13/49): 

111. Where exclusions have been made at the end 
of one year for holdings which are the proceeds of 
long-term or medium-term loans contracted during the 
year or for holdings which have been transferred or 
set aside for the repayment of a loan during the sub­
sequent year, the exclusion continues to be made in 
the monetary reserve figures for the beginning of the 
succeeding year. 

11 2. Where an exclusion has been made in respect 
of currency which became convertible during the year, 
this currency is included in the monetary reserve 
figures for the beginning of the subsequent year • • • 11 

(Selected Decisions, pp. 108-109). 

A similar solution could be adopted if currency liabilities were no 
longer deductible. That is to say,any amendment that did this could be 
made to operate only from the beginning of a financial year of the Fund 
for repurchase purposes. 

40. Effect on distribution of repurchases. If currency liabilities 
ceased to be ded.uctiole, at lea.st one problem in applying Schedule B, 
Paragraph 1 would disappear. That provision lays down the rules for the 
distribution of repurchase obligations among the components in a 
member's monetary reserves. Sub-paragraph (b) deals with distribution 
when monetary reserves and the Fund's holdings of a member's currency 
have both increased: 

"If the member'' s monetary reserves have increased during 
the year, a part of the amount payable to the Fund equal 
to one-half of the increase shall be distributed among 
those types of reserves which have increased in propor­
tion to the amount by which each of them has increased. 
The remainder of the sum payable to the Fund shall be 
distributed among all types of reserves in proportion 
to the member's remaining 1::toldings thereof." 

The first sentence applies to the obligation based on an increase in 
the member's monetary reserves and the second to the obligation based 
on an increase in the Fund's holdings of the member's currency. Diffi­
culties have arisen in a few cases in which there has been an increase 
in monetary reserves attributable to an increase in a member's holdings 
and a larger increase resulting from a decline in currency liabilities. 



- 23 -

The application of the first sentence quoted above has meant that the 
obligation based on the total increase in monetary reserves has been 
discharged in those media that have increased but in amounts that ex­
ceeded the increase in the media. For example, suppose that at the 
beginning of a year a member holds 1,000 of gold and 500 of dollars 
and has 1,000 of currency liabilities. At the end of the year the 
corresponding figures are gold 1,010, dollars 500, and currency liabili­
ties 800. Total monetary reserves have increased by 210. Assume that 
the member's repurchase obligation is the full half of this total 
increase. The whole of the 105 wou..ld have ·to be paid in gold, the only 
reserve medium that had increased, even though the member's holdings of 
gold had increased by no more·than 10, If currency liabilities were not 
deductible, decreases in them would' not produce increases in monetary 
reserves, and resu..lts such as the one illustrated here would no longer 
occur. 

Abatement 

41. Pre81:mt la.w. A second suggestion in the field of repurchase 
relates to ';abolisb.:tng the abatements in cases of repurchases calculated 
in currencie-;-wh"'I'chthe P~nd may not accept.' The provisions directly 
involved in this suggestion are Article V, Section 7(c) and Schedule B, 
Paragraph 1. 

Article V, Section 7(c) 

"None of the adjustments described in (b) above shall 
be carried to a point at which 

(i) the memberts monetary reserves are below its quota, 
or 

(ii) the Fund's holdings of its currency are below seventy­
five percent of its quota, or 

(iii) the Fundts holdings of any currency required to be used 
are above seventy-five percent of the quota of the 
member concerned." 

Sch~dule B, Paragraph l 

11 In a.etermining the extent to which repurchase of a 
member's currency from the Fund under Article V, Section 
7(b), shall be made with each type of monetary reserve, 
that is, with gold and with each convertible currency, the 
following rule, subject to 2 below, shall apply: 
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(a) If the member's monetary reserves have not in­
creased during the year, the amount payable to the Fund 
shall be distributed among all types of reserves in pro­
portion to the member's holdings thereof at the end of the 
year. 

(b) If the member's monetary reserves have increased 
during the year, a part of the amount payable to the FunQ 
equal to one-half of the increase shall be distributed 
among those types of reserves which have increased in pro­
portion to the amount by which each of them has increased. 
The remainder of the sum payable to the Fund shall be dis­
tributed among all types of reserves in proportion to the 
member's remaining holdings thereof. 

(c) If after all the repurchases required under 
Article V, Section 7(b), had been made, the result would 
exceed any of the limits specified in Article V, Section 7(c), 
the Fund shall require such repurchases to be made by the 
members pro:i,,ortionately in such manner that the limits will 
not be exceeded.I! 

The relevant decision of the Executive Directors is Decision No~ 521-3 
of January 16, 1950: 

"If pc:,rt of a member's gross repurchase obligation for 
any financial year is allocated to a currency which the Fund 
cannot accept because of Article V, Section 7(c)(iii), that 
part of the gross obligation is abated for that year under 
Schedule B, Paragraph l(c), and is not required to be dis­
charged in gold or some other currency." (Selected. 
Decisions, p, 109), 

42. The effect of the foregoing provisions and decision is that if a 
repurchase obligation is calculated for a member in a convertible cur­
rency which the Fund cannot accept, or accept in full, that part which 
the Fund cannot accept is abated and is not re-allocated. The member 
is not required to pay in some other reserve medium which the Fund can 
legally accept. The situation in which the Fund cannot accept the 
currency in which the obligation is calculated may arise because the 
Fund 1s qoldings of the currency of the member in which the obligation is 
calculated are already at or above 75 percent of that member's quota, or 
would be at that level on the payment of a smaller amount than the obliga­
tion as calculated, or because the total of all obligations calculated in 
that currency for members exceeds the amount that the Fund can accept. 
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43. Decision No. 521-3 was based on Staff Memorandum No. 424 of 
December 29, 1949. Three reasons were given in that memorandum in 
support of the conclusion that abatement was the correct legal result. 
They were as follows: 

(i) The same language of.proportionate reduction in Schedule B, 
Paragraph 1 governs the three cases in which reduction may occur under 
Article V, Section 7(c) .. In cases covered by Section 7(c)(i), re-allocation 
of the repurchase obligation instead of abatement would defeat the pur­
pose of the provision; and in cases covered by Section 7(c)(ii) there is 
no repurchase obligation to the extent that the Fund's holdings of the 
repurchasing member's currency would fall below 75 percent of its quota. 
That is to say, re-allocation would still reduce the repurchasing member's 
monetary reserves below an amount equal to its quota or the Fund's hold­
ings of the member's currency below 75 percent of its quota. Textually, 
therefore, it was difficult to see how the same words could provide for 
abatement in two cases and re-allocation in the third. 

(ii) There was no formula in the Articles for carrying out a re­
allocation, and this suggested a conclusion in view of the care with 
which the drafters had provided formulas for the calculation of monetary 
reserves and the distribution of repurchase obligations among them. 

(iii) The third reason was of a more substantive character. It 
was concluded that the text, supported by the legislative history, 
reflected an intention to reject re-allocation of an automatic character 
for repurchase obligations under Article V, Section 7(b). This reason 

· was stated more briefly in a memorandum dated March 29, 1962 ( "Legal 
Aspects of Fund Policies on Repurchases 11

, SM/62/22), in which the 
problem was re-examined in relation to the new conditions of converti­
bility, and in which it was concluded that abatement continued to be 
the correct legal result under the provisions in question: 

11 The rationale of Schedule B, paragraph 1, as supported 
by the legislative history, would be offended by re-allocation 
instead of.abatement. The object of the dra~ers was to en­
sure that only fixed portions of each medium of monetary 
reserves would be payable by way of the basic and automatic 
obligations of Article V, Section 7(b). The reason for this 
was the realization that all currencies may not have the same 
qualities even though they are all technically 'convertible' 
under the Articles. For·example, a currency is still con­
vertible in this sense, and included in the monetary 
reserves of other members under the Articles, even though 
the Fund has approved sweeping restrictions or other 
practices under Article VIII, Section 2 or 3. Thus, a 
currency would be included in a member's monetary reserves 
as 1 convertible 1 even though the member might not be able, 
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in fact, to convert it into another currency which the 
Fund could accept. Again, some convertible currencies 
may be convertible into gold because the currency issuer 
freely buys and sells gold, but other convertible curren­
cies may not be convertible in this way. If there were 
re-allocation, the context of Schedule B suggests that 
this would have to be in accordance with some fixed and 
automatic fonnula. The result, therefore, might be to 
thrust an undue burden on a member's holdings of gold or 
gold-convertible exchange because the Fund could not 
accept more of the member's holdings of currencies that 
are not gold-convertible. Therefore, the drafters adopted 
a rule for the automatic repurchases of Article V, Section 
7(b) according to which each category of monetary reserves 
was to bear only a precisely allotted share of a total 
obligation." (p. 3) 

44. Possible new policy. If the view were taken that a member should 
make a repurchase if its monetary reserves had increased, and that it 
should not be released from this duty for a reason not related to its 
own economic position, it is possible that this could be reflected in 
a new policy without amend:inent of the Articles, although it will be 
shown in paragraph 45 that members could not be required to observe the 
policy in certain instances. When the Fund grants a waiver under 
Article V, Section 4, or in any case in which the Fund can apply con­
ditions, or when the Fund agrees with a member on the reduction of the 
Fund's holdings of the member's currency under Article V, Section 8(d), 
the terms of the waiver, the conditions, or the agreement could prescribe 
that any repurchase obligation subject to proportionate reduction under 
Article V, Section 7(c)(iii) should be discharged in some other reserve 
medium acceptable to the Fund. The discharge of that part of a repurchase 
obligation which is at present abated would be a repurchase outside 
Article V, Section 7(b). With respect to.repurchases of this character, 
the Executive Directors have adopted the following decision: 

"It has been.concluded that the Fund has the legal authority 
to specify the convertible currencies to be used in making 
repurchases in discharge of obligations to repurchase that do 
not arise under Article V, Section 7(b), and that, accordingly 
members are required to obtain the prior agreement of the Fund 
on the convertible currencies to be used in making such re­
purchases. Such repurchases must not increase the Fund's 
holdings of a member 1 s currency beyond 75 per cent of that 
member's quota or decrease the Fund's holdings of the repur­
chasing member's currency below 75 per cent of that member's 
quota. 11 (Decision No. 1371-(62/36), July 20, 1962; Selected 
Decisions, p. 35) · · 
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45. A policy of the kind described above would be within the powers 
of the Fund. It would merely add a more specific requirement of repur­
chase to the various undertakings that members now asswne. The undertaking 
on repurchase would be binding on members only in those cases in which 
repu1.;chase undertakings are binding now. Therefore, there would be 
instances in which the member's statement on repurchase would be a 
representation of intention and would not constitute a legal obligation. 
This would be the position in any case in which a member made a purchase 
which did not require a waiver under Article V, Section 4 and there was 
no other legal basis for a condition. Moreover, the policy could not be 
made effective in those cases in which a repurchase obligation arose as 
a result of the pa31JD.ent of a currency subscription in excess of 75 per­
cent of quota. For these or other reasons, there might be a preference 
for amendment instead of a development in repurchase policy as the way 
in which to abolish the abatement rule. 

46. Amendment. In order to abolish the abatement rule, language could 
be added"--teltl1e present text of Paragraph l(c) of Schedule B. This could 
say.that the amounts by which the lim1ts specified in Article V, Section 
7( c) ( i) · and (ii) were exceeded shall be roated, al though there would ·be 
no need to make this explicit. It would have to be said, in any event, 
that the amounts by which the limit specified in Article V, Section 
7(c)(iii) was ·exceeded shall be distributed among all types of reserves 
in propo'iation to the member's remaining holdings thereof ( i ;e., after 
allowing for all repurchases that were not re-allocated). Alternatively, 
it could be provided that the amount by which the limit in Section 7(c)(iii) 
was exceeded would be re-allocated, not according to some formula, but 
by agreement between the Fund and the repurchasing member, with authority 
for the one or the other to determine the re-allocation in default of 
agreement, or in all cases by the Fund in consultation with the repur­
chasing member. This alternative would be more consistent with one 
aspect of the intention behind the present provisions, namely, that 
under the rules for distributing repurchase obligations no more than a 
due proportion should be distributed mechanically to each component in 
a member 7 s monetary reserves, 

Non-Member Currencies 

47. Present provisions. A third suggestion for study in the Memorandum 
is "including the currencies of non-member countries that are recognized 
as convertible by the I.M.F. in the calculation of reserves." There is 
already authority in the Articles to include non-member currencies in 
the calculation of the monetary reserves of members, so that amendment 
would not be necessary for this purpose, although it might be necessary 
in order to attain certain results as indicated below. Article XIX(a) 
provides that: 
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11A member's monetary reserves means its net official 
holdings of gold, of convertible currencies of other mem­
bers, and of the currencies of such non-members as the Fund 
may specify. 11 

The first sentence of Article XIX(d) provides that: 

11 A mem"ber 1 s holdings of convertible currencies means 
its holdings of the currencies of other members which are 
not availing themselves of the transitional arrangements 
under Article XIV, Section 2, together with its holdings 
of the currencies of rn1ch non-members as the Fund may from 
time to time specify. n 

It will be noted that nothing explicit is said about the characteristics 
of the non-member currency that may be specified, but it is obvious from 
the context that the drafters must have had in mind non-member currencies 
held by members in substantial amounts and with characteristics comparable 
to those of member currencies that are convertible both de jure and de 
fe,cto. Once a member currency becomes convertible under Article VIII, 
it remains convertible in the legal sense for all time, and therefore 
members holding it must include those holdings in their monetary reserves 
whatever the restrictions that may be applied by the issuer on the use 
of its currency. This result would not follow if a non-member currency 
were specified, and the Fund could terminate a specification if the 
currency were to lose certain ·cllaracteristics of de facto convertibility. 
This would be a sensible result and the words "from.time to time" in 
Article XIX(d) give it textual support. 

48~ If a non-member currency is specified under Article XIX(a), it is 
then specified for Article XIX(c), (d), and (e) as well. That is to 
say, a memberfs holdings of the non-member currency will be included in 
its monetary reserves under Article XIX(a). Under Article XIX(c), the 
holdings of the member's other official institutions and banks within 
its territories that may be deemed to be substantially in excess of 
working balances may include their holdings of the non-member currency, 
but due allowance would have to be made for the currency liabilities of 
the member's other official institutions and banks to the official in­
stitutions of and banks in the territories of the non-member. Finally, 
under Article XIX(e), there would have to be deducted from a member's 
holdings under Article XIX(a) and (b), the member's currency liabilities 
to the Treasury, central bank; stabilization fund, similar fiscal 
agencies, other official instStutions, and other banks in the territories 
of the non-member. 



- 29 -

49. Effects of specification under present law. The Fund has not 
specified any non-member currency and has not taken any decisions 
explicating the relevant provisions. The possible legal consequences 
of specification under these provisions will now be outlined, and it 
will be assumed, therefore, that the present provisions with respect 
to currency liabilities and abatement are not amended. In a later 
section, an attempt will be made to show how amendment in respect of 
these two topics could affect the specification of a non-member currency. 

