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SUBJECT

Repurchase .

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

1. Paragrapvh 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 the 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 nsxt time. For example, in
1958 repurchases under Article V, Section 7(b) came to 44 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 Article V, Section 7(b) radically.

For these reasons, [ believe that a reference to the situation
in earlier years and to the possible impact of changes in the
groupings of Fund debtors is truly necessary.

serious’ ObJeCtlonS.

(i) Today, a number of important members actually have quotas
which are high in relation to general standards. The U.X.
queta has been set comparatively 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 Kingdom a
double protection

(ii) The suggestion does practically ncthing to reduce the inequities
of the present system but tends to enlarge them in certain
respects. Presently, about thirty-two members having about

52 per cent of total quotas are ineligible to incur a rvepurchase
obligation bacause 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 accounts 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 dces not appear to be applicable because it is
the relation 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 relationship of member's guotas
to members' reserves was about 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 alternmatives presently suggested as a compromise
for abolishing abatement and for abolishing the net reserve
concept 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 reasoms, I strongly feel that the suggestion to
change the quota limitation should be dropped. However, it
might be useful to retain an alternative policy suggestion in
addition to the complete scheduling of accrued repurchase
obligation. I would very much favor Mr. Gold's original idea
that scheduling should be restricted to the portion of an
obligation that would have been abated but for the amendment.

On the gbatement of amounts that fall due in currencies not acceptable
to the Fund, the question arises how these balances should be re-
allocated., I feel a tentative answer should be given in the staff:
paper suggesting abolishmeut of abatement. One could repeat an
-earlier staff document which said that "...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.

4, It may also not be easy to maintain the present position that
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 commitment
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.

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.

. 5. As regards the rescheduling of accrued repurchase obligations, it

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 outstanding drawiugs pro tanto and that consequently, repurchase
schedules would have to be fitted within the outside limit of three
to five years from the time of the earliest drawing to which the
repurchase was attributable.

cc: Mr. Polakb//

Mr. Gold
" Mr, Fleming

Mr. wicuiecopouios
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SUBJECT: Repurchase

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 minimum 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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The purposes of this memorandum are two-fold: to examine SM/67/1Lh
("Reform of the Gold Tranche - Possible Solutions", December 15, 1967) in
the light of the discussion at ERM/67/107 (12/20/67), EBM/67/111 and
EBM/67/112 (12/29/67), and to consider paragraph 4 of EBD/68/3 ("Suggestions
for Certain Reforms in the International Monetary Fund", 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 8M/67/14k 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 nct use the Pund's resources to meet a large or
sustained outflow of capital except as provided in Section 2 of
£his Article, and the Fund may renquest 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
Fesources of the Fund.

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

the provisions of Section 1(a) of this Article, a member shall be

entitled to make gold tranche purchases for capital transfers."



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 cuota
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 inveolved 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/67/1kk:

"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."”

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, Third Issue, pp. 33-39) which would add to Chapter II ("Criteria
for the Selection of Currencies for Drawings and Repurchases") 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)."



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 8(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.”

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 cne 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."

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.”



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/67/1kl 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 XXVI, Section 3 of the draft 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 XIT,
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



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 pursuvant 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/67/1HM 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 8(f),



"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
cvrrency. "
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.

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

"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.”

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 %o pay remuneration in gold, the following sentence
could be the last sentence of an Article V, Section 9.

"Remuneration shall be paid in gold."

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

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

SM/67/14k proposed for consideration the following amendment of
Article XIT, 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 %o all members
in proportion to their quotas. Payments to each member shall be made

in its own currency."



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-cumvulative. 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) A1l 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-(58/17), April 1k, 1958), 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 decide at any
time whether to distribute any part of the General Reserve. If the sug-
gestion advanced in SM/67/1kk were adopted, this power would apply to the
Special Reserve as well.

(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 $ 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 §, 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 proposal 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 any maximum were adopted it was not less than
2 per cent.



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 inconme

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 made 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."
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:

"Determine the distribution of the reserves of the Fund."
At the moment it reads:
"Determine the distribution of the net income of the Fund."

5. Definition of gold tranche

Three versions of a possible Article XIX (j) were included in
SM/67/14k, 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; provided that the Fund



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.”
"(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
for the purposes of this definition the Fund may decide to exclude
purchases and holdings under policies on the use of its resources
for compensatory financing of fluctuations in the exports of members."
"(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.”
No choice was made among these three versions in the Board's discussion
of them, although there appeared to be g preference for the first or second

a8 compared with the third.

6. Automaticity and conditionality

Part II (pp. 13-1h) of 5M/67/99 ("Legal Aspects of the Memorandum
Entitled 'Suggestions for Certain Reforms in the International Monetary
Fund' (EBD/67/97)", 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:

", Conditionality ¢f use of the Fund Resources

It is the view of the Monetary Authorities of the European
Economic Cocmmunity 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 gquasi 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.”

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

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

"To give confidence to members by msking 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 reéorting 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's use of the Fund's resources will be temporary."

(i1) 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 consistenecy 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):
"A 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."
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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'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.



MEMORANDUM

TOs Mr, Gold January 17, 1968
Mr, Altman
Mr, Fleming
Mr, Habermeier
Mr, Nicoletopoulos

FROM3 Js Jo Polak

SUBJECT: Repurchase

The attached has been revised in the light of our discussion
yesterday, Would you please let me have any comments and an indication
vhether you think a further meeting would be necessary.
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INTERNATTONAL MONETARY FUND

Repurchase
Prepared bf the.Stéff

January 16, 1968

1. In the joint memorandum.by five:Diréctors of iuné‘ZG, 1967 (EBD/67/97)'
ﬁhree suggestions ﬁete nade with respect té‘fhé prdvisiona:of the Articles
thét govern repurchase oblilgations and tbé calcula#iqﬂ oftmonetary reserves
on which they are based, 'Tﬁeée éuggestibns'weze putvﬁorwqfd.fo Yensure the
effect;venéas and equal application of members' repprchasé obligations," The
suggestione covered these ifemsz |

() VAﬁulishing_of the déduction of currency liébilitiee provided for

in Article XIX(e) in calculaﬁing the amount of the monetary feseryes that

form the basls for determining the repurchase oﬁligationa."

(b) "“Abolishing the abatemeﬁta in caseés of rgpurchaséa Calculatéd in

" currenciles which the Fund may ﬁoﬁ accept;" and

(c) "Including the currencies of nonmember countries that are recognized
as convertible by the'IMF_ih the ecalculation 6flrés§rves."
2, The discussion of these proposals in EB 67/75 and EB 68/2 has provided

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

-to the three particular aspects of repﬁrchase. but also to the general working
~ of the repurchase mechanism under Article V, Sédtioﬁ 7(b) and, even more

.~ broadly, the working of what might be termed the whole range of reconstitution

provisions under the present Articles of Agreement, In this discussion a
numbey of points have been brought forward that may be relevant to the decisions
to be taken with respect to the three concrete propdsals put forward, These

points aré listed in paragraphs 3, 4 and 5 below,
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3. In the present Fund there are three basic methods by which a
country's position in the Fund is restored or "reconstituted" after it has
made a drawing:

{a) Repurchsse under Article ¥, Section 7(b).

(b) Repurchase under the 19352 Decision, which Decision limits out-
standing drawings to “the period presumably related to the payments problem
for which [the curremey] was purchased from the FPund,™ this period to “fall
wvithin an outside range of 3 to 5 years,"

(é) Sale of the currency of the country concerned in tramsactions with
other member countries.

4, It has not been suggested that over this period the mechanism of
reconstitution as a whole, in which repurchases under Article V, Section 7(b)
played only a very small part in recent years, was either inadequate or in-
equitable, It mey be recalled in this connection that the 1952 Decision, under
wvhich perhaps as much as two-thirds of reconstitution is taking place curreatly,
reflected to & large extent a desire to correct the same inadequacies and in-
equities of the repurchase mechanism under Article V, Section 7(b) tasken inm
isolation, to which the proposals under 1(a) and 1(b) are addressed, visz, the
facts that (1) reserve centers' (and other countries') net monetary reserves
might be below their quota, and that (ii) many countries held their reserves
in currencies that the Fund could not accept in repurchase, At the time,
sterling and French francs could not be accepted because these currencies
were inconvertiblej now sterling and dollars cannot be accepted because
the Fund holds these currencies in excess of 75 per cent of quota,

5. With respect to the equity of the repurchase mechanism of Article V,
Section 7(b) taken by itself, the following views expressed by Executive

Directors may be noted,
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(a) There appeared to be agreement that

(1) Elhination of the abatement provision would contri-
bute to the equity of the system,

(11) The equity could be slightly improved by the inclusion

in monetary reserves of appropriate nommember currencies, although

the holdings of these currencies by members have been small,

(b) Differences of view were expressed as to whether the suggested
elimination of the deduction of currency liabilities, im particular insofar
as it referred to the currency liabilities of reserve centers, would comtribute
to the equity of the system, Questions were also raised as to the equity of a
system that allows deduction of currency balances expressed in the reporting
country's own currency, even if these liabilities are de facto quite 1lliquid
(such as PL 480 balances in many countries), while not allowing deduction of
short-term liabilities expressed in another member's convertible currency.

(c) The system contains at least one other feature that is difficult to
Justify, but whose effects have to a large extent been masked by the fact that
other factors tended to minimize repurchases under Article V, Section 7(b) in
recent years, The Section 7(e) of Article V recognizes a minimum reserve level
below which a member's repurchase obligation as calculated under Section 7(b)
is not to be discharged. This limit is, however, set at the member's quota——a
figure that for practically all members must at present be considered as so
low as not to provide a meaningful protection,

6. In the light of the foregoing Executive Directors might want to
consider the following courses of actiomi

(s) To amend the Articles with respect to abatement only, Although
there would probably be agreement that this in itself would constitute an
improvement, it would still leave the system defective from many points of
view including, in the eyes of some Directors, the question of the treatment of
currency liabilities,
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(b) szﬁend the Articles with respect to both’abatement and the
elimination of the deduction of cyurrency 1iabilities. Ap&rt from the fact that
_this would introduce an amendment—that with regpect to currency liabilities--on

which there are important diffeiences of view, it woﬁld.glsg introduce a consider~
able risk of exposing members to repuréhase in conditions where thelr reserves
were too weak to justify this, It is suggested, therefore, that if (b) were
- adopted 1t should be sccompanied by a further smendment to counteract this
un&esirable effect,

Two possibilities might be considered for this purﬁnae, as shown in (c)
and {(d) below,

.(c) Té raise the level of a member'é monetary reserves below which it
wvould not be subject to the repurchase obiigaticn of Article V, Section 7
from its present level, 1.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 that had accrued could be the subject of a schedule
agreed with the Fund for reﬁayment. The period for repayment would not be
stated in Articles, but would be left to policy decision. The appropriate
period for any gchedule would be determined in the light of circumstances;
. it would in no event exceed the outer 1imit for temporary use, The agreeﬁent
would establish the ingtallmente in which repurchase would be made; the media
of repurchase would 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 mémber resuylting from {}he sale of that member's currency
subsequent to the date of accrual of the repurchase obligation would dis-
charge pro tanto the next installments falling due undgf a repurchase

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 times since they were set in 1944,
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FROM s W.0. Habermeier|', » /i
LA,
SUBJECT : praftr Paper on Gold Tranche, Automaticity and Conditionality

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

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

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

"The renumeration shall be paid in gold. Payment may

be made in the member's currency to the extent that

[Tenbers have/ fThe same member has/ elected to pay
currency in payment of charges."

cc: Mr. Gold
Mr. Polak e
Mr. Fleming
¥r., Nicoletopoulos
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TO

FROM

SUBJECT :

.

Office Memorandum

Mr. J. J. Polak pATE: January 11,

1968
Joseph Gold JO°
-

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 & 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.

cec: Mr. Altman
Mr. Fleming
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MEMORANDUM January 11, 1968

s

To: Mr. Polak j
Mr. Altman F o T

.From: Joseph Gold ;&5; {
f C/ t

Subject: Repurchase

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.

. Fleming
Habermeier

cc:

55



INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

January 11, 1968 ANTRRRUND,

"MEMORANDUM
TO: Mr. Polak
FROM ¢ J. Marcus Fleming;}ﬁ;

SUBJECT: Repurchase

As regards the suggestions made in your draft staff paper;

(¢) (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.

(¢) (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.

(¢) (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
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AGENDA

EBD/68/3

January 4, 1968

To: Members of the Executive Board
From: 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 the Fund made by the European Economic Community in April 1967.

Att: (1)

Other Distribution:
Department Heads
Division Chiefs
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January 3, 1968

To: The Managing Director
From: André van Campenhout

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

- ----On-behalf of Mesésrs. lieftinck, vom Hofe, Plescoff, Palamenghi-
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 ecirculated 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
Fconomic 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 Buropean Economic
Community. OCur 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 Beononic Commmnity:

P01nts 1, 2 and 3 of the present memorandum concern decisions
affecting international liquildities and should in our view be covered
by the same majority as the decision to allocate special drawing rlghts
under the proposed new faczllty. .