50. Before examining the effects of specification, something must be 
said of the meaning of Paragraph 2 of Schedule B: 

"The Fund shall not acquire the currency of any non-member 
under Article V, Section 7(b) and (c) ." 

This provision is referred to in Paragraph 1 of Schedule B, which sets 
out the directions for the distribution of repurchase obligations among 
the ve.:r.ious elements in a member's monetary reserves. Before setting 
out those directio.ns, Pars.graph 1 says that they are 11 subject to 2 
below," It is . clear e;:1ougl1 that under these provisions the Fund cannot 
accept any of the specified non-member currency from ar-y member. Beyond 
this, it is less clear whether the provisions require the calculations 
to be made in any one of the following ways: 

(i) the non-member currency is included in the monetary reserves 
for determining the gross amount of the repurchase obligation, but 
that obligation is distributed only among member currencies and gold; 

(ii) the gross repurchase obligation as calculated in (i) is 
distributed among all elements of monetary reserves, but that part of 
the obligation allocated to the non-member currency is re-allocated 
to member currencies and gold; 

(iii) the procedure is as in (ii) above except that that part of 
the obligation allocated to the non-member currency is abated and not 
re-allocated. 

51. The words "subject to 2 below" can conceivably be read to support 
any one of these three constructions. The strongest argument for abate­
ment, as already indicated, is that the drafters intended that, under 
the provisions dealing with the calculation of repurchases, no more 
than a due proportion of a repurchase obligation should be borne 
mechanically by any one element in a member's monetary reserves. In 
the case of a comparable problem, the inclusion in the monetary reserves 
of member A of its holdings of the convertible currency of a subordinate 
territory of member B, the staff has follow~d the abatement principle, 
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52, The strongest argument for the reading which favors distribution 
to acceptable reserve media only (i.e., gold and member currencies) 
under solution (i) or (ii) in paragraph 50 is that in default of such 
a reading the specification of non-member currencies may lead to no 
change or even to a decrease in the repurchase obligations that would 
be calculated in the absence of specification. The forcefulness of 
this argument is reduced by the fact that it is possible to show that 
in some cases there would be an increase as the result of specification. 
It is indeed possible to pile e:xample on example without drawing from 
them any unassailable conclusion. If it were thought useful, examples 
could be given in another paper of what would follow from specification 
if the provisions of Paragraphs 1 and 2 of Schedule B were read to mean 
that obligations are allocated to non-member currency and then abated. 
As already indicated, there may be an increase, a decrease, or no change 
in obligation, 

53, Amendment, If it were felt that the Fund should specify certain 
non-member currencies, and that abatement (solution (iii)) was the 
correct interpretation of the present provisions, but that the probable 
results .would be unsatisfactory without amendment, a number of legal 
solutions would be available in theory. Among them would be these: 

(i) Paragraph 2 of Schedule Band the words in Paragraph l could 
be repealed with the intention that repurchase obligations could be al.lo­
cated to the specified non-member currencies and that the Fund could 
accept these currencies. This would be a simple solution of the issues 
relating to repurchase up to a point, but it would raise broader legal 
and economic problems resulting from Fund ownership of non-member cur­
rencies. What would the Fund do with those currencies? How would their 
gold value be maintained? 

(ii) The abatement rule could.be repealed solely with respect to 
the specification of non-member currency. If such a currency were 
specified, it could be provided that, as at present, any holdings of 
it by a member would be included in the member 1 s monetary reserves, 
but any increase calculated on that basis would be allocated solely 
to gold and convertible currencies. Obligations resulting from in­
creases in the Fund's holdings of the member 1 s currency would also be 
allocated to these.reserve media exclusively. 

(iii) If the abatement rule were repealed for cases under Article V, 
Section ?(c)(iii), it would seem appropriate to apply the same practice 
of re-allocation.as was substituted for abatement to the specification 
of non-member currency as well. If currency liabilities ceased to be 
deductible, a corresponding change would be made for these liabilities 
owed by members to any non-member whose currency had been specified. 
The effect of the whole of the first sentence of Article XIX(e) would 
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be nullified. With these two amendments, the specification of a non­
member currency would tend to produce a reduction in repurchase obliga­
tions only when a member's holdings of that currency declined during 
a financial year. 

54. Sudden increase. The problem of a sudden increase in monetary 
reserves that has been discussed above in paragraphs 38 and 39 could 
arise as the result of the specification of a non-member currency 
under the present provisions of the Articles or under amended pro-
visions. It may be assumed that the Fund would avoid any problem under 
the present provisions by making the specification effective only as of 
the beginning of some financial year. It is likely that this would be 
the result even if this precaution were not taken and specification was 
given immediate effect. In the latter case, it would seem proper to 
hold that the holdings of non-member currency were holdings of a cur­
rency that had become convertible during the year. Paragraph 3 of Schedule 
B declares that no account shall be taken in the calculation of monetary 
reserves and repurchases of any increase 11which is due to currency pre­
viously inconvertible having become convertible during the year. 11 Under 
Article XIX(d) a member 1 s holdings of 11 convertible currencies" includes 
its holdings of 11 the currencies of such non-members as the ;Fund may from 
time to time specify •11 If the Fund were to specify a non-member currency 
with immediate effect, holdings of that currency would be excluded from 
monetary reserves until the beginning of the next financial year.,for the 
purposes of repurchase but would be included for the purpose of charges 
under Article V, Section 8(f) and calculations under Article III, 
Section 4. This difference in treatment would result from the fact 
that Schedule B, Paragraph 3 is confined to repurchase.·. 
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Part IV 

Capital Transfers 

55, Under the heading of Article VI, Sections 1 and 2 in paragraph 
II.c of the Memorandum, there is a reference to paragraph 8a(iv) of the 
Monetary Committee Report; which reads as follows: 

11 
••• abolishing the distinction, which is no longer made in 

practice, between capital transfers and current transactions 
(Article VI, Section 1 and Section 2; Article VIII, Section 
4(a) of ·the Fund Articles of Agreement)." 

The Memorandum continues: 

11 If the cle jure automaticity of the gold tranche is accepted, 
Article VI, Section 2, ceases to be applicable and a simpli­
fication in the text of Article VI, Section 1, might be 
envisaged. 11 

Two issues are involved in these extracts, and they will be considered 
in turn. 

Use of Fund's resources for capital transfers 

56. The Monetary Committee Report mentions Article VI, Sections 1 and 
2 and Article VIII, Section 4(a): 

Article VI, Section 1 

11 Use of the Fund's resources for capital transfers.--(a) 
A member may not make ·net use of the Fund 1 s resources to meet 
a large or sustained outflow of capital, and the Fund may 
request a member to exercise controls to prevent such use of 
the resources of the Fund. If, after receiving sucb a request, 
a member fails to exercise appropriate controls, the Fund may 
declare the member ineligible to use the resources of the Fund. 

(b) Nothing in this Section shall be deemed 

(i) to prevent the use of the resources of the Fund for 
capital transactions of reasonable amount required 
for the expansion of exports or in the ordinary 
course of trade, banking or other _business, or 

(ii) to affect capital movements which are met out of a 
member's own resources of gold and foreign exchange, 
but members undertake that such capital movements 
will be in accordance with the purposes of the Fund.n 
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Article VI, s:ection 2 

11 Special :provisions for ca:pi tal transfers. --If the Fund's 
holdings of the currency of a member have remain~d below 
seventy-five percent of its quota for an ill'!lD.ediately preceding 
period of not less than six ~0nths, such member, if it has not 
been declared ineligible to use the resources of the Fund under 
Section 1 o: this Article, Article IV< Section 6, Article V, 
Section 5, or Article XV, Section 2(aJ, shall be entitled, 
notwithstanding the provisions of Section l(a) of this Article, 
to buy the currency of another member from the Fund with its 
own currency for any purpose, including capital transfers. 
Purchases for capital transfers under this Section shall not, 
however, be permitted if they have the effect of rais the 
Fund's holdings of the currency of the member desiring to 
purchase above seventy-five percent of its quota, or of 
reducing the Fund's holdings of the currency desired below 
seventy-five percent of the quota of the member whose c1.::.rrtncy 
is desired.l! 

Article VIII, Section 4 

11 Convertibility of foreign held balances.--(a) Each 
member shall buy balances of its currency held by another 
member if the latter, in requesting the purchase, represents 

(i) that the balances to be bought have been recently 
acquired as a result of current transactions; or 

(ii) that their conversion is needed for making payments 
for current transactions. 

The buying member shall have the option to pay either in the 
currency of the member making the request or in gold. 11 

57. It is a question of judgment whether or not a distinction between 
the use of the Fund's resources in respect of payments difficulties 
attributable, on the one hand, to a deficit on current account and, on 
the other hl;'l,nd, to capital tram;fers has· disappeared in the practice of 
the Fund, and this paper will not go into that question.·: What must be 
said, however, is that this would not be a correct statement of the law. 
The opinion which was before the Executive Directors when they · 
decided.to clarify the Article XVIII interpretation of September 26, 
1946 on .the use of the Fund's resources did not come to any such con~ 
cl us ion as a matter of law. The legal memorandum explairn;d that the 
interpretation might be read to deny any use of the· Fundi!'s:··res6urces in 
respect of capit.aJ. transfers. But it concluded that eve~· if any such 

sion. were··. remoyed, there would remain a legal distinction between .· 
the two categories of use (41Use of the Fund's Resources for Capital 
Transfers 1!, SM/61/45, 5 /24/61). The interpretation of September 26, 
1946 is.:as follows: 



- 34 -

11 The Executive Directors of the International Monetary 
Fund interpret the Articles of Agree.~ent to mean that 
authority to use the resolU'ces of the Fund is limited to 
u.se in accordance i'Tith its purposes to give temporary 
assistance in financing balance of payments deficits on 
current account for monetary stabilization operations. 11 

The decision of July 28, 1961 which added a clm~ification to that de­
cision was taken after detailed debate at Executive Board Meetings 
61/31 (June 21), 61/32 (June 23), 61/33 (June 23),61/37 (July 7), and 
61/43 (July 28, 1961), and it declares that: 

" After full consideration of all relevant aspects 
concerning the use of the Fund's resources, the 
Executive Directors decide by ·way of clarification 
that Decision No. 71-2 does not preclude the use of 
the Fund's resources for capital transfers in 
accordance with the provisions of the Articles, 
including Article VI. 11 {Decision No. 1238.(61/l~J);. 
Selected Decisions, p. 54). 

58. Among the conclusions of SM/61/li.5 were these. Article V, Section 
3 ( a) does not make fully explicit what are the proper us es of the Fund's 
resources but instead says that use of the Fund 1 s resources must be for 
payments that are consistent with the provisions of the AZ"ticles. One 
of the provisions thus referred to is Article VI, Section 1-. From this 
provision the conclusion is drawn that use of the Fund's resources is 
proper to meet difficulties associated with deficits on current account. 
Incidentally, for the purpose of use of the Fund's resources, deficits 
on current account are deemed to include reasonable amounts of the 
capital transactions mentioned in Article VI, Section l(b)(i). Apart 
from use to deal with deficits on current account as thus amplified, 
the use of the Fund's resources is legitimate to meet an .outflow of' 
capital provided that the Fund does not consider it to be large or sus­
tained. SM/61/45 also concluded, after a close study of the text of 
the Articles and of the legislative history, that the drafters had had 
in mind no formula or fiJrnd criteria for determining what was meant 
by "large or sustained", and that they intended to give the Fund a 
broad discretion to make these determinations in the light of eeneral 
experience and the particular facts in each case. This did not mean 
that the discretion 'i'rns. unregulated by any criteria. The opinion 
concluded that a·basic criterion which the drafters seemed clearly to 
have had in mind was that the financing of capital transfers under 
Section l(a) must not interfere with the capacity of the Fund to pro­
vide assistance to dea1 with deficits on current account for the 
benefit of any particular member or ~f members in general4 In this 
connection, the of the Fund's resources, including its actual 
ability to borrow, was a relevant consideration. Other criteria which 
could be derived from the legislative history were the extent to which 
a member was using the Fund's resources and the place of the member 
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in the world economy. No decisions were ad.opted by the Executive Direc­
tors on criteria, but there were active debates ori them, particularly 
at EBM/61/37, in the course of which Executive Directors supported a 
number of additional criteria. There was general support, however, for 
the view that, in pe~cmitting the use of its resources for capital trans­
fers, the Fund was required, as a matter of law, to guard against the 
danger of prejudicing its ability to make its resources available for 
dealing with difficulties associated with deficits on current account. 

59. If it were decided to eliminate the qualification in Article VI, 
Section l(a) which prevents the Fund's resources from being used to meet 
a large or sustained outflow of capital, this could be carried out by 
abrogating the first sentence of Section l(a). It would then cease to 
be one of the provisions referred to in Article V, Section 3(a)(i), and 
the Fund's resources could then be used for deficits on current account 
or for capital transfers without distinction of any kind. If the first 
sentence were abrogated, a decision would have to be taken whether to 
abrogate or to a.mend the second sentence. The choice would depend on 
whether it was thought desirable to retain some authority to request a 
member to observe some limit on its use of the Fund's resources to meet 
an outflow of capital. If it were decided that there should be no 
residual authority of this kind, the second sentence would be abrogated. 
If it were decided that there should be such authority, the sentence 
would still have to be rewritten because at present it is drafted so as 
to refer, in effect, to the first sentence. 

60. If Article VI, Section l(a) were amended in the manner assumed 
in paragraph 59, there would cease to be any point in Article VI, Sec­
tion l(b) also, Section l(b)(i) is designed to expand the concept of 
the current account solely for the purpose of the use of the Fund's 
resources, but this would be unnecessary if the distinction between 
the current account and capital transfers were eliminated for the pur­
pose of Fund financing. Similarly, Section l(b)(ii) would become 
unnecessary because it provides that the use of the Fund's resources 
is still valid, within the limits laid down by the Articles, even though 
there is a large or sustained outflow of capital which is met by the 
member from its own resources of gold and foreign exchange, This 
assurance to members would become unnecessary because the prohibition of 
use to meet a large or sustained outflow of capital, against which the 
assurance of continued use is given, would itself disappear. Further­
more, as indicated in paragraph 64 below, the amendment would deprive 
Article VI, Section 2 of any usefulness. Finally, the question might 
be raised whether the distinction between capital and current trans­
actions in Article VIII, Section 4(a) continued to be justifiable. 
Under that provision, a member has certain duties to convert balances 
of its currency if they have been recently acquired as the result of 
current transactions or if, although they have not been recently acquired 
and therefore have be com<: capital balances, the~.r conversion is needed 
for making payments for .'.rrent transactions. 

61. The Memorandum raises the question whether there should not be 
some amendment of the language of Article VI, Section 1 even if the 
present legal dis·\-,:i.n.or_;ti.c,n. bet.w0.,c;-r, +.he ·two L.ypes oi' payments diffi.culties 
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were to remain unaltered. As was said in the course of the debates. 
of the Executive Directors in 1961, Article VI, Section 1 is sufficiently 
well drafted to express the intention that there shall be a distinction 
between the use of the Fund I s resources for the t1>10 types of payments 
difficulties, with certain restraints on the use of those resources to 
meet difficulties arising from capital outflow. It is still felt that 
there is no need to runend the language of Section l(a) unless there is 
an intention to change the provision in some substantive respect. 