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. = .4

Point 5 which concerns interpretation of the Articles of Agreement,
is of a procedural hature and 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 per cent of the total’ voting power of the membership of the Fund.

-No changes are proposed W1th 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 smended 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 guotas" should be
eliminated.
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3. Maintenance of the gold value of the Fund's assets

Article IV, 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 poliéy on
compensatory financing. '

':5. Interpretation of the Articles of Agreement

It is considered that Article XVIIT 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 nmore 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 XVIIT (c) should be amended accordingly and the words “"whose decision
shall be final®™ in Article XVIII (b) should be deleted.

January 3, 1968
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MEMORANDUM
TOs Mr, Gold December 11, 1967

FROM¢ Je Jo Polak

SUBJECT: Participation Clause Instead of Change in Voting Requirement
forx_Cenersl Ouotas Increases

Please see the revised version of the memorandum, I am glad to
know that you are not talking about an 85 per cent participation clause,

I have dropped the statement that such a clause would be worse
than changing the voting requirement but I have not changed my mind on
the substance of this, And I would hope that the non=8ix would not be
8o silly as to be willing to accept a harsher provision for the mere reason
of avoiding ™a shift in the formal power structure®=-as if an 85 per cent
participation clause were anything but a shift in the formal power structure.



MEMORANDUM
TOs Mr, Gold December 11, 1967

FROM1 Js J. Polak

SUBJECT: Participation Clause Instead of Change in Voting Requirement

for General Quow Ingresse

The basic concept of trying to work via a participation clause
has the attraction that it completes the Articles rather tham changes
them, I would suggest that in exploring this possibility we approach it
on an B0 per cent not an 85 per cent basis., In this comnection, the point
to be noted is that the Six don't need 15 per cent of quotas to eatablish
their veto, Their share in quotas is comsiderably higher than in votes=e
they have 17,96 per cent of quotas, To allow a veto right to 15 per cent
of quotas would give the veto not merely to the Six but to various combina~
tions of four of them (for example, Germany, France, Italy, Belgium), An
80 per cent of quota participation clause would give the Common Market
countries effective contrel in various circumstances:

(a) As long as the Chinese don't participate in any gemeral quota
increase=-their percentage is 2.43 per cent}

(b) provided they can 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 cemt,

(c) If they are willimg to increase their quotas by a much more
moderate amount than would be necessary to give them 85 per cent of votes.
The amount invelved would be about 2 per cent of present quotas or a little
over $400 million, which is mueh more doable, Moreover, if they wanted to
combine (b) and (¢) and rely only on the Swiss, they 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
on 82,5 per cent participation which would completely cover the EEC without
any of the above,

cct Managing Director
Deputy Managing Director
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¥ Office Memorandum

Crary ‘0

10 :Mr. J. J. Polak pATe: December 8,
1967
FROM : Joseph Gold \ﬁ'/'

suBJECT : 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 sgree 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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INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

CABLE ADDRESS
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‘MEMORANDUM
TO: Mr. Gold .December 8, 1967
FROM: Je Jo. Polak //

SUBJECT: Participation Clause Instead of Change in Voting Requirement
*for General ‘Quota Inereages Pra G e G S

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

them, N

\n@wever, if the figure hal to be 85 per cent, I think-nothing
is gained ¢ompared to changing the voting requirement for gubtas to 85
.per .cent, e new figure would be”just as hard to swal for the non-Six
countrie$ and it would, in fact] constitute an .even harsher limitation.

e et ki Forrd L a'mﬂ e Vol
In tha:ﬂﬂﬁ-pi-&e,\t e Six don't need 15 per cent 9of quotas to

establigh their veto., Their share in quotas is considerably hjigher th

combipation§iof four of them (for example, Germany, France, ILfaly, Belgium).

| Secondly, if one has to swallow the 85 per cept 'pill it would b

ing the rest of the membe€rship unnecessarily,.
m ,r'v %) ;o&’ﬁl:@ ve pwronch A
would suggest, thezefere, that we explore she—panticipaibion—olause
on an 80 per cent,basis, \ Thdswould give the Common Market countries effective
control @s circumstances: j = A‘” €0 pus o) Gl Pothi. putg,

: (a) As long as the Chinese don't participate in any general ¢/a W)
quota increase-—~their percentage is 2.43 per cent;

(b) provided they can 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,



(¢) 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.cent of present quotas or 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, they 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
on 82,5 per . cent participation which would completely cover the EEC without
any of the.above,

CC:AManaging Director
Deputy Managing Director
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The Managing Director ' November 17,
- o : . 1967

-

7 c

~ Joseph Gold

T atta.eh' Por your approval one of the two legal
papers which we promised at EBM/67/8L in conneetion with

further discussions of the gold tranche.

¢c: The Deputy Managing Director
¥r. Polak .
Mr. Altnan
© Mr, Hebbard.



Lespl Aspects Relating 4o the Payment
of Reruneration on che Super Gold Tranche

Prepaved by the Lezal Department
Approved by Joseph Gold

Novenber 1G, 1967

Introcduction

Staff Memorvandum 57/99 (Augnst 2, 1957) diseussed certein lsgol espects

3]

of the payment of "intereat” on super pold branche positions (pp. 11-12).
At ERM/ET/, o Turther poper on thio subject wes promised which would tale
inteo accouwnt the discussion af that meeting and at the meetings in which
the distxibution of net income wes considered (ERM/ET/62, 61/63, G1/65, and
67/74).
Terminology

It is recommended that 1¥ any amendument were t0 be apdopted which would
provide for a fived return on super gold tranche positions, the word "interest”
should be avolded. Aceording to normal leenl usage, “interest” aceimes on a
debt and not on o subscription to capital. Currency and gold subseriptions
0 the Fund are ogwned by the Fund, and they do not eonstliube current debts
of the Fund to members. Indeed, most of the Fund's currency holdings are
in the form of non-negobtiable, non-interest bearing notes or sinilar obligations
under Article IIX, Scction 5, and to thot ewtent, therefore, wembers are
indabted to the Fund in the sengse that these notes or simllar obligations
do not eliminate the members’® oblisntions to provide curverncy and nevbers mst
encash the notes or obligations on demand.

Trerefore, when the Fund reeeives currenciles and uses them in transactions,

even vhen super gold tranche positions emerge as a result, the Fund is



recelving or using 1bs own assobs and “imterest' 1s not payable. A
vore adeguate term would be "roemuweration”.

fesaneration

If it were decided o PRY 0 remuneration on super pold tranche pesitioas,
1t would seem advisable to do this by adding a provision entitled "lemuneration”
es Hection ¢ to Article V. It would then follew a provision entitled “Charges”
vhich deals with cerdaln payments to the Fund. It io assumed thot auy new
provigion would desl with the payrent of remuneration as an expense of the
PFund. That is 40 say, 1t would be payable whether or not the ilncome of the
Fund eovered all fund expenses inciuding the remuneration paild to holders
of super cold tranche positions. For this reason, 1t vould be preferable
that the provision for this reminermbtion should not take the form of an
smendment of Article XII, Jection G.

Discretionary rote

In $&/61/59, vage 12,' the possibility was euvisaped of minilsun end
maimu annunl rates of r«:mimratimn (or intecrest as it was there called),
and & determination by the Fund each year of the mbte thet was o be paid.
I? this course were folloved, or 1f there should he o discretdon as o the
rate without any prescribed minimum and maximun, it would be necessaiy o
consider vhether, on the anslogy ?f Artiele XIT, Seetion G, the Board of
Governors should mbe the determiﬂatian, annaelly or at other inbtervals,
of the rate to be pald. I therc were no discretion as to rate, the cuesition
whether determination of the rote should be a power that the Board of Governors
ghould be unable to delegrte would|nob arise. If there ghould be s disceretion
and the power to estall ish the mte was o be reserved to the Board of Governors 5

this conld be done by adding a sub-paragraph (ix) to Article ¥II, Scebion 2(b).



it should be noted, however, that the exercise of the Fund's dizcretion
to fix the variocus charges payable by members is not reserved to the Board
of Governors. The determinaztion of the rates for pericdic charges on the
Fund‘s holdings-of currencies in excess of quotz can be changed by the Iixe-
cubive Directors by a three-fourths majority of the total voting power
(Avticle ¥, Section 8(e)). The service charge on exchange transactions
(Artiele 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
Bxecutive Directors. It iz also relevant that the power to agree to pay
interest on loans under Article VIF, Section 2(1)) including the power to
agree on the particular rate, hes been delegated to the Tiecutive Directors.

Presumably, the reason why the pcwef to distribute net ineome under
Article XII, Section 6 has been reserved to‘the Zoard of Sovernors whereas
the power to vary chargesmand pay interest ontlcans nay beland has been
delegated to the fxecubive Dircctors is that the first of these powers wes
regavded as involving a distribution of part of the Fund':s assets. Never-
theless, there would be no reason of a legél charécter thal wonld require a
power Lo determine the ralte of remumeration to be reserved to the Board of
GOVernors.

At the moment, decisions with respect to net income have rebrospective
effect, Thay delermine the way in which the net income of a financial year
that has zlready ended ghall be dealt with., I the anslogy of charges under
Article V, Section 8 is foliowed, the decisions could be given prospective
effeet. In short, determinations as 1o the rate of reruneration couwld apply
to the last financial year or to the next yeer or until 2 declsion waa taken
to make a new rate operative. lHoreover, it is not essential that remunera-
tion would have to be payable in yearly smounts, For example, remuneration

could be maid guarterly.



Caleulation _
It is sssumed that if remuneration were paid on the super gold
tranéhe, it would be paid on thé basis of an average pomition during a
base periocd, for example the preceding year or querter. Article XiL,
Section 6 provides for a distribution of net income "on the amount by
vhich seventy-five psrcent of its quota exceeded the Fund's average
holdings of its currency during that year."” This is not easy language
to understend in the context of the Articles. In SM/66/130 (December 15,
' 1966) the view of this language which was recommended was that:
“Axerage holdings are calculated by aedding the holdings on each
dey during the year that they are at or below the 75 per cend
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
assured to be at that level.” (P. 18)
' It was pointed out that this technique was comparsble to the one
‘adopted in connection with the payment of periodic charges on the "aversge
dally balances of 1t& currency held by the Tund in excess of its quota”
under Article V, Section 8(e). If a new provision were adapted for the
purgosé‘ct paying a remuneratién on super gold tranches, itAwoul& be use-
' rul'ﬁo'adOPt clearer’l&ngﬁéée‘to give effect to this technique of caleulation. .
The last conclusion in 8M/66/130 (P. 19) eould apply to the calculation
under a new provision as a matter of administration without the necessity
for express language: A
" "The Fund's Rb! e Acéounta 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 e member for a
vreferential distribution. A member should qualify, however, even
if the reduction in eversge holdinge is solely the result of the

Fund's use of the member's currency for administrative expendi-
tures."”



A.vailablg Resources

~ If remuneration were payable under an swendment of the Articles, it
would be payable whether or not the Fundi's Yncome were adequate to cover
it, The General Reserve could be made available if the Fund's income
was inadequate without ‘zmy of the limitatlons with respect to the diétribu-
tion of ﬁet income under Article XII, Sectionné, which were explained in
.',324/66/139. Mareover,nif the Fund®s income wére not sufficient in any year
- o cover all of the expenses of the Fund, including the expenses of paying
the remunera.tion, administrative expenses wéuld be charged first against

the Special Rezerve (Selected 1'}e<:a!.s;:).m:mq - 115)

Drags Languege

. fhe following araft would give effect to some of the ideas mentioned

above. Natura.lly, there woulé be modifications in this draft 11‘ other

policy choices were made' ‘ 7
"SEC. 9. Remuneration.--The Fund shall pa;y (annual) (quarterly)
remumeration to a member, at o rate unifé)rm for all memb;ers, (of
not more than ____ percent per annum) on the amount by which
seventy-~five percent of its quota exceeded the a;rerage qr 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 & member's own currency."

Apendment of Artic:le XIT, Section 6

With an amendnent such &s the one ind:lca.ted abave, it would beconse
necesgary to e.nend Article XII, Section €, somewhat along the following

lines:



"SEC. 6. Q;5§£i§g§;gg;g£4§§§;g§gg§g.-~The Board of Governors

shall determine ennuvally what part of the Fund's net income

shall be placed to reserve and what part, if any, ﬁhall.be

‘éistfiiutedo Any.distribution ghall be paid to all members in

proportion to their guotas. Payments to each member shall be

made in its own currency‘"

With this language,'the same difficulties might arise in comnection
with the meaning of "net income” and the use of the General Reserve that
vere discussed in SM/66/130. Without any other change in the language of
Article XII, Section 6, "net income” would contimue to be the net income
solely of the year for which a distribution was made. If, however, it
were thought desirable to make the General Reserve available for aiatrif
bution for any year, thé language counld read: |

"The Board of Governors shall determine annually what part of

the Pund's net income shall be placed to reserve and what part,

if any, of net income and reserve shall be distributed.”

If 1t were decided to make the Fund's Special Regerve available for
distribution, that could be done by substituting “reserves” for "reserve”

in the foregoing text.