62. It was pointed out in 1961 that it was impossible to conceive of 
an amendment that simply reconfirmed the present text of Article VI, 
Section l(a). It might be considered a minor shortcoming of the present 
text that it does not refer explicitly to the financing of difficulties 
on current account and states the use that may be m~de in respect of 
capital outflow in negative terms. If it were thought useful, it would 
be possible to draft a fully explicit and positive formula without 
changing the present legal position. It would then be necessary t0 
decide to what extent it was desirable to draw on the language of the 
interpretation of September 26, 1946 and the present text of Article VI, 
Section l(a,), and to what extent other formulations were preferable even 
though there was to be no change in substance. 

63. It would seem that any difficulty of a legal and textual 
character that is thought to exist arises more in connection with the 
decc'..s~.on of July 28, 1961 and its treatment of the interpretation of 
September 26, 1946 than with the text of Section l(a). In reaching 
the decision of July 28, 1961, the Executive Directors concluded that 
the interpretation nf 1946 had not in fact intended to deny the use of 
the Fund 1s resou::--ces in connection with capital outflow to the extent 
that this was ~ermitted by Article VI, Section 1 and other provisions 
of the Articles. 'J.:herefore 

7 
they concluded that it was not necessary 

to rescind the interpretation of September 26 7 1946 or to amend it by 
completing it. ·rt was thought that in the circumstances clarification 
would suffice. Presumably, it is this difference of approach to the 
treatment of the interpretation in order to make it accord with the 
generally held view of Article VI, Section 1 which is being raised 
by the Memorandum and the Monetary Committee Report. At this stage, 
there is perhaps no need to repeat the details of t,e two approaches 
to the tre~tment of the interpretation in 1961 and the compromise 
which was reached with some difficulty between the two schools of 
thought among the Executive Directors. 

Special prov:isior1s_. for_ capital. transfers .. under. Article. VI, Section 2. 

64. The second idea connected with Article VI which is advanced in 
the Memorandum is that with de ,jure automa.tici ty for the gold tranche, 
Article VI, Section 2 ceases to have any function. Before this pro~ 
position is examined, it must be said that if the distinction between 
the use of the Fund's resources for the two types of payments diffi­
culties discussed above were elimilia.+.ed, there won]ii certainly be no 
role left for Article VI, Section 2. irlha:t-,ever may be the precise 

·, 
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meaning of that provision, one purpose seems to have been to permit the 
use of the Fund's resources for capital transfers in certain circum­
stances without falling foul of the qualification in Article VI, 
Section l(a) with respect to the use of the Fund's resources to meet 
a large or sustained outflow of capital. In short, if a member can 
bring itself within the scope of Arlicle VI, Section 2, a use of the 
Fund's resources in accordance with that provision cannot be objected 
to on the ground that the use would be to meet a large or sustained out­
flow of capital. The word "net" in Article VI, Section l(a) was in­
tended to make that point. Obviously, if the first sentence of Article 
VI, Section l(a) were eliminated, there would be no need any longer to 
provide protection against its·operation. 

65. Article VI, Section 2 gives a privilege only in certain circum­
stances and subject to certain conditions. A member can have the bene­
fit of the provision only if the Fund 1s holdings of its currency have 
remained below 75 percent of the member's quota for an immediately 
preC;ec;t:..ng period of not less than six months. The member can purchase 
currencies pursuant to the provision only to the extent that the Fq.nd's 
holdings of the member 1s currency will be increased to but not beyond 
the level of 75 percent of quota. In addition, the only currencies 
that the member can purchase are the currencies of members held by the 
Fund above the level of 75 percent.of the quotas of these members and 
the purchases of these currencies cannot reduce them below that 75 
percent level. None of these limitations would apply if Article VI, 
Section l(a) were amended in the way that has been discussed. The 
privileges that would result from the amendment would be more valuable 
than those now available to a member under Section 2 whatever may be 
the meaning of that provision. 

66. If Article VI, Section l(a) is not amended and the only amendment 
relates to the de ,iure automatici ty of the gold tranche as discussed 
earlier in this)?aper, it is still possible that in contemplation of law 
Article VI, Section 2 could have some value for members. Moreover, this 
would be true whatever view was talrnn of' the correct interpretatfon of 
the provision. In SM/67 /41 (pp. 10-ll), a summary was given of at ~east 
three prima facie meanings that can be attributed to the provision. The 
firGt view isthat the sole function of the words "for any purpose, ;includ­
ing capital transfers 11 is to add capital transfers of all kinds to t~e 
other purposes for which purchases may be made under other provisions. 
On this view, the function of the words would be to exclude any possibility 
that purchases for capital transfers under the provision could be regarded 
as an improper use of the Fund's resources to meet a large or sustained 
outflow of capital. The second view is that a member in the position 
described by Article VI, Section 2 is permitted by that provision to 
purchase over-75 percent of quota currencies for capital transfers, and 
even for transfers that might otherwise be considered large or sustained, 
but is also given an unchallengeable rig'4t to purchase any currencies for 
any of the purposes compatible with the other provisions of the Articles. 
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A third view would parallel the second one except that any currencies 
could be purchased for "any purpose" whether or not compatible with the 
other provisions of the Articles. · \ 

'-, 

67. The drafters certainly thought that Article VI, Section 2 provided 
some facility for members that they would not have ha.d under Article VI, 
Section 1. This is appa:cent from the words "notwithstanding the :provisions 
of Section l(a) of this Article 11 in Section 2 •. It is true that if a request 
to use the Fund's resources in the gold tranche were unchallengeable, a 
request that was not compatible with Article VI, Section 1 could not be 
challenged. Nevertheless, the presence or absence of Article VI, Section 2 
might have consequences in connection with ineligibility. If it is as­
sumed that the present ineligibility provisions of the.Articles remain in 
effect but that Article VJ., Section 2 is repea1ed, a member m1ght be sub­
ject to ineligibility under Article XV, Sec.tion 2 because it had made a 
use of .. the Fund.' s resources which could not be reconciled with Article VI, 
Section l in circumstanc8s in which it would not be subject to ineligibility 
if it c.ould continue· ta' rely on Section 2. Becau.oe Se.ction 2 was intended 
to defend a mem'b~r against the charge of improper use under Section.l in 
certain circvrnstances, 2:.rid becaus·e it is assumed that the ineligibility 
prov:i,sions continue.to apply.to gold tranche purchases, it cannot be said 
as. a matter of strict analy8is that the adoption of de ,iure automaticity 
by the same' .stroke dep:dves Article. v:i:,. Section 2 of--all-legal efficacy. 
It mUE~t be repeated that this result is reached on the basis of analysis, 
and it is no part of the purpose of this· p~per to determine the value Qf 
the privileges created by Article VI, Section 2 or the likelihood of the 
Fund's resort to ineligibility. 

68. One final point must be made in relation to this difficult question. 
The legislative history of Article VI, Section 1 shows that the word "net" 
was inserted in that provision after Article VI, Section 2 was agreed and 
in order.to provide a cross-reference to Section 2. The argument in para­
graph 67 assumes that the word "net 11 would be deprived of its rationale 
and therefore would be deleted if Section 2 were·repealed •. If, however, 
the word were not deleted, it would seem that the reverse of the argument 
in paragraph 67 could be asserted. That is to say, it could be argued 
that members, far from losing a privilege by the repeal of Section 2, would 
gain one. If the word 11net" stood alone, with no Section 2 to give it 
content, it would seem that no use of the Fund's resources in the super 
gold tranche could ever be found to be a large or sustained use of the Fund's 
resources to meet a capital outflow whereas at the moment it would seem 
that the only use for capital outflow which surely cannot be held_to be 
for the purpose of meeting a large or sustained.outflow is one that can be 
brought within Article VI, Section 2. 

\ . 
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Memorandum Relating to Suggestions for Certain Reforms 
in the International Monetary Fund 

(complementing a memorandum of June 22, 1967) 

We refer to our memorandum of J'lµle 22, 1967, entitled "Suggestions 
for certain reforms in the International Monetary Fund", by which we 
submitted, as a whole, to the consideration of the Executive Board the 
proposals contained in the report of the Monetary Committ.ee of the 
European Economic Community of April 11, 1967. We also requested that 
studies be made by the staff on the operational aspects of the suggestions 
contained in the above-mentioned report. A legal study on these points 
has now been made. 

As we indicated in our memorandum of June 22nd, the financial 
authorities of the European Community were of the opinion that in addition 
to certain improvements to the rules which govern the operations of the 
Fund, it would equally be opportune now to examine modifications to certain 
institutional aspects which would appear desirable in the light of 
experience and, we may add, in view of the contemplated extension of the 
functions of our organization . 

The points which in the opinion of the Governors of the Fund for the 
countries of the European Economic Community require the attention of the 
Executive Board in this respect, are those mentioned in the report of the 
Monetary Committee. 

It is obvious that they are mt all equally important. The examination 
we have requested the Board to undertake, as part of the tasks which the 
Executive Directors are going to recommend to the Board of Governors to 
entrust to them, will facilitate the choice of the suggestions which would 
be useful and reasonable to retain. 
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........ -· -~.~= .. ---- ' -.... .,._ ·~~" --..... '" ..... ·-_ _,,...., .. ,.,_. ---
On beha.L:f p;f' Messrs. Lieftinck, Larre, Siglienti, vom Hofe 

'. \ 1 ~and royse1r.,..:,Ir.am, :sencling .. you herewith, ;a· memo;1::anduw.. :r:e.lEtting to the 
:.;i'<<r· .:·suggestionsd'or :certain ,reforms in .. the: ~d:lI).~de ··bY .. th~.:E:uropE;!an 

Oomnifuiity>:~t. the:Monetary Oommittee;.:in 'Ji.pr:i;l.J.:997,·, .·.. · -.,:,·/ :. i · ·:, 

It would be appreciated if' you would circuJ.a.te this 
memorandum to the members of the Ex:ecuti ve Board. 

.I,. l 
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Memorand'\l!Il Relating to Suggestions for Certain Reforms 
·. ;_ in the International Monetary Fund 

. Our colleagues, as.; well as you yourself and the Fund staff, are aware 
of the Connnunique of the Ministers of Finance of the European Community, 
dated April 18, 1967 and with the Report of April 11, 1967 of the Community's 
MonetarrCommittee. · As you know, this Report was approved by the Ministers 
of Finance in concluding their meetings.of April .17 and 18. · , 

We refer in particular to the portion of this document relating to 
certain improvements that could be made in the Fund within its present 
structure (see· paragraphs B and C of the Monetary Cammi ttee' s Report) • The 
matters dealt with in this Report are a part of the current studies of 
improvements needed for the ,proper functioning of the international mone­
tary system, of which the Fund has become a central instrument. 

Since its inception:..-that is to say, for more than twenty.years--it 
has gradually developed policies and practices that have now proven them­
selves. 

It is, therefore, possible and desirable to bring out the principles 
underlying these policies and practices, to harmonize them and thus 
clearly confirm the basis of their authority. The time has also come to 
adapt certain rules governing the administration of the Fund in the new 
circumstances. 

This improvement--which is justified in itself--is especially desirable 
at a time when it is envisaged to create new resources within the framework 
of the Fund. The particular suggestions contained in the aforementioned 
paragraphs of the Monetary Committee's Report are in response to these consid­
erations. -· An exchange of views on these suggestions should, in our opinion, 
take place in the Executive Board in · the new future ~-

In view of these discussions,· ,the staff of the Fund might usefully 
undertake now a study of certain subjects corresponding to those of the sug­
gestions of the Monetary Committee which, because of their operational char­
acter, raise technical questions~ 

We wouid be grateful if you would see that a study of these subjects, 
which are indicated below, is undertal{en. We may in due time submit addi­
tional information with regard.to the. other suggestions of the Monetary 
Committee. 

• I'. · Status of the Gold Tranche 
(Paragraph 8a (i) of the Monetary Committee Report of April 11, 1967) 

This matter has already· been raised. We have seen the legal study of 
April 12, 1967 (SM/67/41) according to which the de jure automaticity calls 
for amendment of the Articles of Agreement of the IMF. Such amendment should 
be based on the following concept: 
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A. Members eligible to use the Fupd' s resourc::e,s wp-qld have the right 
to draw within the limits of their gold .tranche. posit,ionY only in case of 
need and not for the sole purpose of changing the composition of their 
reserves. In no case would the Fund have authority to prevent such a draw­
ing. This applies to the Fund's right to challenge the representation 
envisaged in Article V, Section 3, whatever the legal basis of· the _,right 
to challenge. · 

B. In view of A above, the representation in respect of drawings 
within the gold tranche could be eliminated. 

C. Subject to what has. been stated under A above, the present Arti­
cles on ineligibility (Article V, Section 5; Article IV, Section 6; and: 
Article Y:v. ·of the Articles of·Agreetnent) should not be altered. 

D.. The . .repurchase obligations prescribed in Article V, Section 7, 
would remain in force. 

E. The charges provided for in Article V, Section 8 (a) would be 
abolished. The super gold tranche positions would bear interest (within 
maximum and minimum limits that might be specified). 

F. · 7-er5i,t7-.of C.urrency 

There does not seem to be any practical purpose in modifying t~e 
provisions of. the Articles of Agreement in th.is. !'.e spect. 

II. Use of the Fund's Resources 

A. Conditions for drawin ,s within the credit tranches.·. 
Paragraph Ba ii of the Monetary Conunittee Report) 

The suggestions contained in that paragraph should, l;Lt a .convenient 
time, be examined by the _Executive Board, both with respect t9 the -schedule 
of charges, and the Fund's policy regarding the conditions applicable to 
drawings within the credit tranches. On the other hand, it would be advisable 
to state explicitly in the Articles of Agreement that the Fund has authority 
to determine. the. principles ·which are necessary to ensure that the use of 
the Fund's resources is in conformity with the Articles of Agreement and 
that such use is of a temporary nature. 

. . 

B. ·Rules. governing the conditio11s for: l;'epurqhase_ of- .. drawings ,. 
on -'the IMF . . . 
(Monetary Committee Report 8a(iii) 

One should ensure the effectiveness and equal_ -~pplicati0n of members' 
repurchase obligations •. 

1./ "Gold tranche position" also refers to the "super gold tranche 
position. 
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To this end, the following is suggested: 

(a) abolishing the deduction of currency liabilities provided for 
in Article XIX (e) in calculating. the amount of the monetary 
reserves that form the basis for determining the repurchase 
obligations. 

(b) abolishing the abatements in cases of repurchases calculated 
in currencies which the Fund may not accept. 

( c) including the currencies of non-member countries that are 
recognized as convertible by the Il4F in the calculation of re­
serves. 

C. Article VI Sections l and 2 of the Articles of A reemen~ 
(See paragraph 8a iv of the Monetary Committee Report 

If the~ Jure automaticity of the gold tra.i~che is accepted, Article VI, 
Section ceases to be applicable and a simplification in the text of 
Article VI, Section 1, might be envisaged. 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

Introduction 

INTERNATIONAL MONETARY FUND 

Legal Aspects of Reform of the Gold Tranche 

Prepared by the Legal Department 

Approved by Joseph Gold 

10, 1967 

For some time past, suggestions have been made that if the legal 
characteristics of the gold tranche were modified in certain ways, more 
members would it as a component of their reserves and worthy of 
inclusion in the official presentation 6f those reserves. Among the sug­
gestions for refrrm, special mention should be made of the memorandum 
from Mr. van Campenhout circulated as EBD/66/176 (ll/28/66). 

The present memorandum examines the legal aspects of the gold tranche 
and of the suggestions that have been made for modifying its characteris­
tics, but does not discuss the policy aspects of particular reforms. 

Under the present rules, policies, and procedures, members that wish 
to make a drawing in the tranche are the overwhelming benefit 
of any doubt in accordance with E.B. Decision No. 102-(52/11), adopted 
February 13, 1952 (Selected Decisions, pp. 21-24) and, in addition, receive 
the benefit of the special procedui·e for gold tranche· drawings established 
by E.B. Decision No. 1745-(64/46), adopted August 3, 1964 (Selected 
Decisions, p. 49). These two De.cisions constitute the formal basis of the 
Fund's gold tranche policy. The resulting status of the gold tranche has 
variously been called "de facto autcmaticity", "yirtu.al autcmaticity 11

, or 
"quasi automaticity". Th;l,s language reflects the high degri::e of confidence 
in the availability of the gold tranche that members enjoy in practice as 
a result of the Fund's assurances and procedure, and the frilowing discussion 
should nnt be taken to imply that this confidence cannot be safely enter­
tained. 

The meaning of the term "gold tranche" has-been affected for some 
purposes by the recent amendment of the Decision on Compensatory Financing 
of Export Fluctuations. Traditionally, the gold tranche was equal tn the 
amount by which the Fund's holdings of a member's currency were below its 
quota. This followed from paragraph 3 of E.B. Deci.sion No. 102-(52/11) 
which established the gold tranche policy in relation to drawings "which 
would se the Fund's holdings of its [a member's] currency to not more 
than quota." For the purpose of applying the tranche policy, 
this description must now be modified to talrn account of the second part 
of paragraph (10) of E.B. Decision No. 1477-(63/8), adopted February 27, 
1963 (Selected Decisions, pp. 40-43) as amended by E.B. Decision No. 2192-
(66/81),adopted September 20, 1966 on the C0mpensatory Financing of Export 
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Fluctuations, which provides: "Moreover, the Fund will apply its tranche 
policies to drawing requests by a member as if the Fund 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). 11 As a· result 
of this provision.,. the gold tranche policy now applies to the amount by 
which the Fund's holdings of a member's currency are less tban the meinber I s 
quota after deducting from those holdings the amount of any drawing out­
standing under paragraph (5) of the Compensatory Financing Decision. It 
is in this sense that the term trgo.ld trancbe 11 is used in this memorandum 
in relation to the Fund's policies on the use of its resources. It should 
be noted, however; that for other purposes, e.g., the application of provi­
sions of the Articles in which levels of holdings are mentioned, there is 
no exclusion of any holdings, and the gold tranche for these purposes 
represents the amount by which actual holdings are less than quota. 

It should also be noted that the term "gold tranche 11 traditionally 
has applied to the whole of the amount by which the Fund's holdings of·a. 
member's currency are less than the member's quota. However, it is convenient 
to distinguish between the situation in which the Fund's holdings of a curren­
cy are below 75 per cent of quota and the situation in which holdings are 
above 75 per cent but below quota. In accordance with the terminology of 
SM/67 /25 (2/28/67), these parts of the gold tranche are referred. to as the 
"supex gold tr~nche 11 and the 11basic gold tranchen respectively. 

Outline of memorandum 

This memorandum discusses the legal aspects of possible reforms of 
the gold tranche in connection with the following topics: 

1. Autcmaticity. The present law and practice on the basic and super gold 
tranche are set forth, after which amendment is considered in order to 
introduce some form of de jure automaticity by 

(a) making the representation involved in a r_equest for a gold 
tranche drawing unchallengeable; 

(b) eliminating the representation; 

(c) preventing ineligibility from interfering with gold tranche 
drawings. 

,Further topics considered are.whether: 

(d) 

( e) 

(f) 

there would remain any role for Article VI, Section 2; 

a group of other provisions should be modified in the light 
of ·any amendments under (a) to (c) above; 

corresponding amendments should be made in the Fund's borrowing 
arrangements. 
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2. Repurchase. The topics considered are: (i) the elimination of any 
obligation to·repurch~se in respect of gold tranche drawings; (ii) the 
elimination of representations as to repurchase without affecting the obli­
gation to repurchase. 

3. Interest. The topic under this heading is amendment in order to give 
an assured remuneration on the super gold tranche and the basic gold tranche. 

4 - 6. The legal aspects of reforms connected with the service charge on 
gold tranche transactions, the unit of value in which the Fund's accounts 
are presen4ed; and the transferability of gold tranches are considered in 
these sections of the memorandum, which then concludes with a note (7) on 
the techniqu~ of amendment. 

1. Automaticity 

Present law 

Perhaps the most basic suggestion for reform of the gold tranche has 
been that the automaticity given to requests to draw the gold tranche should 
be enhanced. In order to understand the possibilities for this, it is 
necessary to set forth those limitations that may exist under the present 
law on the ability of a member to draw its gold tranche. 

(a) Basic gold tranche 

(i) Ineligibility 

One of the·conditions under which a member may purchase the 
currency of another member under Article V, Section 3(a) is that: 

"(iv) The Fund has not previously declared under Section 5 of 
this Article, Article IV, Section 6, Article VI, Section 1, or 
Article XV, Section 2(a), that the member desiring to purchase 
is ineligible to use the resources of the Fund." 

It may be useful to quote the provisions referred to because legally any 
one of them could prevent a member from drawing its gold tranche. 

Article V, Section 5 

11 Ineligibility to use the Fund's resources .--Whenever the Fund is 
of the opinion that any member is using the resources of the Fund 
in a manner contrary to the purposes of the Fund, it shall present 
to the member a report setting forth the views of the Fund and 
prescribing a suitable time for reply. After presenting such a 
report to a member, the Fund may limit the use of its resources 
by the member. If no reply to the report is received from the 



- 4 -

member within the prescribed time, or if the reply received is un­
satisfactory, the Fund may continue to limit the member's use of 
the Fund's resources or may, after giving reasonable notice to the 
member, declare it ineligible to use the resources of the Fund." 

The Fund has adopted the following decisions with respect to the 
meaning of this provision: 

II 

II 

The Fund has, in the case of a member which has had a previous 
exchange transaction with the Fund, power to declare the member 
ineligible or limit its use of the resources of the Fund if the 
member is, in the opinion of the Fund, using the resources of the 
Fund in a manner contrary to the purposes of the Fund." (E.B. 
Decision No. 284-3, adopted March 10, 1948 (Selected Decisi~~, 
p. 32)) 

A member 'is using' the resources of the Fund within the meaning 
of Article V, Section 5, where it is either actually disposing of 
the exchange purchased from the Fund, ~r, having purchased exchange 
from the Fund, the Fund's holdings 1"'\f its currency are in excess of 
75 per cent of its quota." (E.B. Decision No. 292-3, adopted 
March 30, 1948 (Selected Decisions, p. 33)) ~ 

Article IV, Section 6 

"Effect of unauthorized changes.--If a member changes the par value 
of its currency despite the objection of the Fund, in cases where· 
the Fund is entitled to object, the member shall be ineligible to 
use the resources of the Fund unless the Fund otherwise determines; 
and if, after the expiration of a reasonable period, the difference· 
between the member and the Fund continues, the matter shall be 
subject to the provisions of Article XV, Section 2(b)." 

Under this provision, a member becomes automatically ineligible to 
use the Fund's resources in the circumstances described, i.e., without the 
declaration by the Fund which is necessary to produce ineligib5.li ty under 
other provisions, and the Fund must make a determination if it wishes to 
prevent that result. 

1/ It is not altogether realistic to assume that the Fund could take 
action under the provision because the member was making an improper 
disposition of exchange purchased from the Fund. In this memorandum, 
the discussion of the provision will be confined to the other situation 
in which a member "is using" the Fund's resources. 

.. 
_., 
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Article VI,' Section 1 

":Q~_ . .9!..,Y.l:::...F~..?:.'._s_resources_ for capital transfers.--(a) A member 
may not make net use of the Fund., s res::mrces to meet a large or 
sustained outflow of capital, and the Fund may request a member 
to exercise controls to prevent such use of the resources of the 
Fund. If, after receiving such a request, a member fails to 
exercise appropriate controls, the Fund may declare the member 
ineligible to use the resources of the Fund. 

(b) Nothing in this Section shall be deemed 

( i) to prever.t the use· of the re sources of t_he Fund for 
capital transactions of reasonable amount required for 
the expansion of exports or in the ordinary course of 
trade, banking or other business, or 

(ii) to affect capital movements which are met out of a rr:.ember's 
own resources of gold and foreign exchange, but members 
undertake that such capital movements will be in accordance 
with the purposes of'the Fund. 11 

A member is making "net use" of the Fund's resources when the Fund 1 s 
holdings of the member's currency exceed 75 per cent of its quota (SM/61/45 
(5/24/61), pp. 8-10). 

Article XV, Section 2(a) 

"Compulsory withdrawal.--(a) If a member fails to fulfill any of 
its obligations under this Agreement, the Fund may declare the 
member ineligible to use the resources of the Fund. Nothing in 
this Section shall be deemed to limit the provisions of Article 
IV, Section 6, Article V, Section 5, or Article VI, Section l. 11 

(ii) Limitation 

Under Article V, Section 5 the Fund has powers to limit a member's 
use of the Fund's resources instead of declaring it ineligible. The pro­
cedure for limitation is prescribed by the provision. As in the case of 
ineligibility, a member can be limited in its use of the Fund's resources 
only if it is 11using" the Fund's resources as that concept is understood in 
E.B. Decision No. 292-3. 

There is no express mention of limitation in the other provisions 
under which ineligibility may occur, but the Fund has understood that they 
too comprehend limitation on the theory that the greater sanction includes 
the lesser. This was made clear in Rule K-2 of the Fund's Rules and 
Reguiations: 
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11K-2. Whene· er the Executive Board would be authorized to declare 
a member in Ligible to use the resources of the Fund it may 
refrain fro1 making the declaration and indicate the circumstances 
under which;, and/or the extent to which, the member may make use 
of the resources." 

!I 

(iii) POS"9JOnement of initial use 

Articl~ XX, Section 4(i) reads ·as follows: 

The Fund may postpone exchange transactions with any member if 
its circumstances are such that, in the opinion of the Fund, they 
would lead .to use of the resources of the Fund in a manner contrary 
to the purposes of this Agreement or prejudicial to the Fund or the 
members." 

This provision was the subject of E.B. Decision No. 284-2, adopted March 10, 
1948 (Selected Decisions, p. 106): 

fl The Fund has, in the case of a member which has had no previous 
exchange transaction with the Fund,. the power to postpone exchange 
transactions with it if its circumstances are such that, in the 
op:inion of the Fund, they would lead to the use of the resources 
of the Fund in a manner contrary to the purposes of the Agreement 
or prejudicial to the Fund or its members. This power did not 
lapse as of the date the Fund began exchange transactions." 

It will be observed that whereas an exchange transaction with the 
Fund is a condition precedent to a declaration of ineligibility under 
Article V, Section 5, postponement under Article XX, Section 4(i) is 
possible only if the member has not yet engaged in an exchange transaction 
with the Fund. A prior exchange transaction is not a condition precedent 
under Article IV, Section 6 or Article XV, Section 2(a). The position is 
more ambiguous under Article VI, Section 1, but a prior transaction would 
be necessary if "net use" under this provision were understood in the same 
way as "is using" in Article V, Section 5. 

(iv) Challenge 

One of the conditions on which a member may purchase exGhange 
from the Fund under Arti~le V, Section 3(a) is that: 

"(i) The member desiring to purchase the currency represents that 
it is presently needed for making in that currency payments which 
are ·consistent w;ith the provisions of this AgrE;;ement; 11 

The Fund has established that it has a power to challenge such a 
representation, and this is true even though the representation relates to 
the gold tranche. The decision establishing the power reads as follows: 
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The word 'represents' in Article V, Section 3(a)(i), means 
'declares.' The member is presumed to have fulfilled the condition 
mentioned in Article v, Section 3(a)(i), if it declares that the 

· currency is presently needed_ for making payments in that currency 
which are consistent with the provisions of the Agreement. But the 
Fund may, for geed reasons, challenge the correctness of this 
declaration, en the grounds that the currency is net 'presently 
needed' or because the currency is r:ict. needed for payment ''in that 
currency,' or .because the payments will'not be 'consistent with 
the provisions of this Agreement .• '. If the Fund concludes that a 
particular declaration is no~ co~:r::~ct, the Fund may postpone or 
reject the request, or accept it subject to conditions. The phrase 
'presently needed' cannot be defined in terms cf a formula uniformly 
applicable to all cases; but where there is good reason to doubt 
that the currency is 'presently needed,' the Fund will have to apply 
the phrase in each case in the light of all the circumstances." 
(E.B. Decision No. 284, adopted March 10, 1948 (Selected Decisions, 
p. 19)) 

The Fund has also decided that.it has the power to challenge a request 
in order to consider ineligibility proceedings under Article V, Section 5: 

II .If the Fund receives a request from a member to purchase exchange 
and either, (1) the Fund ·is'considering sending the member a report 
pursuant to Article V, Section 5, cr.(g) the Fund finds when the 
request is before it that action pursuant to that Section should be 
considered; then the Fund has the authority, pursuant to Article V, 
Section 5, cf. the Fund Agreement,. to· postpone the transfe'r: as 
permitted under the provisions or·· Rules and Regulations G-3 fer 
such time as may reasonably be necessary to decide the question of 
applying Article V, Section 5, a_nd, 1r it decides to· apply it, to 
prepare and send to the member a·re:port and subject its use of the 
Fund's resources to limitations. Under such circumstances the 
limi ta,tions imposed will apply to the pending request for the 
purchase of exchange as. well as to future requests." (E.B. Decision 
Ne. 286-l, adopted March 15, 1948 (Selected Decisions., pp. 32-33)) 

No comparable decisions have been adopted with respect to the other 
provisions under which the Fund may declare a member ineligible, but there 
is no apparent reason why ariy distincti·on should be made. Accordingly, it 
would be possible for the Fund to postpone a request, even for a gold 
tranche drawing, in org7r to consider ineligibility proceedings under 
Article VI, Section 1 '?:.t or Article, XV, Section 2(a) •. 