701 Mr., Gold January 11, 1968
My, Altman

FROM: Jo J» Polak

SUBJECT: Repurchase

I attach a draft of a etaff paper on repurchase. As you will
pote this paper provides considerable guidance, while leeving to Directors
a vide latitude of optioms, all of which would presumably be acceptable to

ect Mr, Vieming
Mr, Nicoletopoulos
¥r., Habemmeier
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iDRAI"T 5 ’
: A_JJP:Jan._lo, 1968
Repurchase'
Prepared by the Staff

In the joint memorandum by five D1rectors of June 26 1967 (EBD/67/97)

three suggestionsvwere madevwith respect to the‘provisions of the Articles

that govern repurchase obligations and the calculation of monetary reserves
on Which they are based. ‘Thege suggestions were put forward to . ensure the

effectiveness and equal application of members repurchasepobligations.

Ai‘The suggestions cover these items.' ".f' o :<‘>5;»" ;‘g;

(a) "Abolishing of the deduction of currency 1labilities provided

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

'that form the basis for determining the tepurchase obligations.,'.J

(b) "Abolishing the abatements in cases of repurchases calculated in
Currencies which‘the Fund may~not accept'" and B

(c) "Including the- currencies of nonmember countries that are-recoénized"-
as convertible by the IMF in the calculation of reserves.. ‘

' 72. The discuseion of these proposals in EB. 67/ , and EB 68/

,provided Executive Directors with an opportunity to express views not only
‘f.with respect to ‘the three particular aspects of repurchase, but also to the -
‘working in general of the repurchase mechanism under Article V Section 7(b)

:'and, even more broadly, the working of what might be termed the whole range N

of reconstitution provisions under the present. Articles of Agreement. In-
this discussion a number of points have been brought forward that may be.A

relevant to the decisions to be taken with respect to the three concrete pro~_v‘

‘posals put forward._ These points are listed in paragraphs 3, 4. and 5 below.'

13; In the present Fund there are three basic methods by which a
country 8 positlon in the. Fund is restored or’ reconstituted" after it has

made a.drawing:



(a) Repurchase under Article v, Section 7(b).
(b) Repurchase under the 1952 Decision, which Decision limits out— .

standing drawings to "the period presumably related to the payments problem

. for which [the currency] was purchased from the Fund," this period to "fall

_within an- outside range of 3 to 5 years.u

(c) Sale of the currency of the country concerned in transactions with'

other member countries. '

The relative role of these three mechaniems of reconstitution in the

,past 5 years has- been as follows"‘

Millions of:dollarg 3 b:PerlCent
(@) - o
(b
‘-Total:lx' ‘ _'_ o 1:: " S jldO

T It has not been suggested that over this period *he mechanism of

reconstitution as’ a whole. in which, as indicated in the preceding paragraph,

' repurchaees under Article V Section 7(b) played only a very small part. was

either inadequate or inequitable. it may be recalled in this connection that
the' 1952 Decision, under which over two-thirds of reconstitutiou takes place
now,y reflected to a 1arﬂe extent a desire to correct the same inadequacies and

inequities of the repurchase mechenism under Article v, Section 7(b). to which

:the'proposals under_l(a) andll(b) are addressed, viz. the facts ‘that (i) re-
o serue‘centers'-(and other countries') net monetary reserves,mightibe below

their quota.‘andgthat'(ii)'many'countriesphold their'reserVes in currencies'

that the Fund could not accept in repurchase, |
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5. With respect to the equity of the repurchase mechanism of Article V,
Section 7(b) takem by itself, the following views expressed by Executive
Directors may be noted,

(a) There was no agreement that the suggested elimination of the
deduction of curremcy liabilities, in particular insofar as it referred to
the currency liabilities of reserve centers, would contribute to the equity
of the system.

(b) There appeared to be agreement on the following points:

(1) Elimination of the abatement provision would contri=-
bute to the equity of the system.
(11) The equity could perhaps be dightly improved by the

inclusion in monetary reserves of certain nommember currencies,

although the holdings of these currencies by members im recent

years have baen small and might have been even smaller if such

holdings had counted for the purpose of calculating monetary

reserves,

(111) The repurchase system under Article V, Section 7(b)
and Schedule B contains many other features that have a serious
bearing on the equity of this mechanism,

(iv) The system puts a heavy administrative burden on

members and on the Fund,

6., In the light of the foregoing it would appear that there are a
number of possible courses of action open.

(a) It could be decided to smend the Articles with respect to abatement,
Although there would probably be agreement that this in itself would constitute
an improvement, it would still leave the system defective from many points of
viev including, in the eyes of some Directors, the question of the treatment

of currency liabilities. Whatever the views of Directors as to the merits of



-‘-

this latter point, it might be felt to be inappropriate to amend the re-
purchase mechanism in either one or two aspects if it were not clear that
after amendment the mechanism would make an important emd equitable contri-
bution to the general problem of reconstitution in the Fund.

(b) It should be noted further that if the only change to be made te
tlul::;chm mechanism were the abolition of abatement, substantially the
same effect could be obtained, without amendment, by the application of the
provisions of the 1952 Decision. It would be sufficient for this purpose for
the Board to decide that a member that would have incurred an obligatiom to
repurchase under Article V, Section 7(b) but for the abatement provision,
would be considered as having overcome, at least to that extemt, the payments
problem for which it had purchased currency from the Fund. The member would
then have to make & repurchase under Section 2(a) of the 1952 Decision as soon
as the calculations of its repurchase obligation under Article V, Section 7(b)
indicated that it was in that position.

(e) To some extent as an alternative to (a), a decision could be taken
with respect to Article V, Section 7(b) as a whole. Any of the following
proposals could be justified by the evidence presented!

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

ing Schedule from the Articles of Agreement,

(11) Amendment of this Article in such a way as to authorize

Executive Directors, before the end of any fiscal year, to suspend

its provisions with respect teo that year—end.

(111) Leaving the provisions as they are, with or without a
supplementary decision on abatement as indicated in paragraph

6“) above,



(d) In the event that the Fund decided to follow either (c)(i1) or
(e)(i111), this decision might be accompanied by a request for a thorough
study by the staff of the workings of the repurchase mechanism,

7. If the decision were along the lines of 6(c)(1) or (11) attention
would have to be given to the fact that the repurchase provisions under the
1952 Dechion of holdings apply only to drawings, and not to holdings in
excess of 75 per cent of a member's quota that might arise otherwise, im
particular from currency subscriptions in excess of 75 per cemt of quota
and payment of charges in the member's own currency. This aspect is not,

however, of great quantitative importance.



MEMORANDUM

FROM: Je¢ J. Polak
SUBJECT: Gold Tranche Paper

1 have only a few comments on this paper, these are put forward
tentatively inasmuch as I did not attend the Board Meeting on this subject,

On page 2, I could see room for some improvement in draft im the
long paragraph starting on line 4, In the third lime of that paragraph
1 would suggest replacing "without objection: by "without the possibility
of objection.™ In the next sentence, given the fact that the old Section 2
has been entirely eliminated, rather more sweeping language than “certaim
improvements™ would seem to be appropriate, In the following sentence I
would prefer “The possibility of objecting to a use of the Fund resources
in the credit tranches on the .w that ¥ Finally, in the next
sentence it is not quite clear t there was greater sentiment for thamn
what,

In the bottom half of page 6 one important additbnal argument
should be introduced, namely the use of a member's own curremey in
Article XII, Section 6, for which the new provision is to a large extent
a substitute,

The firset full paragraph on page 9 introduced the absura idea of
2 minimum rate of 2 per cent, It is true that the approasch discussed here is
incompatible with the maximum rate of less than 2 per cent but this is so
obvious as hardly to require mention. I wonder whether the whole paragraph
could not be deleted,

At the top of page 12 I am a little concermed about the intreduction
of policies in the broad power of the purposes, sand without any restrictionmj
I am not eclear wvhether the effect of this on the status of the gold tranche
is fully neutralized by the mere statement that there shall be no challenge
of requests for gold tranche drawings., Since we have made it abundantly clear
that the absence of challenge does not prevent the Fund from questioning the
propriety of the drawing after the event, and indeed undoing it, I don't see
that these provisions would preclude the Fund from introducing any kind of
conditionality of gold tranche drawings it wanted, as long as the member's
observation of this conditionality were only peliced after the event,

cct Mr, Altman
Mr, Fleming



INTERNATIONAL MONETARY FUND

January 10, 1968

.0 : Mr. J. J. Polak

FROM: Joseph Gold

SUBJECT: Gold Tranche, Automaticity, and
Conditionality

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

cc: Mr. Altman
Mr. Fleming



Gold Tranche, Avtomatieity, and Conditionality

Prepared by the Legal and the Research
ond Statistics Departments

Avproved by Joseph Gold and J. J. Polsk
January 1668

Thé’purpoaes éf this memorandun are two-fold: to examine sM/67/144( " "Re-
form of the Gold Tranche - Possible Soiutions", December 15, 1967) in the light
of the discussion at EBI/67/107 (12/20/67) sna EB/67/111 and EBY/67/112
(12/29/€7), and to consider prragrsph L of ¥AD/AB/3 ("Suggestions for Certain
Reforms in the Internstional Monetary Fund", Januvery b, 1968)f

1. Heed to draw 2nd capital tronsfers

There sppeared to be general agrecment that the representation that
a member now mekes under Article V, Sectiom 2(a){(i) should be retained even
for requeetsifor a gold trenche purchase. A number of views were expressed
in connection with the distimction between needs arising from capitel trans-
fers and those from current payments. However, the following drafts in
/67 /140 reflected-=22i=d=3 no more then the consequential chsnge required
by the proposed awtomatieity of the gold tranche.

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

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

sustained outflow of eapital/as provided in Secticn 2 of this

Article, and the Fund may request a member to exercise controls to

prevent such use of the resocurces of the Fund. If, after recelving

such a request, 2 member fails to exercise svpropriaste controls, the

thﬂ ney declare the member ineligible to uvse the resources of the Fund.
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SEC. 2, Bpecial provigsions for canital transfers,--Hot-

withstending the provisions of Section 1(a) of this értlcle, a member

shall be entitled to make gold tranche purchases for capital transfers.”

These drafis wonld enable = member to increase thé Fund’s holdings up
to 100 per cent {epart fram "excluded” holdings) of the member's quota
without objéctiqn, before or after the QVﬁnt that hhiu use was to meet a2 ;'
large or sustalined oﬁtflow of eapital. They would raise the level for thisA
purpoée from the present 75 per cent and in addition thgg/gg@&ij;ﬂggﬂggg%'
certain improvements in the Dresent text of Artiele VI, Section 2. The
N N N T TN NN
?osaibility of objecting tjat a use of the Pund rescurcesﬂin the credit
tranchesl%as to mest o lerge or sustained ocutflow of capital would remain.

/

It is felt that there was greater sentiment for this solution in the Board

e

-

discussions, although no agreement was reached on this or any of the other
issues thet were debated. During the discussions, it was made clear that
the total elimination of the distinction betwean the two types of use wonld
raise legal and policy issues that go far beyond the redrafting of Article
VI, Sections 1 and 2.
2. Chellenge

Wo changes were suggested with respect to the addition of Article V,
Section 3(e) as proposed in SM/6T7/1hh: ‘

"A request to buy currency under Seetion 3(s) of this Article
ghall not be subject to challenge by the Fund uwnder any provision of
thisz Agreement 1f the proposed puvchase isla gold tranche purchase.”

fiowever, the treatment of the principle of freeing requests for gold

tranche purchases from challenge must now be consldered in relation to para-

‘graph 4 of EBD/6S/3, snd this is done later in this memorandum.



If the practlice wers adopted thel purchases in the General Account
should be guided ta&arﬁs the currencles of comntries that had abused the
right to drav without chailenge in the gold t:anche by failling to observe
the prineiple of need in Artiele ¥, Section’s(a}(i)g this could be éehieved
by an amendment of EB Declsion No. 1371~(62¥36} "Currencies to be drawn and

to be used in repurcheses” {Seclected Decisions, Third Issue, pp. 33-39)

which would add to Chapter Ei {("Criteria for the selection of currencies
for drawings and repurchases”) o final paragraph ss Pollows:

"In addition ﬁo these considerations, the Fund, in selecting
currencies for dra%ings, will consider the currencles of members
that have made purchaces in the:golﬁ tranche without observing the
prinéiple‘;f need embodied in Article ¥, Section 3(a){i)."

No emendment of the Artiecles would be necessary to give effect to this

practice.
3.  Charges

In SM/67/1kh, & redraft of Article V, Section 8{a) was offered which
would give the Fund full authority to obolish the service charge or very it
up to one per cent on 21l transactions or on cetegories of transactions such
as gold tranche or aupér gold tranche transactions. That redraft was:

"The Fund may levy a serviece charge, unifbré.fbr all members

end not more thon one @er'eent in eddition to the perity price, onr

any member buying the currency of another wember Trom the Fund in

exchenge for i%s own currency.” |

T this ccnhectioa guestions were raised és té the extent of the
discretion thet the Fund should have. The Tollowing Yormulations of
Article ¥, Section 8(sn) could glve effect to some of the possibvilities

that were discussed,
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Alternative A

"Any member buying the currencybf another member from the
Pund in ezchange for 1lts own éurreﬂcy shall pay, in additidn_to
the parity price, a service charge uniform for all members of not
less then one-half percent and not more than one percent, as deter-
nmined by the Fund, provided that the Fund may reduce the service

charge payzble on purchases in the gold tranche to less than one-

" half percent,”

Alternative 2]

"Any member buying the currency of encther member from the Fund
in exchange Tor its own currency shall pay, in sddition to the parity
price, & service charge uniform for 2ll members of not less than
cne-half percent and not more than one percent, as determined by

the Fund; but no service charge shall be paid on gold tranche

purchases,”
k.,  Remunerstion

The draft of an Article V, Section 9 included in SM/67/1hk read as
follows: |

"SEC. 9. Remmeration.--=The Fund shall pay quarterly remuncra-

tion to a member, at & rate wniformn for all zembers, of not more
than [one and one-half) [twol percent per =anum on the amount by
which seventy-{ive percent of 1ts guota exceeded the average of the
Fund's holdings of the member's currency not in excess of seventy-
five percent of gquota during the preceding querter. Remumeraticn

ghall be paid in e member®s own currency.’



It should be noted that this draft employs the langusge "shall pay” and
not "may pay”.
The views expressed in the Board debates included the following:
the rate of remumeration should be left to the discretion of the Fund; a
maximum or a minimum rete should be specified; the rate of remuneration
should be related to the rate of interest on holdings of special drawing
rights (Article XXVI, Sectiong 4y 3 end= of the draft amendments); the
remuneration should be paid in gold; preferential payments to creditor
members should be provided for im conjunction with or in addition to the
payment of remmeration,
The following versions of Article V, Section O and Article XII,
Section 6 would give effect to some of the views:
Discretion
"SEC. 9. Remuneration.--The Fund shall pay [quarterly] remunera-
tion to a member at a rate determined by the Fund from time to time,
and uniform for all members, on the amount by vhich seventy-five
percent of the member's quota exceeded the average of the Fund's
holdings of the member's curremcy not in excess of seventy-five per-
cent of quota during the preceding quarter.”
Maximym or winimum rate
"SEC. 9. w.--r& Pund shall pay [quarterly] remuners-
tion to a member, &_t & 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 aversge of the Fund's holdings
of the member's currency mot in excess of seventy-five percent of

quota during the preceding quarter.”
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Reletion to special drawi: 'r:i hts

"SEC. 9. Remuneration.«'rhe Fund shall pay [ quarterly] remunera-

' tion to a member, at a rate equal to the mte of interest paysble on

holdings of speeisal draving rights pursusnt to Article XKVI, Seetion 3, A

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

average éf ‘the Fund's héldinga of the member's ‘currency not in excess
of aeventy--five percent of quota during the preceding quarter,”

- If it were decided to crente a legal tie between the rate of remunera-
tion and the rete of interest. on special drawing rights, an alternative
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/67/14k suggested that rémmeration should be paid in & member's
\ oW eurrency(\ However, it has been pfoposed thet consideration should be
//3 ﬂ r{\}& .f{/ given to th‘ev payment of remgnemtion in gold,- aé a parallel to the payment
{\;Af J‘,‘- o of charges. -According to Article V, Sec'tlion 8(r) '

"AII charges ghall be paid in gold. If, however, the member's
manetary reserves are less than one~half of its quota, it shall Poy
in gola only that proportion of the charges due which such reserves
bear to one-half of its quota, ax;d. shall pay the balance in its.
own currency.”

As e 'result of the second sentence of this provision, 75 per cent of the
\ : charges on Fund holdings in excess of - guote presently collected is paild

N in member currencies.



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

“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.”

The present draft amendments om special drawing rights provides for the
payment of charges and interest in rights.
If it were decided to pay remuneration in gold, the following sentence

could be the last sentence counld-bethe iast sentence of an Article V,

Section 9.
"Remuneration shall de paid in gold.”
Relation between Article V, Section 9 and Article XII, Section 6

8M/67/14k proposed for comsideration the following amendment of

Article XII, Section 6t
"SEC. 6. Distribution of net imcome.--The Board of Governors

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

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

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

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

wmade ia its own currency.”

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



The sugges%;ion that creditor membera should retain .the pfeferrgd
positié:’z they now have nnder 'Arti‘cle ‘XII, Seetion 6 could be made effective
by the retention of that 'prc;s.jiaion én its present form, which would then
give them o preference in any distribution of neﬁ :fncome as well as remunera-
tion wnder Article ¥, Section 3. | |

In view of the.range of suggestions, and in order to bring sbout
certain simplifications of yéactiee, the‘ fql#.awing position might recom-
mend itself. This would be in the nature of a compromise which wonld
recognize the force of _the*aréumeﬁt_ that the amendment of Article xn’, ,
Seetion 6 and the ‘a,don‘bion ‘of & new Afticle 2 Secﬁon 9 ahould not put
the members at :preaent ent.itled to a preference under Article XII, Section &
into what might be ccsnnidered a worse position. The elements of the solu~
tion would be these:

(1) A1l net ';ncgme would go antomatically to the General Resex"vé.
Under the presenf éractice, it goes to Genersl Reserve provisionally ;a.t -
the end of each month (Decision No. 753-(58/17), ﬁpril 14, 1958), but this
postlng is subject to an anm:a.l determination by the Board of &cvernors.
The need for an annusl deteminatﬁ.on by the Bcard of Gavernors, whether to’
retain net 1ncame in the reserve or to distribute it, would be eliminated.

(11) The Board of Governors would have the authority to decide af;. any
time whether to distribute any 'pm of thé ée:ie'ral' Reserve., If the
suggestion a,dva.nced in 32#/6?/1141& vere adopt.ed, this power would a.pply to -
" the Special Reserve as, well. L _ '

(134) Ho aistribution would ‘be made from resez;ve unles; there was
first paid from reéewé the difference between any Temmeration paid under

Micle Y, Sect:! on a.nd 2 per cent xaer annum for each of the five years
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preeedmg the broposed diatribution. ] ‘I’he halance wou}.d be paid on the

creditor yosition frm t,ime to time during the five yea.rs, in accord&nce
with the formila for. ealcula.tion in Article v, Section C}), and not mlel.v

“on the cred:.tcr positicn at the time of the praposed distributien.

I Artn.cle v, Sectian 9 were drafbed so as to g:we creditor membcrs
én' assured remumeration of at :Least a per cent per a.nnum, ‘the proposal in.
(iﬂi) above could bé eliminated. If they were not given an assured remunera=

tion of 2 per cent, the suggesticn wculd be def‘ensible only it 11; were

: poss::,ble to pa;y- remuneration of 2. per cent, zicwever, the suggestion would

st:ill be defensible 1f the rate were discretionary, prmvided that AT any
n:a.ximmn were a.dopted. it was not less thtm 2 per cen‘ba
An amandment of Arnicle XII Sectmn 6 to g:we effect to tha suggestion
could be drafted as follows: | o
. "gEC, 6. E.;.,s’sr‘ibgtion of &sewes.~~?he Fund's net inﬁcme

" shall be plac.ed.‘t'o‘ reserve. The Board of Gmrernors ma.y determine-
vat smy time wnat part of the reaewes she.ll be distrlbuted, provided
thgt there shall bgvfirst distributed %o members, that were eliglble .;’
to receive remunerstion under Article v, Section 9-Quring each of -
the preceding f;*;ré years an amount equal to £he difference between
" &wWo pex"cent‘ per annuh and any remunératioﬁ ectually peid. Any dist;fi-;
.7 bution béyona th%t amount shall be made to all members in proportion -
to their cm.oi;a.s ’ e.nd payments to each member shall be made in its l
own currency. ' ,

'With an amendment of thia kind, Article XII Section 2(b) (v) would be

amendea ’co read'
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_ "ﬁétem:lne the distribution of the reserves of the Fund."
" At the moment it rea.és. | | o . ‘
. "Detemne tha dzstri‘butmn of the net income of the Fund."”
5, Dei‘imtion of gold tranche -
Three versmns of a nossible Artwle XX (,}) were included in SM/é?/lhh
s f’ollows-. o ‘ '
"(3) Gold tranche purchase means & purchase by 2 manher cf
. the _eurrency of a,nothar member in exchange for its own curren;y ‘
'which does not cause the Fund'a holdinss of the purchesing member's
currency to exceed one hundred pércéht?f its quota; provided that
‘ the Fund nna;f decide t.hat purchases tmder specified policies on the
use of i;he Fund's resourcea e,nd amcunta of the Fund.’s holﬁings of ‘
currency eqnal to outstandim purchases under thece policiea ahall
be exeluded for the purposes o!‘ thia defim.tion.

(j) Gold tranche purchase means 2 purchase by a member of
the currencar of enother member in exchange for its own currenc,v
whic¢h- doas not cause the Fund's holﬂings oi‘ the purchaaing mem‘ber 8
currency to .exceed cne hunﬂred pereent of- 1ts. quota; provided that
for the pi;zigbéeé 6: this definition the Fund may decide to exclude
purchases and hoidings under policies on the ﬁse of its resources '
for cémpenaétory financing of fiuctuations in the exports of |
members. " | .( , | | ' 7-

| i'(.‘i) Goid trémi:he ‘purchase méans 2 purchase by a member of
the currency of another memoer in exch:mge fc:r :H:a oWn currency wl:lch '
does not cause the Fund's holdings oft the purchaaing member's

currency to -exceed ene hundred percent of its quota.'
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Ko choice was made among these three versiéns in the Board's discufss:lon
of 'l:hem9 although there appeared to be a preference for the first or

second as compared with the third.

6. Autmticigy_ and eonditionalitx

Part IT (pp. 13-1&) of ‘31‘1/67/99 ("Legal Asaects of the Memorandum
ntitled 'Suggestions for Certain Reforms in the International Monetary
Fund® (EBD/67/97)“, August'& 1967) dealt with certain Peatures of EBD/6T/9T,

vhich ha.ve now been supplemented by paragraph la— of r.BD/éB/ 3. The iattgr

peragraph is as follcws'

. L. COnditiunalitz of use of the Fund Regources

It 18 the view of the _P.-ionetary Authorities of’_the Buropean -
Economice Coomunity thet teking into consideration the proposals
to create.specisl drawing rights and to confirm legally the auto-
maticity of the gold tranche, there would be mo justification for -
extending by way of policies quasi automsticity in the credit
tranches or esteblishing special facilities of a quasi automatic
character. The poassibility 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 peliey on o
compensatory ﬁnancing -

The proposals may be summa.r:weda therefore, in this way-
(2) Express mention should be made in the Articles of the Fund's

authority to ensure tha.t the use of the Fund's resourcea is in cenformity

‘witn the Articles and is temporary.

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

tranches. .
If these ‘"pmp::‘a;ls were to be accepted, they could be made effective
by the following emendments: | |
(1) Article I(v) enuld be &mended as shoun on page 14 of M/67/99:
"Po give confidence to members by making the Fund's resources

temporarily available to them under adeguate safeguards, and



in secordence with s@-mg_:_i_g;es as the Fund mey ggépt,' thus
- prwiéing then with ci:portunity to éerrec£ maléd;}uatmenﬁs in
their balance of pa:yments w:lthout resorting to measures de-
atruetive of nationa}. or intemational pmsperity.
(Words underlined a:e added) ‘
If it were thought deairable to repee,t ﬁ!ie effect of the two"ihse'rtions

. in Article I(v) in the operational praviaions of‘ the Articles, this conld.

be done briefly in a provision which could appropria.tely be Article ’J,

Section 3(c): ' |
- "0he Fynd shall adopt pbliciek which wil ensure' t a mmﬁét's ‘ | | e
use of i:he Fund's resources will be tamperery .
S {i1) 1% wouJ.a then be ‘necessary to provide that all requests for
sqld tranche purchages would not be aub;}egt tc; ch&llenge end that requests ‘
( for all other pumhasas‘wc#l‘él be s;zbjgcé to challenge and examined to
_ determine their ecnsistehcy wiih'the provisions of the Artiéles and the
policies mentiened in Article I(v) and Ar!:icle v’, Section ;(c) "ﬁ:{ia
cauld e done a3 follows by an Art:icle Y, Secticm 3(&)
"A representaticm by a maabez' wnder (o) above shall be emmined
‘ by the and‘tz‘: determine whether t};e ~prcpasged‘purchase, wmx.‘lfd, be
consistent with the provisions of thie Agreement and with the
ipolicies adopted under them, except that proposed purchases in ‘the
gold tranche shall not be challeéges;l under any provision of this '
;Agreemeﬁt.“ o _ o | |
' A provision of this k:ind would be in lieu of the drg,:f‘t provision sé'l_';‘ forth
in section 2 of this memorandun with the purpose of eliminsting authority

to challenge requests for gold trenche purchases,



~ .'I;ﬁe;r a.;:;&;)tioni of Article V, Section 3(d) as drafted above would imply

thot even if the first of the three definitions of the gold tranche in
section 5 lofA this ﬁemorandum wex:é’adopté&;, a,ny ffépééiﬂedpoli«:ies‘.’ that
‘were “excluded" would not be based on autmticity. That is to aﬁy; they
’ c;mild esta'blishi Fund policies of s "floating” charecter but only if i:hose
policieé would be. ccnsiétent with the provisions of the érticles_ and would
:’qulv‘e'a conditionality 't‘lm would ensure & temporary use of the Fund's
reacrufceso Req{xests under these Fuzid pélicies'wr:mld be challengeable, and
would have to be challenged for good reason.’ ~



MEMORANDUM
T0: Managing Director January 10, 1968

FROM? Js J. Polak

SUBJECT: Reform of the Fund

Mr, van Campenhout, with whom I happened to sit wiwh at lunch,
told me that he had had the Directors of the Ten for dimmer last night
to discuss with them reform of the Fund,

The Directors talked, of course, im their personal capacity but
as such they seemed to agree on the following!