'?:./ As noted above, however, if "net use"·under Artic],e VI, Section l is 
taken to mean the same as "is using" in Article V, .section 5, the power to 
postpone a request in order to consider ineligibility under Article VI, 
Section 1 would be exercisable only if there had already, been an exchange 
transaction. 
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(v) Suspension 

In certain circumstances, the Fund is empowered by Article XVI 
to suspend the operation of various provisions of the Articles. Section 1 
provides that: 

. "Temporary suspension.~-(a) In the event of an emergency or the 
development of unforeseen circumstances threatening the operations 
of the Fun~, the Executive Directors by unanimous vote may suspend 
for a period of not more than one hundred twenty·days the operation 
of any of the following provisions:· 

(i) 

(i~~ ( .. l 
(iv 

Article IV, Sections 3 and 4(b). 
Article V, Sections 2, 3, 7, 8(a) and (f). 
Article VI, Section 2. 
Article XI, Section 1. 

(b) Simultaneously with any decision to suspend the operation of 
any of the foregoing provisions, the Executive Directors shall 
call a meeting of the Board of Governors for the earliest practi­
cable date. 

(~) The Executive Directors may not extend any suspension beyond 
one hundred twenty days. Such suspension may be extended, however, 
for an additional period of not more than two hundred forty days, 
if the Board of Governors by a four-fifths majority of the total 
voting.power· so decides, but it may not be further extended except 
by amendment of this Agreement pursuant to Article XVII. 

(d) The Executive Directors may, by a majority of the total 
voting power, terminate such suspension at any time. 11 

It will be observed that Article v, Section 3 is one of the provisions 
that may be suspended, so that gold tranche as well as other exchange trans­
actions could not take place during the suspension. 

(vi) Declaration of scarcity 

Another of the conditions on which a member may purchase ex­
change under Article V, Section 3(a) is that: 

"(ii) The Fund. has not given notice under Article VII, Section 3, 
that its holdings of the currency desired. have become scarce;" 

Article VII, Section 3 ( a) reads as follcws: 

'!Scarcity of the Fund I s holdings. --(a) If it becomes evident to the 
Fund that the demand for a member's currency seriously threatens 
the Fund's ability to supply that currency, the Fund, whether or 

• • 
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not it has issued a report under Section l of this Article, shall 
formally declare such currency scarce and shall thenceforth 
apportion its existing and accruing supply of the scarce currency 
with due regard to the relative needs of members, the general 
international economic situation, and any other pertinent con­
siderations. The Fund shall also issue a report concerning its 
action. 1

.
1 

Under this provision, the Fund could restrict the extent to which members 
could purchase from the Fund the currency declared scarce. 

(b) Super gold tranche 

The legal provisions which may affect a member's ability to draw its 
basic gold tranche apply to the super gold tranche as well, subject, 
however, to certain qualifications. 

First, it has been seen that under E.B. Decision No. 292-3 a member 
is not using the Fund's resources if the Fund's holdings of the member's 
currency are at or below 75 per cent of quota. Therefore, if a member is 
in the super gold tranche, the Fund cannot declare it ineligible under 
Article V, Section 5, postpone a request to consider ineligibility under 
Decision No. 284-2, or limit the member's use of the Fund's resources under 
that provision. 

Secondly, a member can be declared ineligible under Article VI, 
Section 1 only if it is making net use of the Fund's resources. Again, 
therefore, if a member is in the super gold tranche, it cannot be declared 
ineligible or limit;1 in its use of the Fund's resources under this provi­
sion and Rule K-2. J.r 

Although a member cannot be declared ineligible under either of these 
provisions when it is in the super gold tranche, it does not become eligible 
merely because·the Fund's holdings of the member's currency fall into the 
super gold tranche after it has already become ineligible under these or 
other provisions. For the member to become eligible, it would be necessary 
for the Fund to take a decision terminating the ineligibility. 

Under two further provisions the characteristics attached to the use 
· of the super gold tranche are more favorable than those attached to the 
· basic gold tranche. If a member is in the super gold tranche, the amount 
which it can purchase without a waiver of the 25 per cent limit under 
Article V, Section 3(a) is increased by the amount of the super gold tranche. 
One of the conditions in that provision is that: 

n(iii) The proposed purchase would not cause the Fund's holdings of 
the purchasing member's currency to increase by more than tw~nty­
five percent of its quota during the period of twelve months·· ending 

1/ See footnote 2. 
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on the date of the purchase nor to exceed two hundred percent 
of its quota, but the twenty-five percent limitation shall apply 
only to the extent that the Fund's holdings of the member's 
currency have been brought above seventy-five percent of its 
quota if they had been below that amount;" 

The second provision that gives favorable treatment to the super gold 
tranche is Article VI, Section 2: 

"S-pecial -provisions for ca-pital transfe:rs.--If the Fund's holdings 
of the currency of a member have remained below seventy-five per­
cent of its quota for an immediately preceding period of not less 
than six months, such member, if it has not been declared ineligible 
to use the resources of the Funu under Section 1 of this Article, 
Article IV, Section 6, Article V, Section 5, or Article XV, Section 
2(a), shall be entitled, notwithstanding the provisions of Section 
l(a) of this Article, to buy the currency of another member from the 
Fund with its own currency for any purpose, including capital 
transfers. Purchases for capital transfers under this Section shall 
not, however, be permitted if they have the effect of raising the 
Fund's holdings of the currency of the member desiring to purchase 
above seventy-five percent of its quota, or of reducing the Fund's 
holdings of the currency desirecl below seventy-five percent of the 
quota of the member whose currency is desired." 

There are a number of difficulties in the understanding of this provi­
sion that have never been resolved. One view of the provision is that the 
sole function of the words "for any purpose, including cap_i tal transfers" 
is to add capital transfers of all kinds to the other purposes for which 
purchases may be made under other provisions. On this view, the words 
would be understood to exclude any possibility that purchases for capital 
transfers under the provision could be regarded as an improper ~se to meet 
a large or sustained outflow of capital. Moreover, this view·would imply 
that Article VI, Section 2 ·was intended to be solely a r·eplenishment 
provision. This would follow from the fact that the only drawings con­
templated by the provision would be for capital transfers and under the 
second sentence only cur:rencies held by the Fund above the 75 per cent of 
quota level could be purchased. This conclusion would be reinforced by 
the fact that a member could take advantage of the provision only if the 
Fund's holdings of the member's currency had been below the 75 per cent 
level for six months preceding the drawing. In short, ~ccording to this 
view, drawings for capital transfers would be permitted without being 
questioned on that score, in order to bring into the Fund currencies in 
short supply by disposing of those in greater supply. 

This is clearly not the only view that can be taken of the language of 
the provision. A second view is that a member in the position described by 
Article VI, Section 2 is permitted by that provision to purchase over-75 
per cent currencies for capital transfers, including those that are large 
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or sustained, :·but is also -given an unchi:i.Uengeable right to purch9:se any 
··. , ,.currerreH~s for .any -of the purpqses ccmpatible with the otl::)er provisions. of 

the A.rcti'cles •. A: third yiew would parall~l the second one except that any 
currencies could be purchased for "ariy purp6se·11 whether or not compatible· 

.,· wi.th Jthe:, other provis.ions of the Articles. · 

~·J.:'.t::·,.· .. Lt :has: obviously· not been of practicai importance in 
the Fun'd .. to· . .arrive at· a final view of Article VI, Section 

:: ",(·.·not' be" attempted :within the confines of this memorandum. 

the operation of 
2 and. this will' 

' , ~· 

, .. 

· Present ·practice: 

: . · 'I·he .. present policy of giving the overwhelming benefit of. any doubt · 
,. ·to· requests for purchases· within the gold tranche is without prejV:dice tcY 
, the ineligi:l?iJity provisions. The intention of the policy was .to. convey · 
· the idea that. in. practice _the Fund ,would be unliltely to employ i:ts power ' 
·to challenge such requests. Nevertheless, the Fund did not, and could not 
legally, assure members that. it would in no circumstances challenge · 
requests. to 'draw ·tbe. gold tranche. ~Chis was the .reason why the Fund · 
.adopted .the cumber~·ome lang1.1.age of_the overwhelming ber.iefit of any; doubt. 

...... 

'< = : The .. t~anche policies ca.n be considered ·as indicating t_he degree. of 
examination which :the Fund thinks it.appropriate to give to a request under 
the purpose. of Article I ( v) _: · 

11 To· give confidenc~ to memb.ers by _making the Fund IS resources ' 
.. ' ' a:vailab:\,.e to them under adequate safeguards' thu.s providing .. 

them with opportunity .to correct maladjustments in their 
balance of payments without resorting to measures destr~ctive. 
of national or international prosperity." 

'1 

The · Fund ha.s · concluded that the, adequacy. of safeguards can range -from the 
overwhelming.,benefit of any doubt through examinations that become· pro­
·gres.sively stricter with larger cumulative use in terms of quot&:~ 'It has 
never been thought that the Fund could forego_ its power to· cha.llenge: · '. 
requests in the gold tranche. so that there would be no challenge even ·'· · 
where it was, apparent beyond controversy that a request was·inconsistent 
·W.i th the px:ov:j..sions Qf the Articles. A policy of never challenging requests 

'. ,::,cou).d. not be ·r~qonc-iled with. E.B. Decision .No. 284-4 and the coricept of 
adequate sa:fegl?,a,r<:ls-, .. both of which apply at present to· all purchise-s from 

· .the Fund,,:. ;:.:: .C~:-::. · · · · · . , · · · · 

··~···~·.: ( .. :::·.,~·;·);)')~;;.: .. ~:·· -~ ., ·.'',··'. ~,.·· '~ :... ~. 

Al though;-);'!; recogni~ed. tha.t .. the present gol<;l tranc'h~ policy)ti ve·s 
members. a high degree"of assurance that they will' be able to make drawings 
in··the gold t:ranche without. chall.~nge, it has been argued that one respect 
in which this assurance is iess val:uable than a.de Jure !3,SSU:rance is that 
nothing woulg. preverrt the Ft:l.nd irom rescinding its 'present p·olicy; .· As . a 
legal proposition, it must be a.g;r'eed that the Executive Directors have,the 
power to amend or rescind a policy decision, although this ha·s nothing to 
do with the likelihood or unlikelihood of the amendment or rescission of 
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any particular decision. If the Fund were to announce that it would not 
abrogate the gold tranche policy, this would be subject not only to the 
criticism that the decision might be reversed but also to the objection· 
that it was of doubtful validity because it could be rega1'ded as the attempted 
abandonment of the Fund's powers' and not simply the exercise of them. 

A distinction could be drawn between a declaration that the Fund would 
not abandon its gold tranche policy at any time and a declaration that if it 
were to abandon the policy this would be without prejudice to gold tranches 
'existing at the time of the change. Assurances about how an existing 
policy would be liquidated should it ever be terminated should not be regarded. 
as being b~yond the powers of the Fund. The Fund must have the legal · 

authority to declare that it would not make an abrupt transition from an old 
to a new policy where it considered that an orderly transition was advisable. 
It might be objected that an assurance of the kind .that is here discussed, 
although within the powers of the Fund, could again be impaired by subseq~ent 
action of the Fund. While this is true, the Fu..,id' s repudiation of such an 
assurance would be a breach of good faith, and therefore it cannot be con­
templated as more than a theoretical possibility. 

It. is concluded that al though the Fund's gold tranche po.I.icy already 
gives a very high degree of de facto assurance to members, it would be 
possible to give it a certair=;-amount of further underpinning by the adoption 
of a decision on the liquidation of the pn . .sent gold tranche' policy. This 
could declare that although liquidation was not envisaged, liquidation, 
should it occur, would be without prejudice to the then existing gold 
tranches of members. The e:ffect of a liquidation of the policy;would be 
that existing.gold tranches would continue to be governed by the old policy; 
once they had been drawn, members could draw any subsequently arising gold 
tranches only in accordance with the new policy. 

Amendment 

Even the further policy pronouncement that has been discussed above 
would not .give de ,iure autcmaticity. 'I·hat is to say, such automaticity as 
gold tranche drawings would enjoy in practice would continue to depend on 
Fund policies which wer.e legally revocable, and in addition drawings wouJ.d 
be subject to the legal powers of the Fund to interpose impediments to 
drawings under the various powers that have been set forth above. This 
has led to the suggestion that the automaticity of the gold tranche be given 
some legal basis, and it is this suggestion which might be regarded by some 
as the most important single improvement in the reserve quality of the gold 

·tranche. This would be done by amendment, but the suggestion covers a range 
of possibilities. Some of these are considered ·in the succeeding.paragraphs, 
but it is not pretended that the possibilities will be exhausted. 

(a) It might be provided that the representation of a member under 
Article V, Section 3(a)(i) made in connection with a request to make a 
purchase in th.e gold tranche, whether the super or basic gold tranche, 

' 
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would not be subject to challenge. Appropriate language would have to be 
found to define the gold tranche for this purpose in such a way that holdings 
resulting from outstanding drawings under the compensatory financing faci­
lity or under any new facility of a comparable character were excluded from 
the calcula't,ion of the gold tranche. Presumably, this would have to be 
done by language which enabled the Executive Directors to determine from 
time to tilt.Le which holdings (in terms of facilities) should be excluded for 
this purpose. 

If the representation were unchallengeable, this would set aside the 
power to challenge requests to draw the gold tranche under Article V, 
Section·3 coupled with E.B. Decision No. 284-4. It would not follow of 
logical necessity that the power to challenge under Article V, Section 5 
coupled with E.B. Decision No. 286-1 should also be repealed by amendment 
be.cause the exercise of this power is a prelude to the consideration of 
limitation or ineligibility and it might be decided not to affect the present 
provisions on limitation or. ineligibility. However, there could be no legel 
objection to the repeal of the power to challenge.requests under Article V, 
Section 5 if that were so decided. Whatever was decided on this question 
would presumably be applied to powers to challenge under Article VI, Section 1 
and Article XV, Section 2(a). 

If this last course were- adopted, it would follow that a request to 
purchase the gold tranche would have to be honored even though the Fund ·might 
otherwise be disposed to consider ineligibility because the member had been 
using the resources of the Fund in a manner contrary to the purposes of the 
Fund, or the member had been making a net use of the Fund's resources to 
meet a large or sustained outflow of capHal, or the member was failing to 
fulfill any of the obligations under the Articles. 

(b) If the amendment tcok the form that requ.ests to purchase the gold 
tranche were unchallengeable, the member would still be bound to make the 
representation of Article V, Section 3(a)(i). However, an alternative 
technique is conceivable. This is an amendment which would eliminate the 
necessity for the representation. A member would then be free to use its 
gold tranche as it saw fit, and in particular it could do so without any 
color of "need!!. This in turn would imply that ineligibility should not be 
available to the Fund as a sanction on the basis of an imp~oper use of the 
Fund's resources drawn in the gold tranche. This brings the discussion, 
therefore, to the question of amending the Articles by eliminating ineligi­
bility as a bar to gold tranche drawings. The question of the elimination 
of ineligibility could arise, however, whether or not the representation of 
Article V, Section 3(a)(i) were abolished for gold tranche drawings. 