(a) They had no objection to the 85 per cent provision for quotas,
although they saw some difficulty how the related decisions could also be
brought under the 85 per cent rule,

(b) With respect to the two decisions on uniform changes in par
values, they preferred to go to 90 per cent rather than 85 per cent, This
could be presented as a restriction on the provision and would at the same
time avoid the elimination of the preseat U.K. veto.

(c) On the question of interpretation, which I believe was treated
much more lightly, the other Directors were willing to agree to the theoreti-
cal merit of a possibility of appeal, but I gather that they vere not happy
with the concrete proposal,

(d) As regards repurchase there was agreement that the Six had
raised some failr questions, but I gather no clear view as to what the
proper solution was, The 8ix themselves, according to Mr, van Campenhout,
seemed more interested in having an acknowledgment of their propositions than
in the precise answer that is given to the difficulties they had memntioned,

¥Mr, van Campenhout indicated further to me that his dinner for the
Ten was only the first step in bringing the members of the Board together
"as a Club;" he intends te have similar contacts with non=Ten members,

ect Deputy Managing Director
Mr, Gold



DOCUMENT OF INTERNATIONAL MONETARY FUND
AND NOT FOR PUBLIC USE FOR
ur. J. J. Polak AGENDA
Room 504 F
#1 EBD/68/3
January 4, 1968
To: Members of the Executive Board
From: The Secretary T T T —

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 the Fund made by the European Economic Community in April 1967.

Att: (1)

Other Distribution:
Department Heads
Division Chiefs



January 3, 1968

To: The Managing Director
From: André van Campenhout

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

On behalf of Messrs. lieftinck, vom Hofe, Plescoff, Palamenghie
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 Commimnity 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 hature and 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 councerning gold payments, should be made by a majority of
85 per 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 mske 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.



3. Maintenance of the gold value of the Fund's assets

Article IV, 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 poesibility of such extension should
be excluded in the text of the Articles of Agreement by appropriaste amend-
ments. This proposal is made without prejudice to the Fund's policy on
compensatory financing. :

5. Interpretation of the Articles o6f Agreement

It is considered tlat 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 amended accordingly and the words "whose decision
shall be final" in Article XVIII (b) should be deleted. :

January 3, 1968



MEMORANDUM

T0: Mr. Gold January 4, 1968
Hr. thuln

FROM: Je Jeo Polak

SUBJECT: Repurchase

I have set down in the attached notes some very provisional
ideas as to the posaible content of a policy paper on repurchase.

I should like to have your reaction to this at your convenience,



JJPiJan, &, 1968

Repurchase and Related Queetions—Possible Contents of Policy Paper

1., The central issue to be born in mind is that there are three ways
to restore a country's position after drawing, not omnel

(a) Repurchase under Article V, Sectiom 7,
(b) Repurchase under the 1952 Decision,

(c) 8Sale of the currency of the country concerned in trans-
actions with other members,

An appraisal of the system and any propesals for reform should be based on
congideration of all three methods of reconstitution,

2. The first method has never worked in a fully satisfactory way for
more reasons than those brought out in the Report of the Deputies of the 8ix.

3. A serious attempt was made to revise the system in 1951-52 but the
final decision was to introduce a new system on top of it im the form of the
three to five year limit incorporated in the 1952 Decision.

&, The first system works now even less satisfactorily than in 1952
as neither dollar nor sterling are acceptable in repurchase. The system
produces practically no repurchases. Insofar as it is inequitable as among
members, it is not that it favors reserve centers but rather that while it
is practically incperative in general it occasionally catches some member,
and that on account of some special change in its reserves,

5. The third method has much increased in importance; it is believed
to be good enough to do the whole job in the SDR scheme.

6. As a basic appraisal of the whole scheme it ecan be said to be mostly
equitable, The two deficiencies of the first method about which the Common
Market countries are particularly concerned could be eliminated by the
operation of the third methodj as a matter of fact the third method probably
already works in euch a manner as not to give any advantage to reserve ceanters,
¥hile the changes proposed by the EEC countries would probably improve the
equity of the first method, they would still not make it a satisfactory system
by itself, and sany other oddities would remain,

7. If anything is to be done to the “reconstitution mechanism¥ of the
General Account--one wonders whether it would not be more satisfactory to
put the mechanism of Article V, Section 7 out of operation, at least for as
long as the dollar is not usable im repurchase, Short of deleting the whole
provision from the Artieles, would it be possible to assume or introduce a
pover for the Executive Directors to suspend the mechanism for one year at a
time, whenever they were of the opinion that the results of this mechanism
would not be equitable?
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I believe f.aat it would be premature to suggest positions on

repurchase at the moment, but it would be useful to indieste thet

some way be farthcanins. Accordingly, I would suggest s ata'hement‘ )

by you et the epenipg of the me’cing shich coum an almg ‘the

fellming 1ines,

, "The Executive Directors will be resuming toﬂay their
discussion of one of the aspects of the reformsof the Fund
" which have been proposed in Mr. van Campenhout's memorandum -

of June 26, 1967, The subject is Repurchase and you have . mﬁ e

. two staff studiea » largaly ¢f a technical character. There
~_hoa been & preliminary discussion of these papers, and it
- seems to me useful if the Board could explore the matier :
further today. We could tske up again any outatanding teche -

+ 1 nical guesticns end the Executive Directors might begin to . . ..
~express thelr reections on the policy. aspects. However, I =~

would assume that we are not 1ikely to reach any consensus
todsy on whether: there should be any smendmente of the |
repurchase provisions of the Articles and, if o, what they -
ehould be. The dizcussion tod&y would belp the starf and
enable them to prepare a memorandum along the lines of the .

most recent memorandun connected with the gold tranche,

" That is to -say, the memorendum could set forth possible
‘solutions in a comprshensive and integreted manmer. That

' document could be the basis of the next discussion, I am .
sure that you would not expeet me to give any date for the
‘ayppearance of the new paper, but the steff will procead. '

" with it es rapidly as yeas:}.ble."

i

Coi - Mr. mmk'/f

~ Mr. Altmen
e, Hebbard

JG:rk.
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- T be]i&ve we should give the Board Bome early guidance on what .
we belinve to be a reasonsble solution of this. aspect. -of reform of the
Vund. This can probably not be done ‘at -the beginning of tomorrow s meating,
. but you might - Bay- either at the beginning of that. meeting or after the

" discussion has worn itself out, that you or the staff will be putting fcr-
: ward some policy viewr, L N

ect - Hr, Gold )
My, Altmam -
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I have hnd two conversations with Mr. van Campenhount yesterday
and todsy about the status of the Copmon MYarkeb's propesals for the
reform of the Fund. He informed wme that the Copmon Market's proposals
contimie %o include thoze set out in the attachment to his wmemworandum
of June 22, 1967 to the Mansging Director (EBD/ET/97 of June 26, 1567}.
These related substantislly to the gold tranche, Artlele VI, and re-
purchase. These matters have alroezdy been studied in staff wemoranda,
and suggested solutions have bean offered with respect to the gold
tranche. The further items, the study of vhich 1s regarded as "essential”
by the Common Market ars as follows:

1) The definition of the zone of subomaticity for the futura.
In this comnection, the compromise worked out with Mr. van Campenbout
in lleu of an B5 per cent voting wmejoriity stands. Iowever, there are
still some suggestions for minor redrafting Uy onz or two of the Compwon
Market Executive Directors. Mr. van Campsnhout thinke that he ean
regzch fingl sgrcenent with then in & Pew doys.

2) 2n 85 per cent majority should be required for a decision on
general increase in guotas, and the same majority showld apply o
associated matiers such as gold subscriptions and, presumably, special
increases that are comnected with a general review., - :

3} An 85 per cent majority should be required for a uniform
proporbionate change in per values under Artiels IV, Jecticn 7, and
for the waiver of the malntensnce of the gold value of the Pund's
assets under Article IV, Seection 8(&). The "10 per cent” countries
woizld be deprived of thelr veto. :

L) There shonld be some weans of spnzal to an cutside tribunsl
by an aggrieved wember afier an interpretaticn hus been adopted by the
Board of Governors. I gathered that there is little stesm bebhind this
last proposal except on the part of the French.

He. van Campenhent will submdt o forther pemorandom 0 the
Meneging Director in which he will stebe the essential propogsals. He
w#ill delay this for a few days becanse there eppear to be conflicting
instructions on whether the new list is to be submitied in substitution
for the lengthy list of suggestions contained in the Monetery Comittee’s
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original memorandum dated April 11, 1967 (ecirculated as a buff
document om April 19, 1967). If that were done, there would still
be some gemeral reservation of the right to bring forward other
topics. The alternative procedure would be for Mr. van Campenhout to
submit his new memorandum without saying that it was im substitution
for the Monetary Committee memorandum. Under this alternative, the
earlier memorandim would quietly bde forgottem if the megotiaticas
succeed,

ce: m Acting Managing Director
Mr. Schweitzer

'-7 Mr. m' L ".-1'
Mr. Altsan, Mr. Habermeier
Mr. S8ture, Nr. Finch

Mr. Whittome
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December 22, 1967

P2 Members of the Executive Board
FROM: The Secretary

SUBJECT: Service Charges on Drawings in Gold and Credit Tranches

In response to several questions raised in Executive Board
Meeting 57/107 on December 20, 1967, the following information is provided

(in millions of U.S. dollars):

Fiscal  Income from %% Service
Years Charges on Drawings In Column (2)  Column (4)
Ending Gold Credit s Gross In Per Cent In Per Cent
April 30 Tranches Tranches Total Income of Column (5) of Column (5)
(1) (2) (3) () (5) (6) (7)
1958 1.0 2.3 3.3 23.6 L 1L
1959 0.2 151 53 27.2 i | 5
1960 Qs1 OLT 0.8 2100 1 4
1961 1.5 1.k 2.9 14.6 10 20
1962 3.2 8.0 11.2 33.1 10 3k
1963 0.9 2.0 2.9 31.0 3 9
1964 1.8 1.3 3.3 36.4 5 9
1965 5.2 4.3 9.5 b7.7 11 20
1966 3.0 a0 14.1 81.3 4 17
1967 3.6 %7 5.3 89.6 4 6
19683 0.5 2.6 3.1 €5.9 > § L

* Seven months ended November 30, 1947
converted to twelve months basis.
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AGENDA

SM/67/1hk

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 Wednesday, December 20, 1967.

Att: (1)

Other Distribution:
Department Heads
Division Chiefs
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INTERNATIONAL MONETARY FUND

Reform of the Gold Tranche--Pogsible 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 of 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 submitted by Mr. van Campenhout on behalf of
a number of Executive Directrrs on 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 Camperhout's Memorandum contains the following suggestions:

"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 thelr reserves. ... - :

II-C. 1If 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 1, might
be envisaged."

As indicated in SM/67/99, the first suggestion reflects the present
legal position under the concept of "presently needed" in Article V,
Section 3(a)(i). Accordingly, no amendment would be required in order tn
confine gold tranche purchases to cases of 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 8M/67/135, a possible interpretation of
that provision, although net a plausible ene, is an interpretation that

‘would permit purchases in the gold tranche, in the circumstances specified
in that provision, tn 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 frem
capital transfers and those from current payments in relaticn to gold



tranche purchases as defined above, the best course of action would seem
to be to amend Sections 1(a) and 2 of Article VI as follows:

"SECTION 1. TUse of the Fund's resocurces for capital transfers.--

(a) A member may not use the Fund's resourgés 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 membér fails to exercise appro-
priate controls, the Fundlmay declare the member ineligible to
use the resources of the Fund.

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

standing the provisions of Section 1{a) of this Article, a
member shall be entitled to make gold tranche purchaées 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. Thils 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 capltal 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 Pund'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 resources 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 mmendments for the establishment of the facility
based on special drawing rlghts ;

"In transactlons among participants, a partlcipant Wlll be
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 XXV,

Section 2(a)]

2. Challenge
Mr. van Campenhout's Memorandum contained the follgyinnguggestions:

"I-A. ... In no case would the Fund have authority to
prevent such a drawing. 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."

Amendments that would give effect to 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, treatment similar to the treatment that will be
accorded to transactions in special 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 of the expectation in (a) above, but .
the Fund may make representations te a participant that fails to
fulfill the expectation and may designate the participant under
Section 5 of this Article to provide currency to the extent of
the failure to fulfill the expectation. A participant that
persists in failing to fulfill this expectation shall be subject
to Article XXIX, Section 2(b)."



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 néed 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 for 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. The service charge fulfills two other functions: dis-
couraging drawings for which the need is trivial or slight, and providing
income to the Fund. Complete abolitinn .of the service charge might make it .
difficult to pay a reasonable rate of remuneration to members whose curren-
cies the Fund holds in amaunts 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 cn 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 of Article V, Section 8(a), which would remove the lower but not
the upper limit ~f the service charge as follows:

"The Fund may levy a service charge, uniform fer all members
and not more than one per cent in addition to the parity price,
on any member buying the currency of another member frcm the
Fund in exchange far its own currency."

As pointed nut on page 11 of SM/67/99, this amendment, if adopted,A
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's Memorandum contains the following suggestion: ‘



"The super gold tranche positions would bear interest (within
maximum and minimum limits that might be specified).” [I-E.
second sentence] :

‘This suggestion was examined in SM/67/99 (pp. 11-12), which indicated
how the Articles could be amended to give effect to the suggestion. The
Question of the payment. of a return to members on the amounts by which the
Fund's holdings of their currencies are below seventy-five per cent of their
quotas was discussed at EBM/67/62, 67/63, 67/68, 67/T4, 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
ber 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. with 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 refrain 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 Artlcle V, as follows:

"SEC. 9. Remuneratlon.--The Fund shall pay quarterly

remuneration to & member, at a rate uniform for all members,
of not more than [one and one-half][two] percent pér annum
on the amount by which seventy-five ﬁercent of its‘auota
ekceeded the average of the Fund's holdiﬁgs of the member's
currency not in excess of seventy-five percent Qf quota
during the preceding quartef. Remuneration shall be paid in
a member's own currency."”

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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"SEC. 6. Distribution of net inceme.--The Board of

Governers shall determine annually what part of the Fund's net
inceme shall be placed ﬁo réserve and what part, if any, of
net inceme and reserves shall be distributed. Any distributibn
shall be made to all members in praportion to their quetas.
Payments to each member shall he made in its own currency."

5. Definiticn of gold tranche

In SM/67/99 (pp. 4-5), it was explained that for certain purposes
the concept of the geld 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 of. the formulaticns offered in SM/67/99 (p. 7) was the
following: o A

"(j) Gold tranche purchase means a purchase by a member of
the currency of anether membér in exchange fer its own currency
which‘does net cause the Fund's holdings of the purchasing
member's currency to exceed ocne 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 undgr these policieé shall be exfluded for the
purposes af this definition.”

This formulation would permit the exclusien 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
"flrating"” 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:
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"(j) Gold tranche purchase means a purchase by a member
of the cu:reh¢y of another member inAexchange{fbr'its own
cﬁrréncy which déeé not cause the Fund's hoidihgs,of the pur-
chasiﬁg member's cufrgncy to exceed one hundred.percent of its
quota; provided that for the purposes of this definition the
Fund may decide to exclude purch;Seéhandjhoidings 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 agpect 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 definition altogether
by reformulating all of the amendments referred to in parts 1 to 4 of this

memorandum so that they referred to the guota level for the Fund's holdings
of a currency. -

6. Consequential changes

The reforms in the gold tranche referred to in this memorandum may

call for certain consequential changes in the Fund's decisions or practices.
Thus:



(a) Consistently with what is said on pp. 16-17 of SM/67/41 and .

page 9 of SM/67/99, no amendments 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,

"196k4, would have to bé made in due time.

(b) Any necesséry modification of the provisions of the General
Arrangements to Borrow would also be suggested in due time (SM/67/41, p. 18
~ and SM/67/99, p. 9). ' :
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WASHINGTON, D.C. 20431

CABLE ADDRESS
INTERFUND

MEMORANDUM
TO: Mr. Polak December 13, 1967

FROM: J. Marcus Fleming‘vjij“

I am afraid that I was unable to persuade the lawyers to put
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. Marcus Fleming December 13,

You are unhappy and dissatisfied becsuse you resd "temporary”
to mean as soon as possible. In the Fund, however, we use
" " to mean "the period reasonably related to the payments
problem” for which the member draws, provided, of course, that the
period does not go beyond three to five years. “Temporary" gives
enough scope for the choice of the appropriate conditions.

cc: The Managing Director
The Deputy Managing Director
__7 Mr. Polak



Mr. Gold December 12, 1967

J. Marcus Fleming - -

. Reform of the Funds Gold Tranche and Conditionality
Your Memorandum xor Files of December 11, 1967

T do not feel very happy about your preference for Version II of a
proposed Article V, Section 3(c) ovex Version I or about the fact that Mr,
van Campenhout's proposhl new adonts Version .II. in preference to (c) of
Version I, - : :

The reason for my unhappiness lies in dissatisfaction with the
reason which you give in favor of Version II at the foot of page 1 of your .
memorandum, where you say that “conditionality [is] .mplicit in temporary
use,”  While it may be true that some conditionality is-required to implement
temporary use it 1s not true that all conditionality 4 based on thls consi--
deration. An objective of conditionality of at least equal importance is that
of avolding resort to “measures destructive of natlonal or international pros=-
perity,” Economically spesking, we cannot get round the fact that the purpose
of providing financial assistance through Pund resources is.to enable countries
to avold a premature eliminstion of their statistical payments deficilt——an
elimination which could be achieved only by measures such as restrictions,
unemployment, etc., that asre 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 more satisfactory equillibrium is restored et a later date.

- Managing Director
Deputy Managing Dircctar
Mr., Polak 7



P, Pukh

N
rl\’ / e ,)

f@nfmmntmn.

Q*mguzh*’* 11, _,96?

MENORANDUM FOR FILES

- -Bubject: Pelorg of va - Goid Tranchs cad Conditionality

The following is a circumstantial mmn% of recent ﬂmlszmnts-
in uhiﬂ field, At My, van Campenhout®s Teguest, %he: dem‘i..s of "national”
positiona chould be haa:&. cmfzdentma

& December 8, e van (;"mm:'mm t@wwhmi w say that hisg
Seryaen and Freach eaLsagues were dissatiofisd with an axsndnent of
articls I (v) uhich did pob refer to conditionality (Su/67/09, p. 24).
T %old him that the dreft of the awendmeot cn rage 1% scemed to me o
be complete bubt 4Af sooe elsboration was requlired, the second ingerbion
could vead: “and in accordance with such policles an the Fund my adopt
to engurs that the use of ita resocurces will be cmsistenu with t.ne .
yrovigions cﬁ' the Fand.”

" ‘Iater in the ﬁay, o tel@zﬁmaﬂ 53 say that his cau.mg;aﬂs
felt thaot there ahovld be soms veference to conditionelidy in the body

of the Articles. o sugzested that we meet Monday morning to see what
conld be done in tihile respect. We mst eawly of December 11th, and he
- showed me two texts, one of which had been telephined to Mr, vom Hofe
from Boon. I propozed inserting in Article ¥, Saotian 3 some reforente
to the requirement that a wmerber should have policies consiletent with

the provisiong and appropriate %o restore eguilibriuwm in its balance of
ayments if & proposed puvchase would inoresss the Fund®s holdings above -
100 per cent Of quote, bub the Fund could waive this requirement by aa
8% per cent majority. Mr. van Campenhout %old me that much of the Gerzen
thinking on acerdment wes colored by the distaste for the compensatory .
firancing facility. The second Arafd was pregared by Mr. Mentyé and was
elong similar lines except that it did med contaln eny waiver yzr-msim

I pointed cut certaln technie&l flews in the Wwo drafta and showed

Mr, wen Camperhout three versions of & possible Article V, Seebimm 3{c)
which in each case would be Pollowsd by Bection 3{(d) as m ny Memorandwn
for the Files of Deccuber S, 1967. ‘hese theee versioms sre attached,

I told Mr. van Campenhout that they were nob set forth in any order of
yreference. My Tirst preference would be to emend Article I (v) only,
and as suggested fa SHET/99, p. 1B, ¥y second preference would bs es
expanded amondment of Article I (v). I€ that too falled, them II of the
three drafts attached, coupled with sn emendwent of Article I (v) 23 shown
in S¥/67/99, p. b, wmlcl be my third cholee, In short, IX would be
prefersble to vorsime I end ITI of Ssebien 3(c). It hod tho enormous
advantage that the concept of the temporsry uae of the Pund’s regources
was alreedy established by an Artlcle XVILII interpretation, end acwitﬁm«
m%y wag .mgﬁieiﬁ in ﬁm@mrg BICo. , e



e, ven Coonpenhout sald that ho chared my views.

T resinded him thet the definition of the gold tronche wos an

importent gquestion that must not be owirelooked. It raised the diffieult
gquestion, alrveady discugsed in ihe logal nemorands, whether the definition

should confine excluded bpldings to the cumpenestory LTinencing Teclility
or ahowld give e general sutbority to exclude holdings from the determie

- rabion of the gold trvanshe, In short, wordd the cotgensefory finaneing

facility be the coly one thel could "Ilicat™ in the future? I gathered
that the Common Markel FRrecud ivs- Birm%am had not yet concendraied on
this au&st*cm. .

: Later in the mmi%, e VD (’,sm;:em,@ut *zeleph@md o say that
ke had mt been sble to spesk to the French Executive Director, but he had
convineed Mr. Ideftinck and half eomvineed Nz, vom Hofe that the Germsn
drafl showld not be pursued, ard that cne of the provosels outlined above
should e considered., On further thought, Mr. van Campenhout felt Lhat he .
preferred I in the sbtlached draiis, so s $o svold the risk that some
peorle might think that it was confined to the repurchase provisions,
althongh be acknowledged the foree of my case for 1T, -

Concluaion

After lunoh, Mr, van Compenhout informed me that he had persvaded
his colleagues, who had agreed that he ghould ecable the Menotary Commitiee
with a unanimous proposel as followa: - :

(1) Article T (v) as evendsfon p. Lk of SM/67/95 with no
furtheyr smrém% g0 that 1% %ﬁ;&l repd:

- "o give confidence to mowbors hy making the E‘zm«’f 8
rescureas w& aveilable %o them under adequate
gafeguavds, and io sccordaves with such nolicies s the .
Fund may adort, thug providing then wiin apportunity to
eorveet reledijnotpents in thelr balsnce of payzents withoub

resorting o meesures destructive of pational oF internatiopal

prosyerity.’ (weras underlined are added)
(m)’ ’i!emi@n II of & gvmm% &E’tiﬁi‘.“? Vs 'Seétiw 3e)d:

e Fwﬂ ghall aﬁcﬂ% %ﬁcﬁ.ﬂs which will %LS?’X& as,zm
& meobar's use of the Fwﬁ's meanurees will be topporvayy

{131) The draft of wral will be Article ¥, Section 3{d) as sel
forth in my Meworandum $o thz Plleg of Decesber 5, 1267:

"A representation by o wesber wnder {8) above shail be
examingd by the Pund to delesming whether tha proposed
ourehass world be congiztent with the provisions of thils
Agyeenent and with thoe nglicles adopted under them, vrge
vided that proposed purchages in the gold tranche shell
not be challenged under asy provigion of this Agreement.”



m&ﬁa

Hr. van Dwmpenbout has told his collongues that I heve coilsborated
with him on the techalenl aspects of tiese texte, bub t?mt nelthesr }Wamnt
nor ateff ia ta};z.; w noy policy posibion on them,

I t»l:i ui... thid he had do regnriatle Job of persuasion and that
I would recowpend the texts to the ?,m smg Dlrector 1P tho decialon is to
dokd with conditciowmlity in the Azticisa, y

Jigeph Gold
Genersl Onungel
and
Bivechor, Legal Department

ee:  Meoaging Dlrsaie
Deyaty Mendglog E?ﬁmr’m:
Mr. Folak
br. Flesivy
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CONFIDENTIAL

The Files December 8,

1967
Jogerh Gold

leform of the Fond

Mr. van Campenhout has informed me that his colleagues among
the Executive Directors have sgreed with him on 2 letter to M. van
Tennep vhich will recommend the text on the demarcation of automaticity
as quoted on page 3 of py Memorandum So the Files of December 5, 1967.
He has ron into one problem with . Plescof?, houwsver, on the insertica
of the following words in Article I {v) which were advanced as a possi-
bility in S4/67/95, p. 1t in ovder %o cope with the imsistence of the
lonetary Committee (France ?) on some express mention of condlitionss

"To give confidence to mewbers by making the Fund's
regsoure2s tenporarily avaeilable te {kem onder adeguate
safeguards, and in accordarce with such policlies as the
Fupd moy adout, thus providing than with opportunity to
correct maladjustments in their balance of payments without
regorting $o mengures destructlve of nsitional or inters
national nrosperity.” (Words underiined are added.)

lir. Plescoff feels that this langusge nesda to be amplified in
some way. presumebly to refer explieitly to conditions. Mr. van
Sempenbont is 2311l tryiag to talk him out of this and into the
acceptance of the lsngusge as set oubt above, but he is act confident
that he will suecged. Mr. Plescoff has also told me independsntly
that the language as drafted sbove is not gharp .cuough.

ees . The tanaging Direstor ,
Tue Dottty Vanazing Director
___;> Wr. Polak
Hr, Fleming
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Contidential

Decazber S, 1967

MEMORANDUM TOR FILES

Hoebject: (iher uai‘csm of the Furd: Conversation with d¥r, van Campenhout

I had & lengthy convercaticn with Mr. van Cazpeniiout today which
had two purpsses: (a) to get from hinm o rore detailed verort on the Rome
Meeting of the lonetayy Comaittee and (b) tf:a Aiscuss with him the possibility
ol an amendment of the Articles which would confine automabticity to the gold
tranche. The discussion of the Ruae Meeting was a3 follows:

1. it vas sgreed there that an eighby-five per cent mjority should be
required for quota adjuwstments bud only in connection with geperal reviews
of quotas. louever, this would include individuval increases thet were part
of the seme exerciss. I asked kir. van Casmenhout whether anyone had dige
cussed the idea of g participation clause instend of & new speeial majority.
He zald that this hed nobt come up, buk he tiked the iden and i,hovght that
it might be an eventuvnl cmyromae.