(c) If the power to challenge requests in the gold tranche were 
abrogated, as is discussed in (a) above, it would be possible logically 
to leave the rest of the provisions on ineligibility (i.e., as distinguished 
from the power to challenge in order to consider ineligibility) as they 
stand at the moment. In such circumstances, provided that the representation 
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of Article V, Section 3(a)(i) were not abolished, a member that drew its 
gold tranche ii.1consistently with its representation might be subjected to 
the sanction of ineligibility for that reason after it had become clear 
that the drawing was not consistent with the representation. The sanction 
would have to be imposed after the event, if at all, even where it was clear 
at the time of the request that it was inconsistent with the representation. 

· If it were agreed that ineligibility should not prevent gold tranche 
drawings, it would have to be decided whether or not to apply this to all 
the provisions under which ineligibility may occur. It would be possible 
to conclude that even if a member were ineligible under Article IV, 
Section 6, or Article V, Section 5, or Article VI, Section 1, or Article XV, 
Section 2(a), the member would nevertheless be able to draw its gold tranche. 
It would also be possible to make a distinction between the super gold 
tranche and the basic gold tranche, with more favorable treatment for the 
former. Another possible approach would be to hold that ineligibility under 
Article V, Section 5 or Article VI, Section 1 should not prevent gold tranche 
drawings, but ineligibility under other provisions could still prevent these 
drawings. 

In this connec~ion, it should be made clear that there are many possi­
bilities in modifying the application of the ineligibility provlsions to the 
gold tranche. Under Article V, Section 5 and Article VI, Section l, a 
member cannot be declared ineligible at a time when the Fund's holdings of 
the member's.currency are below per cent of the member's quota. However, 
if a member is declared 'ineligible under either provision when the Fund's 
holdings are above the 75 per cent level, ineligibility does not cease auto­
~atically when the Fund 1 s holdings fall below 75 per cent. This emerges 
clearly from the text of Article VI, Section 2. Under Article IV, Section 6 
or Article XV, Section 2(a), a member may become or be declared, and remain, 
ineligible without reference to the level of the Fund's holdings. Accordingly, 
if it were agreed that ineligibility should not preclude gold tranche drawings, 
this would mean presumably that the quota level would be substituted for the 
75 per· cent level under Ar:ticle V, Section 5 and Article VI, Section 1, and 
a member could not be declared ineligible if it were anywhere in the gold 
tranche. The present rule under which ineligibility under those provisions 
persists, unless terminated by the Fund, even though the level of the Fund 1 s 
holdings of a member.' s currency falls below 75 per cent of quota might be 
amended, if that were thought desirable, so that the ineligibility would be 
without prejudice to the member's ability to draw the gold tranche that had 
emerged. An alternative to this might be to provide that ineligibility 
ceased automatically once a gold tranche developed, but there would seem to 
be less in the way of logical argument to support this. Finally, it would 
be necessary to decide whether any change should be made in the present rule 
that a member might become or be declared ineligible under Article IV, 
Section 6 or Article XV, Section 2(a) whatever might be the level of its 
currency in the Fund, although again there would seem to be no compelling 
logical reason for this change as an incident of any reform of the gold 
tranche; However, the question would arise once more, if the present rule 
remained otherwise unchanged, whether gold tranche drawings under these 
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provisions should be permitted notwithstanding ineligibility. If they were 
permitted, it would be on the same basis of autcmaticity as all other gold 
tranche drawings, but it is conceivahle that if the me1J1ber had become in­
eligible, gold tranche drawings could be allowed by ·the Fund on scme less 
automatic basis. Another distinction that could be made for the purposes of 
seeing to what extent ineligibility under these provisions should preclude 
drawings in the gold tranche would be between the super gold tranche and the 
basic gold tranche. 

(d) If any of the foregoing reforms were adopted, it would be appro­
priate to consider the impact on Article VI, Section~ •. If the representation 
of Article V, Section 3(a)(i) were abolished for gold tranane drawings, no 
obvious function would be left for Article VI, Section 2. _I The gold tranche 
facility would then be more extensive and more :readily available than the 
facility offered by Article VI, Section.2, however that provision might be 
interpreted. 

This conclusion would be less obvious if the reform of the gold tranche 
took the form of the amendment of the legal provisions relating to challenge 
.or ineligibility or both. Under these reforms,' the member would still be 
requi.red to represent that the transaction requested was llpr.esently needed 
for making in that currency payments which are consistent with the provisions 
of this Agreement. 11 In those circumstances, Article VI; Section 2 could be 
considered to provide an additional facility for a member in the super gold 
tranche because it declared that drawings might be made notwithstanding the 
limitation on drawings included in one of llthe provisions of this Agreement.", 
namely Article VI, Section 1. 

(e) The question of the extent to which automaticity should be given 
for gold tranche drawings would arise in connection with other provisions 
of the Articles, including the following: 

Article V, Section 3 (b). Under this provision, 

uA member shall not be entitled without the permission of the 
Fund to use the Fund 1s·resources to acquire currency to hold 
against forward exchange transactions.I! 

This provision applies to all requests to purchase. exchange from the Fund. 
If the representation of Article V, Section 3(a)(i) were eliminated, pre­
sumably thi: would be done with the intention that Article V, Section 3 (b), 
among other provisions, should no longer apply to gold tranche drawings. 
If the representation were not abolished, it would be necessary to decide 
whether Article V, Section 3(b) should be made inapplicable to gold tranche 
drawings by some other amendment. 

~/ It·is assumed that the purpose of abolishing the representation would 
be to enable the member to draw its gold tranche notwithstanding any 
provisions in the Articles and that the amendment would be drafted so as 
to make this clear. 
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Article VII, Section 3(a) has been quoted above. If Article V, 
Section 3(a)Cii) were not eliminated as a condition.for gold tranche drawings, 
any apportionment of the scarce currency by the Fund would affect requests 
for gold tranche, as well as all other, drawings. 

Article XVI, Section l(a) has been quoted above. It enables the 
Executive Directors to adopt a temporary suspension of exchange transactions 
under Article V, Section 3 and Article VI, Section 2 in the event of an 
emergency or the development of unforeseen circumstances threatening the 
operations of the Fund. For good order, it would be necessary to decide 
whether an exception should be made for gold tranche transactions under this 
provision also. 

Article XVI, Section 2. Gold tranche transactions can be suspended by 
the operation of this provision as well: 

"Liquidation of the Fund.--(a) The Fund may· not be liquidated except 
by decision of the Board of Governors. In an emergency, if the 
Executive Directors decide tbat liquidation of the Fund may be neces­
sary, they may temporarily suspend all transactions, pending decision 
by the Board. 

(b) If the Board of Governors decides to liquidate the Fund, 
the Fund shall forthwith cease to engage in any activities except 
those incidental to the orderly collection and liquidation of its 
assets and the settlement of its liabilities, and all,obligations 
of members under this Agreement shall cease except those set out 
in this Article, in Article XVIII, paragraph (c), in Schedule D, 
paragraph 7, and in ScheduJ_e E. 

(c) Liquidation shall be administered in accordance with the 
provisions of Schedule E." 

Article XX, Section 4(d), etc. Under this provision the Fund may permit 
members whose metropolitan territories had been occupied by the enemy to 
engage in exchange transactions before the establishment· of an initial par 
value: 

If (d) In the case of a member whose metropolitan territory has been 
occupied by the enemy, the provisions '.)f (b) above shall apply, 
subject to the following modifications; 

(i) The period of ninety days shall be extended so as to 
end on a date to be fixed by agreement between the Fund 
and the member. 

(ii) Within the extended J?eriod the member may, if the Fund 
has begun exchange transactions, buy from the Fund with 
its currency the currencies of other members, but cnly 
under such conditions and in such amounts as may be 
prescribed by the Fund. 



' 
- l7 -

(iii) At any time before the date fixed under (i) above, 
changes may be made by agreement with the Fund in the 
par value communicated under (a) above. 11 

The question would have to be decided whether a member in this position 
should be entitled as of right to engage in gold tranche transactions with­
out the necessity for the Fund to establish conditions and amounts (not 
going beyond the gold tranche). A member must pay its subscription before 
~aking a purchase under this provision, and it would continue to be neces­
sary, therefore, for the Fund to establish at least one condition, i.e., 
the rate of exchange at which a provisional currency subscription should 
be paid and the gold tranche transaction carried out. 

The Fund has decided that it has the legal authority to permit pre­
par value tranpactions even though a member does not fall within Article XX, 
Section 4(d).: The follow.ing is the text of E.B. Decision No. 1687-(64/22), 
adopted April 22, 1964: 

II (a) Where the Fund prescribes the conditions and amount of an 
exchange transaction by a member before the establishment of _an 
initial par value, the member will be required to complete the 
payment of its subscription on the basis of a provisional rate of 
exchange for its currency proposed by the member and agreed by 
the Fund. 

(I?) In deciding whether to permit exchange transactions before 
the establishment of an initial par value, the Fund, in accordance 
with the last sentence of Article I, will be guided by the purposes 
of the Articles; the Fund will encourage members to follow policies 
leading to the establishment of realistic exchange rates and to the 
adoption at the earliest feasible date of effective par values, and 
will take into account the efforts that are being made to achieve 
this objective. However, the Fund will give the overwhelming 
benefit of any doubt to requests for exchange transactions within 
the gold tranche and members can expect that requests for drawings 
will be met where they are made in accordance with paragraph 5 of 
E.B. Decision No. 1477-(63/8), adopted February , 1963," 
(Selected Decisions, p. 48) 

The corr.ments which have been made above in connection .dth Article XX, 
Section 4(d) would apply equally to this decision. 

Article XX, Section 4(i). This provision and E.B. Decision No. 284-2 
with respect to it have been quoted above. A member that has not yet had 
an exchange transaction with the Fund is likely to be in the basic gold 
tranche if it has already paid its subscription. The question would arise 
whether it should be permitted to draw its gold tranche even if the Fund 
might think that this would be 11use of the resources of the Fund in a manner 
contrary to the purposes of the Agreement or prejudicial to the Fund or its 
members." Postponement under Article XX, Section 4(i) does not correspond 
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legally to ineligibility, although the criterion for postponement might 
justify ineligibility in the ca·se of ·a member that was. alre:ady using the 
Fund's resources. Therefore, if gold tranche d:rawing,s were to be permitted 
notwithstanding the ineligibility provisions of the Articles, as now written 
or as amended, this would be an argu.cr1ent for permitting gold tranche drawings 
notwithstanding Article XX, Section 4(i). 

(f) Reform of the gold tranche in order to create some form of de 
,iure automaticity, which by hypothesis would go beyond the present defacto 
au.tomaticity, should be considered in relation to the provisions of~the 
General Arrangements to Borrow. Paragraph ll(f) of the·G.A.B. was drafted 
wtth the intention of giving a participant that had. lent its currency to 
the Fund the same treatment when requesting early repayment as is accorded 
by the Fund to a request for a gold tranche transaction. The first two 
sentences of Paragraph ll(f) state that: 

!!Before the date prescribed in Paragraph ll(a), a.participant may 
give notice representing that there is a balance of payments need 
for repayrnent of part or all of the Fund's indebtedness and re­
questing such repayment. The Fund shall give the .overwhelming 
benefit of any doubt to the participant's representation. 11 

If these sentences were to be amended so that-they corresponded with any 
increase in the automaticity of the gold tranche, the amendment would be 
governed by Paragraph 15 of the G.A.B., under which a decision of the Fund 
and the concurrence of all participants are necessary. 

A similar situation would arise under the agreement between Italy and 
the Fund (EBS/66/167, Sup. J. (8/15/66)). Und~r Paragraph 2(c) of that 
agreement: 

"Before the date prescribed in paragraph 2(a:), Italy may give 
notice to the Fund representing that it has a.balance of· 
payments need for repayment of part or all of the air.aunt 
lent to the Fund and requesting such repayment. The Fund 

'shall give the overwhelming benefit of any doubt to Italy's 
represeritation. 11 

No provision for amendment is included in the agreement, but it is obvious 
that, in accordance with general principles of law, the agreement could be 
amended with the concurrence of both Italy and the Fund. 

2 • Re-purchase 

Under Article V, Section 7(b), a member has no obligation, and indeed 
has no right, to repurchase the Fund's holdings of its currency if the 

• 
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member is•· in the super gold tranche .'i/ 'I'his is prescribed by Article V, 
Section 7( c): • 

11 (c) None of the adjustments described in (b) above shall be 
ca.rried to a point at which 

(i) the member's.monetary reserves are below its quota, or 

(ii) the· Fund's holdings of its currency are below seventy-five 
percent of its quota, or 

(iii) the Fund's holdings of any currency required to be used 
are above seventy-five percent of the_quota of the member 
concerned;'·'· 

The same rule applies to repurchases that do not arise under Article V, 
Section 7(b) (see, for example, E.B. Decision No. 1371-(62/36), adopted 
July 20, 1962·.(Selected Decisions, p. 35)). However, a member is required 
to repurchase the Fund's holdings of its currency within the basic gold 
tranche. The most radical proposal for reform of the gold tranche in 
connection with repurchase would be to eliminate repurchase for the basic 
gold tranche and.make it correspond, therefore, with the super gold tranche. 
Technically, this would require no more than the elimination of the wo1"ds 
"seventy-five percent of" in Article V, Section 7(c)(ii) and (iii) and 
corresponding changes in the Fund's decisions on repurchase such as the 
abrogation of Paragraph 2(c) of E.B. Decision gg. 102-(52/11), adopted 
February 13, 1952 (Selected Decisions, p. 23) __ I A variation of thi.s. 
amendment would be to permit the reduction by repurchase of a member's 
currency held by the Fund from the level of quota to 75 per cent of quota 
but to give each member the option to repurchase in this way. The Fund 
would never expect or require repurchase within this range but, as indicated, 
would leave it to the member's discretion. If the member wished to re­
purchase in this range, the media of repurchase could continue to be governed 
by the present law and practice except that the Fund would accept a member's 
cur:T.'ency in repurchase up to the quota level and, therefore, beyond the 
present maximum limit of 75 per cent of quota. It is conceivable that the 
amendment could require the consent to each such repurchase of the member 
whose currency was to be used in this way. 

5/ This is subject to the qualification that if a repurchase obligation 
-accrued under Article V, Section 7(b) and Schedule B in respect of the end 
of a financial year of the Fund but is not calculated until scme later date, 
at which time the Fund's holdings of the member's currency have fallen to 
or below 75 per cent of the member's quota, the member must nevertheless 
discharge that repurchase obligation. (E.B. Decision No. 419-1, adopted 
April ll, 1949 (Selected Decisions, p. 51)) 

§_/ The question whether this should lead to a similar amendment of 
the other provisions of the Articles in wh.ich the 75 per cent ievel appearc 
is not considered in this memorandum. 
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Although it would be logical to_ raise the 75 :per cent level to the 
quota level for the purpose of both repurchase and the acceptance of currency 
in repurchase, the former could be done without the latter. 

A more modest proposal has been that the Fund could dispense with re­
presentations as to repurchase in connection with transactions under its 
gold tranche policy. Under paragraph 2(e) of E.B. Decision No. 102-(52/11), 
adopted February 13, 1952 (Selected Decisions, p. ), members are expected 
to state, when requesting a transaction, that they will comply with the 
principles of the Decision. In accordance with paragraph 2(a), this means 
that a member will not delay repurchase beyond the period reasonably related 
to the payments problem for which it made the purchase, and that it will 
do this within an outside-range of three to five years after the purchase. 
Under paragraph 2 ( c), ':if the Fund I s holdings of a member I s currency resulting 
from a transaction in the basic gold tranche have not been reduced to 75 per 
cept within three years after the purchase, the member is requested by the 
Fund.to agree upon an arrangement providing for the reduction of the Fund's 
holdings to 75 per cent within five years of the purchase unless they are 
otherwise reduced. These representations made on the occasion of a trans­
action in the basic gold tranche are expressions of intent and are not 
obligations. 

The modification of E.B. Decision No. 102-(52/11) so as to eliminate 
the need for a representation as to repurchase for gold tranche drawings 
would not require any amendment of the Articles. It would not follow.from 
such a modification, however, that the member's only obligaticn to reduce 
the Fund's holdings from 100 per cent to 75 per cent of quota would be 
confined to repurchase in accordance with Article V, Section 7(b). In 
addition to that provision, the other provisions of the Articles which are 
intended to ensure a proper use of the Fund's resources would apply. 'J../ 
One of these is Article V, Section 5 under which a member can be declared 
ineligible to use the Fund's resources if the Fund is of the opinion that 
the member is using those resources in a manner contrary to the purposes of 
the Fund. An unduly protracted use of the Fund's resources would be an 
improper use. At the moment, the Fund's policy in application of the concept 
of temporary use is that repurchase should be made when the problem for 
which a member made the purchase is solved and that this period should fall 
within an outside range of three to five years after the purchase. There­
fore, if E.B. Decision No. 102-(52/ll) were amended so as to eliminate the 
need for representations as to repurchase in connection with drawings in 
the basic gold tranche, members would continue to be bound to make a temporary 
use of the Fund's resources in the gold tranche. The Fund would continue 
to expect the member to see that the Fund's holdings of the member's currency 
were reduced to 75 per cent of quota within five years, unless that period 
were itself changed. 

]/ Clearly, this statement and the succeeding discussion might have to 
be qualified in the light of any amendments adopted in the interest of de 
jure automaticity. 



- 21 -

Although members are obliged to make no more than a temporary use of 
the Fund's resources, the Fund can determine what is meant by temporary. 
It could J.egally decide that some longer period than five years was still 
a temporary one. Moreover, the Fund has decided in practice that within 
the outside range of three to five years different periods are appropriate 
for different problems. The Fund has not decided that there may be different 
maximum :periods for purchases in different tranches. This would be possible, 
however, under the concept of adequate safeguards in Article I (v), but 
always subject to the limitation that a member should repurchase when the 
payments problem for which it purchased has been solved, and.this would be 
as true in the gold tranche as in any other tranche. 

3. Interest 

Article XII, Section 6 deals with the distribution of net income as 
follows: 

11Distribution of net income. --(a) The Board of Governors shall 
determine annually what part of the Fund's net income shall be 
placed to reserve and what part, if any, shall be distributed. 

(b) If any distribution is made, there shall first be distri­
buted a two percent non-cumulative payment to each member on the 
amount by which seventy-five percent of its quota exceeded the 
Fund's average holdings of its currency during that year. The 
balance shall be paid to all members in proportion to their 
quotas. Payments to each member shall be made in its own 
currency. 11 

The legal aspects of the provision have be~n discussed in SM/66/130 
(12/15/66). As indicated in that memorandum, the provision enables the Fund 
to make a preferential distribution of up to 2 per cent on average super 
gold tranches during the year for which the distribution is made. It is not 
possible to make any other kind of distribution unless 2 per cent is distri­
buted in·this way. Any further distribution beyond this 2 per cent must be 
made to all members in proportion to their quotas as they were in the year 
for which the distribution is made. The distribution for a particular year 
is made from the net income for that year, which consists substantially of 
the difference between receipts and expenditures for that year. 

The foregoing conclusions mean, among things, that the provision does 
not provide for an assured remuneration to members even on super gold 
tranches. The preferential distribution of up to 2 per cent can be made 
only if there is net income, and net income for the year in respect of which 
the distribution is made, but the Board cannot distribute more than 2 per 
cent as a preferential distribution on super gold tranches. Moreover, even 
if there is net income in this sense, it is still within the discretion of 
the Board of Governors to make or not to make the distribution. If 2 per cent 
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were to be distributed on super gold tranches, any distribution beyond that 
could not be confined to members that had basic gold tranches, on the average, 
during the year in respect of which the distribution is made. After the 
preferential distribution of 2 per cent, any distribution that is decided 
on unust be made to all members on the basis of quotas. 

It is possible to conceive of a very large range of modifications of 
Article XII, Section 6. Among them.would be the following, either singly 
or in various combinations: 

(i) A cumulative preferential distribution of 2 per cent on super 
gold tranches. 

(ii) Use of the cumulated General Reserve where necessary to pay 
preferential distributions in respect of any year. 

(iii) The·payment of interest on super gold tranches, i.e., a return 
payable whether or not there is net income or an available 
General Reserve. 

(iv) A fixed rate of .interest; or interest at a rate established by 
the Fund, with or without a. mandatory minimum rate. 

(v) Prefe3.•ential payments on the basic as well as the· super gold 
tranche, at the same or at a different rate, either as distri­
butions from net income or as interest. 

Any one of these changes would. require the appropriate amendment of 
Article XII, Section 6. 

4. Service charge 

The present service charge for purchases of exchange from the Fund 
has been fixed by Rule I-2 of the Rules and Regulations at l/2 of l per 
cent, It is imposed pursuant to Article V, Section 8(a): 

II Any member buying the currency of another member from the Fund 
in exchange for its own currency shall pay a service charge uniform 
for all members of three-four_ths percent in addition to the parity 
price. The Fund in its discretion m~y increase this service charge 
to not more than one percent or reduce it to not less than one-half 
percent." 

It will be observed from this provision that a service charge is 
mandatory, even for super gold tranche.as well as basic gold tranche trans­
actions, and that it is now at the minimum which can be imposed. It follows 
that the service charge could not be eliminated or reduced below the present 
minimum for any category of exchange transactions with the Fund without an 
amendment of the Articles. Article V, Section 8(a) could be amended to 

' 
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provide a lower service charge for gold tranche transactions than for other 
transactions, or to provide that no service charge shall be levied at all 
for the former category of drawings or for super gold tranche drawings, or 
to provide for a discretion on the part of the Fund to reduce the rate to 
zero. 

5. Fund unit of account 

It has been suggested that the accounts of the Fund might be kept in 
units that reflect the gold value of gold tranches and not in U.S. dollars. 
A change of this kind woul.d not require any amendment of the Articles. 
However, it would require the amendment by the Board of Governors of one 
paragraph of By-Law 20, which reads as follows: 

!I All accounts shaLl be summarized in United States dollars; and 
for this purpose gold shall be valued in terms of United States 
dollars at the par value of the United States dollar, and all 
members' currencies shall be converted at their par values or in 
accordance with a decision of the Fund pursuant to Article IV, 
Section S(b)(ii) of the Articles of Agreement. 11 

This is an accounting convenience, expressing the Fund's transactions ar.i.d 
countries' positions in the Fund in the unit most commonly used by members 
themselves to express their other external financial tra:qsactions and to 
record .their reserve assets, including gold. It is understocd, however, 
and specifically stated in Membership Resolutions adopted by the Board of 
Governors, that the term 11 clollarlf or "$n means the United States dollar of 
the gold weight and fineness in effect on July l, 191+4. §./ 

The underlying Fund unit of account, for all calculations under the 
Articles of Agreement, including those relating to the Fund's holdings of 
cu~rencies, is this United States dollar of 1944, subject to all of the 
provisioP-s of Article IV, Section 8 for the maintenance of the gold value 
of the Fund's assets. It might be considered misleading legally if pre­
sentation of the accounts were modified without some reference to these 
provisions along the following lines: 

II The accounts are expressed in United States dollars of the 
weight and fineness in effect on July l, 194~-, i.e., of 0..888671 
grams of fine gold, subject to the provisions of the Articles of 
Agreement of the Fund." 

Cf. Article IV. Section 1: 
"Expression of par values.--(a) The par value of the currc:ncy 
of each member shall be expressed in terms of gold as a com.men 
denominator or in terms of the United States dollar of the weight 
and fineness in effect on July 1, 1944. 

(b) All computations relating to currencies of members for 
the purpose of applying the provisions of this Agreement shall 
be on the basis of their par values." 
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In accounts relating to the Fund's borrowings of currency a different 
notation could be employed, which would simply refer to the United States 
dollar of the weight and fineness in effect on July 1, 1944, as specified 
by Paragraph 12(a) of the General Arrangements to Borrow (E.B. Decision 
No. 1289-(62/1), adopted January 5, 1962 (Selected Decisions, p. 63)) and 
paragraph 6 of the Agreement between Italy and the Fund. 

6. Transferability 

Suggestions have been made for the transferability of gold tranche 
positions in some more direct manner than is possibie at present. Gold 
tranche positions are now transferred, in effect, under the existing Fund 
mechanism by one member's purchase of the currency of another member when 
both have gold tranches. A more direct transferability of gold tranches 
could be carried out in either of two ways. The first could involve transfers 
or" currencies to and by the Fund as at present, but this.would be done as 
the result of agreement between the members and on notice given to the Fund. 
The alternative technique could involve a payment of the transferor's 
currency by the transferor to the Fund and a return by the Fund of the 
transferee's currency to the transferee. Under this latter technique, A 
would not draw B's currency as at present, but A would pay its currency 
to the Fund, and the Fund would return an equivalent amount of B's currency 
to B. The first of these techniques would require no amendment of the 
provisions of the Articles re'lating to 1;he · existing mechanism of exchange 
transactions with the Fund. The second technique would require amendment 
of those provisions. In either case, it would have to be decided whether 
the representation called for by Article V, Section 3(a)(i) should continue 
to be required. It would also have to be decided whether the transfer of 
gold tranches should continue to be subject to the guidance which the Fund 
now gives under its Decision on Currencies to be Drawn and to be Used in 
Repurchases (E.B. Decision No. 1371-(62/36),adopted July 20, 1962 (Selected 
Decisions, p. 33)). 

7. Amendment 

It is difficult to be precise about the technique of amendment without 
knowing the precir.e amendment that is contemplated. Some of the most 
complex issues might arise in connection with de jure automaticity, but 
once these were resolved, they might be the easiest to handle as a technical 
question of amendment. It would probably be possible to let the Articles 
remain in their present form and to provide in a new Article XXI or in 
some annex to the Articles that notwithstanding any other provisions of 
the Articles certain stated dispositions were to apply to the gold tranche, 
which would be appropriately defined. To the extent that this technique 
could be adopted, it would be a considerable simplification because it would 
avoid the introduction of detailed and repeated qualifications throughout 
the Articles. This technique would not be available for all of the reforms 

·' ,. 
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that have been mentioned in the course of this memorandum. For example, 
the amendment of Article XII, Section 6 could be made onJ_y by changing the 
text of that provision. 

For convenience, the text of Article XVII, dealing with amendments, 
is reproduced here: 

II (a) Any proposal to introduce modifications in this Agreement, 
whether emanating from a member, a governor or the Executive 
Directors, shall be cow.municated to the chairman of the Board of 
Governors who shall bring the proposal before the Board. If the 
proposed amendment is approved by the Board the Fund shall, by 
circular letter or telegram, ask all members whether they accept 
the proposed amendment. When three-fifths of the members, having 
four-fHths of the total voting power, have accepted the proposed 
amendment, the Fund shall certify the fact by a formal communi­
cation addressed to all members. 

(b) Notwithstanding (a) above, acceptance by all members is 
required in the case of any amendment modifying 

(i) 

(ii) 

(iii) 

the right to withdraw from the Fund (Article XV, 
Section l); 

the provision that no change in a member 1 s quota shall be 
made without its consent (Article III, Section 2); 

the provision that no change may be made in the par value 
of a memberts currency except on the proposal of that 
member (Article IV, Section 5(b)). 

(c) Amendments shall enter into force for all members three 
months after the date of the formal communication unless a shorter 
period is specified in the circular letter or telegram. 11 



DOCUMENT or INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

April 19, 1967 

To: Members of the Executi ve Board 

From: The Secretary 

Subject: EEC - Ministerial Communiqu6 and Report o.f Monetary Committee 

Dr. Etnninger, Chairman of the Deputies of the Group of Ten, 
has asked th::..t Executive Directors be infomed as follows: "The 
communique of the Finance Ministers of the Six of April 18, 1967, 
and the report of the Monetary Committee of the EEC which was approved 
by the Finance Ministers at their meeting of April 17 and 18, is being 
distributed as material f'or the forthcoming meetings." 

Accordingly, there are attached English translations of the 
communique and of the report referred to by Dr. fuminger. It should be 
particularly ncii;ed that the translations are not official. but are pro­
visional translations provided by the ~d staff for the convenience of 
participantc in the forthcoming joint meetings. 

Att : (1) 



TRANSLATION 

Munich, April 18, 1967 

The Finance Ministers of the six member countries of the European 
Economic Community held a meeting at Munich on April 17 and April 18, 1967, 
under the Chairmanship of Dr. h. c. l!,ranz Josef Strauss, Minister of 
Finance of the German Federal Republic. Taking part in the meeting 
were: Mr. Robert Henrion, Minister of Finance (Belgium); Mr. Michel 
Debre, Minister of Economic Affairs and Finance (France); Dr. Emilio 
Colombo, Minister of the Treasury, and Dr. Athas Valsechi, Secretary of 
State (Italy); Prof. Dr. II. J. Witteveen, Deputy Prime Minister and Min­
ister of Finance (Netherlands); Mr. Pierre Werner, President of the Govern­
ment and Minist·:::r of Finance (Luxembourg); Prof. Dr. Karl Schiller, Min­
ister of Economic Affairs, and Dr. J. Schoellhorn, Secretary of State 
(German Federal Republic). The EEC Commission was represented by 
Mr. Robert Marjolin, Vice President, and Mr. Hans von der Groepen. Also 
present were: Mr. Maurice Perouse, Chairman of the Short.:.Term Economic 
Policy Committee, and Mr. Emile Van Lennep, Chairman of the EEC Monetary 
Committee. 

During the first part of the meeting, in which the Central Bank 
Governors took part, they discussed international monetary problems, 
starting from the idea that the EEC member countries ought to occupy a 
place in the interna,tional monetary institutions more in keeping with 
their e.ctual responsibilities, their growing econoIJ1J.c solid.arity, the 
expansion of their trade, and their economic and financial influence 
(

11 :rayonnement11
) on outside countries. This state of affairs cann.ot fail 

to lea.d the countries in question to seek a comt1on position in the present 
discussions on the reform of the international moneta.ry system a.nd. to 
continue a close cooperation in the future, so that they will be in a 

. position, acting together, to safeguard their legitimate interests. 