2. There was agreement that an eighty-Cive per cent majority should be
required Tor the cexbtension of entespticity ints the eredit tranchos, but this
ides would nobt be pursuwed if it proved feagible to dreft 2 satisfactory amonde
ment of the Articles that would limit auvtomsticity to the gold tranche under
some suitable definition of the gold tranche. He hed s214 that ho wonld ke
in touch with me in order to sec iIf this was possible, 2pd he has to raport
back io the Yonetory Commitiec on this topic as acon as possible,

3. Frapce advanced the proposal that Artiele IV, Section 1 .~ should be
amended g0 that it wourldd contain no reference o the U.5. dellar, Tialy
raplied that it would then be necessayy o subsititute & uwnlt, vhich presumsbly
would have to have the same gold content as the dollar. France cbjiceted to
this. Relgiun intervencd to say that it preforred a wnit of account in any
event. 'The issuz bas been left opon for the Miaisters to decide, Mesarwhile,
it has occurrved to Mr. van Campenhout that elimination of the dollar might
entall other amendments of the Articles, and I pointed ocut that thers might
be difficulties under pest Membership Resolutions ond the domestic legislatioa
of & number of couwntriecs. I have promized to give him a note on this mmtter.

L, It was proposed that Article IV, Section T should be deleted but
this wag opposed on the ground thet i€ the Unitced States should comterplate
ceasing to buy and pell gold, Article IV, Seetion 7 mipght provide a more
orderly prﬂc@ﬁme for the world at large. In the wvesult; it wac agreed that
Article IV, Section 7 should be retained but without the veto for the "ten
rer cent countries” end that an elghity-five poy cent majority should be
reguired for a uwniform proportionate changze of par values and for the walver
of the mainterance of sold value wnder Avbisle IV, Section 8(a).



5. France proposed that en elghty-five per cent mjoriby should be
reguired for the sdoption of policies relating to gold, including subscriptions
on guota inorenses and invesiments. It wes agreed that the quegiion of gold -

- subsperiptions on genersl increpses in quobtae would he treated ac parb of the

guoba exercise and, thercfore, the eiphbty-five per cent msjority would be
vequired. In other words, that majority would be necessary under the rubrie

of generel quots adjustments end not pold polley 1n general. On investoents,

Mr. van Cempephout sald that he had convineed the Monstary Committee to rely

on mn ipplied power exercisable in the interests of the Fund rather than en
explicit legitimetion of investment exercisable in the intercst of rembers.
Although the continuing legality of the present investrent program wae guestioned
by some, it vas agreed that the problem should be raised as one of palieg: in

due tine and not 23 g part of the reform of the Fund.

6. Fronce is stiong in support of some specigl procedure for inters

- pretation bud bas glven up the proposal of en eighty-iive per cent majority.

Gerxmeny is divided on the cuestion, tut I gother on the whole opposed.

| My, van Corpenhoub eays that the other countriez are not interested one way

oy the other., I gather that he is himself active in support of seme refom.
Moy veawe idess eye being canvassed bub there is concern that any new obep
might seriously inhibit the Fund. Any new procedure would steehow have Lo
be coniined to a "pure” polnt of interpretation, and it might be avellable
only as an sppeel £rom the Boayd of Covernors idself. My, van Campenbout. spoke
against appeals 1o any existing intermnbtiomal court bub gesma to favor the.
ad hoe tritumal of Article X¥III (e), althouch he recognises that one could
Tave 4 imcompetent arbitrators. Ancther iden is that sfier appeal to g tribwnal,
the tribunal could send the matter back to be ‘?cemiéem& by the Ezecutive
Mrectors, or the RBoard of Covermors could ‘bake,ndvies of some outside trilunal
hefore meking its ovn desision. (An oldity of this vhole offair is that the
digsatisfaction of the few critics of the present situation seems to iavolve
the absence of the codification of present pructices rather than the intere
pretative process which has ana,ﬁt about those practises.) Mr. van Campenhout
soys that 3t is quite possible that the subject will b= ghandoned, ond he
recommends that ve ghould forget about it for the time belng.

7o %he idea of & gpecial cemi% ee of Governors hag been sbandomed.

8. © AlL other fdess edvanced origlnally by the Monetevy Cormittee mre
probably dead, but 1t may be that Fravce will want to mmhke gome formal fight
for them in the last ditch. WNr. van Conpenhout recoemends that a8 o pracbical
mtier we forged abmxt them for the time belng.

G. r. van Compenhbul expecte that 1t will be necessary to have z

“further discussion with the Monetary Cormities, after whieh he will produce

a further morornndum addressed to dhe Managios Direclor.



L

‘ On the proposal that aulomatlcity be confined to its present scope

in lieu of a speecial malority for any pocsible future extenslon of
antomaticity, I told Mr. van Campenhout that I personally thought that thise
might be a sueceessful compromise, but I did not know the views of management.
I told him that Thed tried many versions of a text, and the one which appealed
to me as the simplest and most eff'ective was bhe following, which would be
included in Artiecle V, Section 3¢

YA representation by a membér under (a) above shall be examined
by the Fund to determine whether the proposed purchase would be
~ consietent with the provisions of this Agreerent and with the polieles
adopted under them, provided that proposed purchases in the gold
tranche shall not be challen@ed under any provision of this Agreement."

Mr. van Campenhcmt said this provisian made a very great appeal to him,
and he would elmost certainly recommend it to Mr. Ven Lennep, the Chaiymen
of the Monetary Comrittee. The following points were mde in our ﬂiseuusion
of the pmviaion. '

(1) He asked whether I contemplated that the reference to polieies

" would continue to appear in the proposed emendnent of the purposes as suggested

on page 14 of SM/67/69. I replied that we could follow that course or not,
and it did not seem important to me which course we adopted. He said that the

 golution that he would like would be to amend the purposes as suggested and

then glve body to that amendment of the purg;asee by reference to policies in
the foregoing draft proviaion.

- (1%) Mr. van Campenhout said that if the staff preferred to retain
the representation for geld tranche purcheses, he would not oppose that solution.
I told him that to the best of my knowledge the staff d1d wich to retain the
representation as an “adequate safeguard.”

(1ii) Ve agreed tha‘é; compensatory financing purchagses were not an
sutomatic fecility. :

Joseph Gold
General Counsel
and
Director, Legnl Departuwent -

ce: Meoaging Director .
Deputy !«hnagimr Dirveector
¥r. Polak
Mr. Flm’ing

JG:hk
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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 suggestlng 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
provisicns 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 Pund's holdings of the member's currency must have been below 75 per
cent of quota for an immediately preceding period of six months. DMoreover,



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 sentence, the scope of the llmltatlons set forth in the rest
of that sentence 1s unclear.

If 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 theé 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 purchasihg 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 a55001ated
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 first paragraph of this memorandum would be the abrogation
of Article VI, Section 2. It is recommended that this course’ should not
be followed because it” would create a gap in the Articles. It is true
that this could be eliminated by re-numbering Section 3, but this might
produce confusion ih 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 1(a) than would have to be made if
Section 2 were abrogated. Accordingly, the following amendments of
Sections 1(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,



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 reqﬁest, a member fails to exercise appropriate controls,
the Fund may declare the member ineligibié 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 cutflow 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, Sectioa 5, or Article XV, Section 2(a) shall be entitled,
notwithstanding the provisions of Section 1(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




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 1(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 Gurrency of the member desiring to purchase above seventy-
five percent of its gquota, 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 1t may occur. The reference is not necessary because ineligibility
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 understanding 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:

"SEC. 2. Special provisions for capital transfers.--A member

shall be entitled, notwithstanding the provisions of Section 1(a)

ofzthis Article, to buy the currency of another member from the

Fund with its owr. currency for capital transfers &f 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 1(a) of this Article, 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 1(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 "net 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 1(b).

¥Tn this and the preceding draft language, the words "notwithstanding
the provisions of Section 1(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 1(a). It may be thought, how-
ever, that the cross-references in the two clauses would make the position
clearer,
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Introduction

Staff Memorandum 67/99 (August 2, 1967) discussed certain legal
aspects of the payment of "interest'on super gold tranche positions
(pp. 11-12). At EBM/67/75, 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/€2,

67/63, 67/68, and 67/7h).
Terminology

It is recommended that if any amendment were to be adopted which
would provide for a fixed return on super gold tranche prsitions, the
word "interest" shruld be avoided. According to normal legal usage,
"interest" accrues on a debt and not-on a subscription tn capital.
Currency and gold subscriptions to the Fund are rwned 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 rbligations dm 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 trans-
acticns, even when super gold tranche p081t10ns emerge as a result, the
Fund .s receiving or using its own assets and "interest" is not payable.
A more adequate term would be “remuneratinn'.

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 tn 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 paymént
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, 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 Governors should make the determination, annually or at other inter-
vals, of the rate to be paid. If there were no discretion as to rate,
the guestion 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 XIT, Section 2(b).

It should be noted, however, that the exercise of the Fund's
discretion te 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 guota can be
changed by the Exmcutive 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 to 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 XTI, 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 delecgated to the Executive Directors is that the first of these
powers was regarded as involving a distribution of part of the Fund's
assets. Nevertheless, there would be nosreason 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 shall be dealt with. If the analogy of
charges under Article V, Section 8 is Ffollowed, 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 i1s 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 gquarter. 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 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 at that level." (P.18)

It was pointed out that this technigue was comparable to the one
adopted in connection with the payment of periodic charges on the
"everage 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 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 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 expendi-
tures."

Available Rescurces

If remuneration were payable under an amendment of the Articles,
it would be payable whether or nnt the Fund's income were adegquate 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



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 agalnst the Special Reserve (Selected Dec151ons, < 115)

Draft Language

The following draft would give effect to some of the ideaé menﬁioned
above., Naturally, there would be modlflcatlons in thls draft if other
policy . ch01ces were made:

"SEC. 3. Remuneration.--The Fund shall pay (annual){quarterly)

remuneration 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's own

. currency." |

Amendment of Article XII, Sectlon 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
shall be placed to reserve and what pert, if any, shall be
. distributed. Any distribution shall be paid to all members in
proportion to their guotas., Paymenits to each member shall be
made in its own currency."
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 Sh/66/l30 Without any other change in the language

of Article XIT, Section 6 "net income' would continue to be the net
income solely of the year for which a distribution was made. If, however,



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 for

distribution, that could be done by substituting "reserves" for 'reserve"

in the foregoing text.



MEMORANDUM

TO: Mr, Phillips November 29, 1967

FROM: Je« Jo Polak

SUBJECT: Your Memorandum on International Monetary Reform

I read this paper with very much pleasure and I have only a few
marginal comments to make,

On page 1 1 would doubt that onme could say that the GAB has
filled the lack of reserves., All {t has done is to make possible certain
Fund transactions which the Fund might otherwise find it difficult to
finance. Its main purpose,to permit large transactions by the U,8,, has
never been tested.

On page 5 under (e) the suggested adiition to quotas was GAB
commitments rather than actual creditor positioms.

In the second line on page 11, I notice youwruse of the word
"aprobadas.” You will recall that a point was made of not saying "approved™
but "concurred.”" Is there no equivalent in Spanish?