In the spirit of this cooperation, the Ministers of Finance and 
Economic Affairs taking part in this meeting agreed on the following 
points: 

l. The fact that there is no present shortage of international. 
liquidity does not prevent consideration of the measures to be taken in 
case there should be a need for additional reserves in the future. 

2. Any measures wM.ch may be taken to create additional reserves, 
or any alternative solutions adopted for the same purpose, should be 
dependent upon a common judgment that a shortage exists, upon a better. 
functioning of the adjustment process> and upon the achievement of a 
better equilibrium in international financial transactions, They should 
not be based on the balance of payments requirements of certain countries, 
thus excluding any special treatment benefiting a single country or group 
of countries. 
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· 3. These measures should not be related to short-term cyclical 
phenomena but to long~,term reqv.iremen:ts. 

4. The present strength of the Six and their unj_on in the EEC must, 
in any event, ensure that they have a proper influence in the IMF, par­
ticularly in the voting procedures. The Monetary Committee has made suit­
ab1e propositions for this purpose. 

5. On these conditions it would be possible, in the event of an 
agreed shortage of international liquidity, to envisage in the. future the 
creation of both conditiJnal and unconditional drawing rights within the 
IMF. 

6. In connection with the goals mentioned above, the question arises 
as to whether it is opportune to establisl:J., for the creation of additional 
automatic drawing rights, accounts and a method of financing separate from 
the current . Ilv1F operations. 

7. Automatic drawing rights, should carry an obligation to repur­
chase for debtors who had used all their drawing rights, or part of them 
persistently and over a long period, inorder to compel them to re-establish 
their previous position with regard to their automatic drawing rights at 
the end of a given period. 'I'he effect of such an obligation would be to 
improve the adjustment process. It should also prevent drrcwing rights 
being used to alter the composition of reserves. 

8. International Monetary Fund drawing rights are not directly 
transferable. Nevertheless, the question of voluntary bilateral transfer­
ability of the new drawing rights, which would have to take place in any 
event under the control of the IMF and which should not be allowed to 
affect the repurchase obligation of the original drawing country, requires 
still further examination. 



EUROPF.AN ECONOMIC 
COMMUNI'I'Y 

Monetary Committee 

Translation 

Brussels, April 11, 1967 
5742/II/67 - F 

VERY CONFIDENTIAL 

REPORT BY THE MONETARY COMMITTEE* 

to the Finance Ministers and the 

Central Bank Governors of the EEC 

1. During their of January 16 and 17, 1967, the Finance 
Ministers and the Central Bank Governors of the six countries forming 
the European Economic Community agreed on a communique which contained 
the following: "the Ministers and Governors, anxious to confirm their 
solidarity on a question as important e.s the international monetary 
problem, have decided, while pursuing the e.,~amination of the plans dis­
cussed hitherto, to instruct their experts in the Monetary Committee of 
the EEC to study without delay the improvement of the methods of inter­
national credit 11

• 

2. In carrying out these instructions, the Monetary Committee has tried 
to work out the main points for a common position by the EEC countries 
in the current discussions on the reform of the international monetary 
system. In this connection, it has been guided by the following consid­
erations: 

i. If, some time in the future, an increase in international 
liquidity became necessary, this increase could be based on ·an extension 
ot the credit mechanisms within the International Monetary Fund. 

ii. In order to ensure that any decisions on the creation of 
liquidity are not taken prematurely and do not exceed the necessary 
volume compatible with the maintenance of monetary stability, the voting 
procedures used for these decisions should be arranged in such a way that 
the EEC countries can exercise an influence corresponding to their economic 
and financial responsibilities. 

111. Finally, it would be desirable to take the opportunity afforded 
by the alteration of certain Fund Articles for the purposes mentioned in 
(i) and (ii) above, in order to make other desirable changes in the 
Articles, the principles underlying the Fund's operations and in its voting 
procedures, in particular such changes as could help to improve the func­
tioning of an expanded liquidity mechanism within the Fund. 

* A provisional English translation by the Fund staff. 
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3. Basing itself on .. these fundamental principles, the Monetary Committee 
has made a number of proposals which may be grouped under the following 
three headings: 

A. Expansion of the activities of the International Monetary Fund 

B. Changes in certain rules and practices of the International 
Monetary Fund 

C. Rules relating to the procedure for reaching decisions on 
important questions, apd in particula~ those relating to 
the various forms of liquidity creation. 

A. EXPANSION OF THE ACTIVITIES OF THE INTERNATIONAL MONETARY FUND 

4. The Monetary Committee has examined a number of techniques which 
might meet the needG for liquidity that could arise. These techniques 
run from the enlargement.of the Fund's existing facilities to the opening 
of new drawing rights wh:LGh might be partly or wholly separate from the 
Fund's present activities. 

In the first place was pointed out that general or special in-
creases in quotas, whether as.part of the normal quinquennial review, or 
on other occasions, would make it possible to increase the Fund's resources. 

Secondly, it would be possible to extend the drawing rights of Fund 
members in the credit tranches, hitherto restricted to 125 per cent of 
quota, provided that there were a general agreement relating to the changes 
proposed elsewhere regarding the commitments of the drawing countries and 
the rules regarding the majority required for taking such decisions. 

However, it was pointed out that after the large increases, both 
general and special, in quotas, which raised QuotaS' from 15 billion to 
21 billion dollars in 1966, there is no need at the present time to in­
crease the volume of conditional liquidity. 

5. In addition to the possibilities set forth in the preceding paragraph, 
there is the possibility of increasing the volume of automatic drawing 
rights in the Fund. This possibility was also examined; there are various 
ways in which it could be implemented--for example, by granting additional 
gold tranches either against partial payment in gold or without gold pay­
ment, or by giving the credit tranches a progressively automatic character. 

The members of the Monetary Committee unanimously recalled that the 
creation of new automatic drawing rights in the Fund should not be under­
taken in advance of a collective judgment that there was an over-all shortage 
of reserves, that the adjustment process was functioning better, and that 
there was better balance in international payments, with increases in 
holdings of reserve currencies by the Central Banks no longer contributing 
toward the financing of the foreign deficits of the r.aserve currency 
countries. 
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The possible increase in the volume of automatic drawing rights could 
be brought about through the adoption of various institµtional;· accounting, 
and financial .techniques. 

a. It would be possible to bring about this increase either by 
incorporating new automatic drawing rights in the Fund's quota 
system, or by means of a system of separate accounts. In this 
latter case, the new drawing rights could be "flcating11 (i.e., 
they could be used either before or after other drawing rights 

· were used up) • 

b. The additional resources required to finance the supplementary 
drawing rights could be incorporated in the Fund's general re­
sources, or they could be kept separate. In the former case, 
the-new resources would be part of the Fund 1 s general liquidity. 

c. T~e separation of accounts as at (a) above and the separation of 
funds as at (b) above could be carried out either within the 
Fund itself or by establishing a Fund affiliate. 

6. One proposal, whose general principles received the support of a 
number of members of the Monetary Committee, would consist of opening auto­
matic dra'wing rights, with both their accounting and their financing 
separate from those of the other drawing rights in the Fund. The _new auto­
matic facilities would be (a) usable in accordance with well-defined rules 
which would have to be drawn up in advance, including a condition that the 
drawing rights could not be.used for the sole purpose of altering the com­
position of the reserves of the drawing countries, and (b) directly trans­
ferable between the monetary authorities of the member countries. 

7. The eventual choice of a solution in this field will enable legitimate 
requirements of the international community as a whole to be satisfied 
under the most favorable conditions. However, the introduction of techniques 
of this sort would require changes in the structure and operations of the 
International Monetary Fund, and in particular an agreement on decision­
taking procedures, such as those set out below. 

B. CHANGES IN CERTAIN RULES AND PFACTICES OF THE INTERNATIONAL MONETARY FUND 

8. The Committee feels that in view of the many far-reaching changes that 
have taken place, since the establishment of the International Monetary· 
Fund, in the general economic situation, in the relative positions of the 
member countries and in the functioning of the international monetary system, 
a number of modifications in the working of this institution appear desirable 
in order to make it more capable of meeting the needs of the present day. 

a. Changes in certain provisions.: · 

( i) Status ·of the gold tranche and the super. gold tranche 

For many member countries, the drawing rights that they have 
acquired in the gold tranche and the super gold tranche have become major 
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assets that have, moreover, taken the place of other reserves. These 
drawing:rights may well become still larger. It is necessary-to ensure 
that they have all the qualities of a true reserve. It would be desirable 
to improve their status with respect to full automaticity in their use, 
their expression in terms of a gold accounting unit, and abolition of the 
commission levied by the International MQnetary Fund. 

The possibility should be considered of harmonizing the char­
acteristics of the drawing rights in the gold tranche and those in the 
super gold tranche, of attaching a certain remuneration to the holding of 
these drawing rights, and of ensuring their direct transferability. It is 
desirable that the technical studies now being undertaken by the IJ:v1F should 
lead to concrete proposals as rapidly as possible. 

(ii) 9onditions attaching to drawing rights in the credit tranches 

The principles now governing the policy fo: drawings in the 
credit tranches should be re-examined in order to make them play a more 
effective part in the adjustment process, by strengthening the conditional 
character of these drawings. For this purpose, it is desirable to seek a 
means of rendering more precise the commitments undertaken by drawing coun­
tries, for example, by setting down. certain quantitative standards to which 
they would have to conform, especially with respect to their budgetary, 
monetary and income policies. A change in the scale of charges could also 
be envisaged. 

If the rules were strengthened in- the direction mentioned above, 
it would be possible to consider abolishing the clause in the IMF Articles 
of Agreement which limits the amount of drawings in a given year to 25.per 
cent of quota, since this limit is hardly ever respected in practice. 

(iii) Rules governing the conditions for repurchase from the Fund 

The Fund Articles -.of Agreement provide that member countries which 
have made a drawing on the Fund may in certain circumstances be exempt from 
repurchase obligations. A revision of the.Articles in question (Article V, 
Section 7 (b) and (c) and Article XIX, (e)) should be considered. 

(iv) Other changes 

If the Fund Articles of Agreement are reviewed, it might be 
worthwhile considering: 

first, adding to the list of Purposes set out in Article I by 
making specific mention of price stability; 

secondly, abolishing the distinction, which is no longer made 
in practice, between capital transfers and current transactions 
(Article VI, Section 1 and Section 2; Article VIII, Section 4 (a) 
of the Fund Articles of Agreement) •. 
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b. Maintenance of the gold value of the Fund's assets and 
expression of par values · . : .. ----------------------------

It has been suggested that the provision requiring the approval of 
every member holding 10 per _cent or more of the total of the quotas in the 
Fund for a proposal to make a uniform change in the par valuE!s_ of currencies 
should be replaced by a clause requiring the approval of.at least an 85 per 
cent majority. 

Article IV, Section 8 of the Fund Articles of Agreement lays down that 
a waiver may be granted from the clause which insures· the maint~nqllce of 
the gold value of the Fund 1 s assets. In order to prot·~ct t.his value as 
far as possible, it is proposed that a decision in favor· of a waiver shall 
only be taken by a majority of at least 80 per cent of the total voting 
power. 

Finally, the Monetary Committee proposes that the present definition 
of par values and of the. U1F unit of account (Article IV, Section l (a)) 
should be simplified by retaining only the reference to a weight of gold. 

C. RULES RELATING TO THE PROCEDURE FOR REACHING DECISIONS ON IMPORTANT 
QUESTIONS, AND IN PARTICULAR THOSE RELATING TO THE VARIOUS FORMS.OF 
LIQUIDITY CREATION 

9. Except for a very small number of decisions which have to be taken by 
a qualified majority or,~nanimously, IMF decisions are taken by simple 
majority of votes cast.l/ . 

Thus, in areas that are significant for the finances both of the 
organization and of the member countries, decisions might be taken without 
necessarily having the agreement of the countries which;wouJ:d have. to assume 
the consequent burden. It is therefore desirable that such decisions should 
be taken with a large qualified :ma.jori ty. In particular, this · should be 
the case for general changes in quotas and for the creation of additi.onal 
facilities. For these decisions, an 85 per cent majority of all votes, 
should be required; this majority ought to include at least half the .major 
creditor countries.st 

In such a system, the EEC countries, which now hold per cent of the 
quotas, would exercise an influence comparable to that of the United States 
in decisions of this sort, provided that they did n9t become debtors. 
Assuming that this qualified majority were only 80 per cent, the EEG countries 

1/ These votes are weighted mainly in accordance with the size of the 
quotas. 

2/ Major creditor countries may be defined as those countries whose 
national currency holdings by the Fund have been on the·average during the 
last five or ten years less than 75 per cent of their quotas, the minimum. 
net contribution for financing drawings on the Fund being x per cent (e.g. 
at least 3 per cent) of the total volume of financing, on the average over 
the years. 
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could have the same protection, provided that taken together their quotas 
came to more than 20 per cent of total quotas. This would involve special 
increases in the quotas of the EEC GOUntries. Some of them, whose quota 
is lower than would be justified by the application of the usual methods 
of ~omputation, would be prepared to accept such an adjustment. This is 
clearly not the case for one EEC country, which raised its subscription 
by more than 50 per cent in June 1966. 

10. The Fund Articles of Agreement provide (Article III, Section 5(b)) 
that for two types of decision (waiver and ineligibility), the voting 
rights to which a country is entitled shall be adjusted to take account of 
its creditor or debtor position. It is proposed that a strengthening of 
the machinery for adjusting voting rights should be studied. It is also 
suggested that the range of decisions to be ta.ken in this way should be ex­
tended to cover all those of a financial nature. 

In connection with the possible granting of additional votes to 
creditor countries, it would be necessary to alter the existing practices 
regarding the voting rights of drawing countries •. The system envisaged 
in the General Arrangements to Borrow (where drawing countries do not vote) 
could be considered. 

11. The Monetary Committee feels that it would also be desirable to lay 
down that decisions should be ta.ken by a qualified majority in other fields, 
and particularly in those listed below: 

Fund credit policy (changes in the guidelines for this policy); 

Fund gold policy (gold payments by members and Fund investments); 

Fund policy on borrowing (Article VII); 

Interpretation of the Articles of Agreement. 

Consideration could be given to the question whether, among the decisions 
which ought to be taken by qualified majority, a supplementary clause could 
be introduced in those involving an increase in the burden falling on 
debtor countries in the Fund which, in analogy to the clause mentioned 
above regarding creditor countries, would provide that at least half the 
major debtor countries should be included in the required majority. 

12. Finally, as consideration is being given to increasing the work of the 
Fund, and as it.is desirable to facilitate the taking of im:i;:ortant decisions 
within that institution, it might be worth considering associating the 
Governors of the Fund more closely with its activities. For this purpose, 
the establishment of a small group of Governors or of their representatives, 
which would meet periodically, might be considered. This group would l;le 
made responsible for keeping an eye on the general policy of the Fund; in 
particular, it could carry out the preparatory work for decisions connected 
with the new tasks that might be entrusted to t.he Fund. Finally,_ it. could 
handle questions relating to the interpretation of the Fund Articles of 
Agreement •. 
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