On page 11, paragraph 6, the clause in brackets on line 6 is not
accurate, The reconstitution formula would not have to be fulfilled until
8 full S5-year period had run out. In that same paragraph the suggestion
that reconstitution can be brought about by the purchase of special drawing
rights from the Fund against convertible exchange has never to my knowledge
been made., The omly technique provided for reconstitution is the one you
mention in the next sentence. Insofar as the Fund holds special drawing
rights and participants can draw on the Fund, they might, however, be able
to meet their reconstitution obligation by acquiring specifal drawing rights
from the Fund against payment in their own currency, The penultimate
sentence in the paragraph makes the admonition about balanced holdings of
special drawing rights and other reserves rather more of an obligatiom than
the Outline intends,
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The brief paragraph at the top of page 12 does not really do
justice to the precision of language that was adopted in drafting the
Outline and suggests more freedom in the preparation of the smendment than
the Outline leaves us,

With respect to Section IV, I find a certain difficulty im indicating
which of the propositions put forward by the 8ix should still be considered
a8 serious, For example, it is clear by now that the idea of including
half the creditor vote has already been given up, On the other hand you
don't mention the changes in the provisions on the uniform change in par
values, an item which the Six have put in their agreed list at their recent
meeting,

On a more technical point, (page 14, paragraph 4) the agreement
at present does not €0 wmuch permit a country to deduct increases in its
reserves in currencies that cannot be used in repurchase, but abates any
calculated repurchases that would have to be met in such currencies, Further-
more, the last suggestion on repurchase on the part of the Six is to include,
rather than not to include, the currencies of nommembers in the calculations
of monetary reserves,

On page 18, paragraph S(a) I would not suggest that this method is
only used for unimportant matters, It has in fact almost always been used
to obtain votes by Governors between sessions, including such important
questions as general quota increases,

Towarde the end of paragraph 7 on page 18, you refer to two-thirds
instead of 60 per cent, To my mind, the expectation expressed in the last
sentence of that paragraph is rather on the pessimistic side, assuming the
vote by Governors is made by mail,

In paregraph 8 on page 19, you might have pointed out that the require-
ment of 75 per cent participation is not a legal provision of the Articles
such as those quoted in the preceding paragraph but & proposal made in the
draft amendment, I would personally not be surprised if the percentage
proposed became higher, for aqﬁhhl. 80 per cent in the course of the dis-
cussions,
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Legzal Aspects of the Memorandum Entitled ''Suggestions -
for Certain Reforms of the Internatiomel Monetary Fund'--
Use of Gold Tranche for Cavital Transfers

~ Prepared by the Legal Deﬁ&ftment

Approved by Joseph Gold

" November 28, 1967

At EBM/67/75, Mr. van Cempenhout stated that the Memorandum ad-
dressed by him to the Managing 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

froﬁ capital transfers and other payments aifficulties in connection
with the use of the Fund's resources. The suggestion inAthe Memorandum
should be underétood to be that the distinction wbuld not apply té pur-
chages within the gold tranche. A supplementary legél 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 Articlé 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 1{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
reising ‘the Fund's holdings of the currency of the member desiring
to purchase above seventy-five percent of its quobta, 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.




In order that a member may avail itself of the benefits of that provision,
the Fund'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,

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 fhem‘are above 75 per cent of quota and would not be reduced
below that level. In short, the purchases for capital transfers permitted
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 the
purchasing member's currency howard 75 per cent.

Article VI, Section 2 contains certain ambiguities, not tﬁe 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 Qrbvision is confined to purchases for capital transfers
or goes beyond this purpose. In addition, because these woraé 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 unclear. |

If the suggestion mentioned in the first paragraph of this memorandum
were adopted, Article VI, Bection 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 anybbvious 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 part of the
purchasing member. In order to sustain the interpretation that Article
VI, Section 2 permits purchases without need, it would be neéessary to
conclude that purchases mey 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 govgrned by Article V, Secition 3(a); as
well as by such other provisions as are relevant, it would follow that the
purchases permittedkby Afticle 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 emend-
ments relating to the gold tranche that may be adopted, the gquestion
arises whether the bést course for giving effeét to the suggestion men~
tioned in the first paragraph of this memorandum would be the abrogation
of Article VI, Section 2. t is recommended that this course should not
be followed because it would create a gap in the Articles. This could
5e éliminated by re-numbering $ection 3, but this might produce confusion
in future references to what used to be Section 2. It would be éossible
to avold disturbance to the structure of Article VI by a less radical
revision of Section 1(a) than Vould have to be made -if Section 2 were
abrogated. Accordingly, the following amendments of Sections 1(a) and
2 of Article VI would be preferable. The aﬁendment of Section 2 could

also eliminate the obscurities that hsave been.noted.



SECTION 1. Use of the Fund'!s resources for capital transfers.-
(a) A.member may not useithe'Fund's resources to meet a large or
_sustained outflow of éépital exéept.as ﬁrovided in Segfion 2 of this
Article, and the Fund may request a member to exercise'cbntrols to
prevent such use of the resources of the Fund. If, after receiving
such a reguest, a member fails to exercise apprepriate 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 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 ﬁV, Section 2{a) shall be entitled, not-
withstanding the provisions of Section 1{a) of this Article, to buy
.the currency of another member from the Fund with its own currency
for capital transfers if thé purchases do not have the effect of
reising the Fupd‘s Holdingé of the currency of the member desiring

to purchase above its quota.

[Present text:

"SEC. 2. Special provisions for capital transfers.--If the
Tund's holdings of the currency of a memper have remaind below
seventy-five percent of its guota for an immediately preceding period
of not less than six months, such member, 1f it has not been declared
ineligible to use the resources of the Fund under Section 1 of this
Article, Article IV, Section 5, Article V, Section 5, or Article XV,
Section 2{a), shall be entitled, notwithstanding the provisions of
Section 1(a) of this Article, to buy the currency of another member

from the Fund with its own currency for any purpose, including
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capital transfers. Pufchaéesjfor capital transfers under this
Section shall not, however, be permitted if they have the effect

of raising the Fund's holdinzs of +the currency of the member desirng
to purchase above seventy-five pmrcent of its ooota, or: of reducing ‘
the Fund's holdings of the currency desired below s -five per-
cent of the quota of the member whose currency is des

The proposed text of Section 2 could be fufther simplifiéd by
deleting the reference to ineligibility and’the four provisions under
which 1t may occur. The reference is;not necassary because ineligibility
would prevent the use of the Fund's resources without express mention.

It is true that the lnellglnlll ty 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 amended Article VI, Section 2. This Fformulation would be adopted

on the basis of the understénding that requests to purchase in accordance
with Article VI, Section,2‘would also he governed by Article V, Section

3{a). On this basis, the amended text of Section 2 could be:

"SEC. 2. Specisl provisions for capital transfers.--A member

shall be entitled; notwithstanding‘the provisiens of.Section i(a)

of this Article, to buy the currency of another member from the

Fund with its own currency for capital transfers if the purchases

40 not have "e 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
purchéses as discussed in paragraphs 13 et seg. of SM/67/99, the tex

could resd:

,,,,,




"SEC. 2, Speciel provisions for capital transfers.~~thwitﬁ-
standing the provisicns of Section 1{a) of ﬁhis Article, a member
shall be entitled to make goid tranche purchases for capital'
transfers.”"™

A possible amendment which is not recommended is that Article VI,
Section 1{a) should continue as at present but that Article VI, Secticn 2
should contain a definition of "net use" as a use beyond the gold tranche.
This solution would not be desireble bacause "net use" has become entrenched
in popular parlénce as uéelxyond the super gold tranche. There would
be no point in introducing a ?ossible conflict between this usage and

a new tewm of art.

Hone of the possible amendments discussed in this memorandum would

‘eall for the amendment of Article VI, Section 1(b).

*In this and the preceding draft language, the words "notwithstanding
the orovisions of Section 1{a) of this Article" could be deleted becauss
the words "except as provided in Section 2 of this Article" appear in
the draft language of an amended Section 1(a). It may be thought, however, ‘
that the cross-references in the two clauses would make the position
clesrer. )




Mr. Oscar Altman November 22,

1967
Joseph Gold

Saies of Gold for Replenishment

The following are my reactions to the draft memorandum which
you sent to me on November 21.

I feel that we should observe great care in avoiding the
impression that members have the right to designate the depository
at vhich the Fund will deliver gold to them. It has been the
policy of the Fund so far to avoid any such impression and to avoid
the further impression that members can impose a charge or costs
on the Fund, apart from minor labor costs, in comnection with
gold transactions. The legal problems connected with these issues
have been raised from time to time in the Board and by the Managing
Director and have been left unsettled in view of the policy of the
Fund. Against this backgreund, I would modify slightly your first
two proposals on page 2 by suggesting to members that we will
deliver gold in New York but would be prepared to deliver the gold
(minus the amount you mention) that we have in London pro rata
among those members that wish to receive it there.

It also follows from what I have said above that we should not
rush into a program of shipping gold forthwith in order to meet the
expected or invited preferences of members in connection with the
impending transaction. Instead, we should take advantage of such
opportunities as occur in the future for making swaps in order to
arrangement for a better distribution of our gold holdings. Por
this purpose, however, it will be necessary to get authorization
from the Board.

—=> aot Mr, Polak
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10 : Mr. J. J. Polak pate: November 16,
1967
FROM : Joseph GoldﬂZ%
a——

SUBJECT : Remuneration on Super Gold Tranche Positions

Thank you for your note of November 8, 1967.

With respect to your first 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 all holdings are averaged in the calculation called for by the
provision. You retain the word "holdings" and you imply averaging,
80 that we could have the same problem of interpretation as at present
but complicated 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



Mr. Gold November 8, 1967

J.J. Polak
Payments on Super Gold Tranche Positions

I have some difficulty with the second paragraph on page 2. This
paragraph raises the question of a minimum and maximum rate without disposing
of it; it introduces the possibility of a fixed rate; and it starts out as if
it vere natural that any relevant decisions were to be taken by the Board of
Governors.

I would argue, and I think there would be little dissent from this,
that there should be no minimum or maximum rate, that the rate should not be
fixed and that any decisions should be taken by the Executive Directors, for
the reasons made clear on page 3. I wonder therefore whether the bottom
paragraph of page 2 is necessary at all and whether the section could not be
renamed "Periodic Determination of the Rate of Remuneratiom."

With respect to the proposed draft language, I would suggest
eliminating the reference to a maximum, which could produce difficulty and
useless discussion. I believe further that the following wording would take
adequate care of the problem of definition discussed on page 4:

"SEC. 9. Remuneration.--The Fund shall pay (annual)

(quarterly) remuneration to a member, at a rate uniform

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

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

member's currency during the preceding (year) (quarter),

Remuneration shall be paid in a member's own currency."
The intention is that only positive amounts produced by this calculation would
bear interest. It is not necessary to introduce the concept of average amounts
into the provision, nor is that concept helpful to the operation. The calcula-
tion can readily be made on the basis of the daily balances for such days as

the Fund's holdings of the member's currency fell short of 75 per cent of quota.
The rate applicable to such amounts would be 1/360 of the applicable annual rate.

ce: Mr., Altman

JJP:ms



MEMORANDUM
TOs Mr, Gold November 7, 1967

FROMs Je J. Polak

SUBJECT: Options
The La

te

I would presume that the easiest solutiom to this problem would
lie in arrangements under which the Pund in suitable cases could borrow
the member's currency up to the point where the Pund's holdings of that
currency attained 100 per cent of quota., We know that this would broadly
achieve the objective listed as the subject of this memorandem, The first
question to concentrate on would, therefore, seem to be whether this can
be done in a manner which would not raise legal obstacles.

I am aware of legal difficulties; I recall for example that in
connection with the GAB we refused to contemplate borrowing beyond the
75 par cemt point,

Nevertheless, the following aspects of and suggestions for an
operation of this kind are put forth for you to see whether they could
be built into a justification for such operatioms,

(a) The Fund would only replace a gold tranche and super gold
tranche position by a loan claim in immediate connection with a drawing or
a stand=by arrengement in the eredit tranches,

(b) The terms of the loan could be such as to involve no cone
ceivable cost to the Fund, This might involve zero interest on the amount
corresponding to the basic gold tranche and a commission on any encashment
by the member of its claim,

(¢) The transaction itself would meet the basic objective of
enhaneing Fund's liquidity: the Fund would hold a larger balance of the
member's currency. Admittedly, the benefit of this to the Fund is at most
marginal sinee by definition the currency is weak at the time, This might
possibly lead one to consider the need for limiting the operation to countries
vhose currencies the Fund would be likely to need again in the future, which
might mean in practice countries whose currencies had been used in drawings
before, Alternatively, the facility could be made subject to some judgment
in individual cases.
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{(d) In a more substantive way the operation could be shown to
benefit the Fund's liquidity, in the sense that in some cases at least
it might lead to a smaller drawing than would otherwise have been requested
by the member,

ce: Mr., Fleming
Mr, Nicoletopoulos
Mr. Rhomberg
Mr. Ezekiel



MEMORANDUM November 7, 1967
v
To: Mr. J. J. Polask
Mr. Oscar Altman

From: h Gold
om Josep E

Subject: Payments on Super Gold Tranche Positions

I attach the draft of a peper on the legal aspects of

the payment of remuneration on super gold tranche positions. I

shall be grateful for any comments.

cc: Mr. Fleming



DRAFT
11/7/67

Legal Aspects Relating to the Payment
of Remuneration on the Super Gold Tranche

Prepared by the Legal Department
Approved by Joseph Gold

Introduction

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 "interest" should be avoided. According to normal legal usage,
"interest" 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 "remuneration”.



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 amual 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 fo;lowed, it quld 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).



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. Névertheléss,
there would be no legal reason that would require a power to determine the
rate of -remunération 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 ﬁhe 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

e
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to . make a new rate operative. Moreover, it is ébt essential that remunera- M
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tion would have to be payable in yearly amounts. For exaﬁple, 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 pericd,



for example the preceding year or gquarter. Article XII, Section 6 provides
for a distribution of net income "on 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 are calculated by adding the holdings on

each day during the 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. Hﬁldings above the 75 per cent level on

any day are assumed to be at that level." (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 8(c). If a new provision were adopted for the
purpose of paying a remunerafion on super gold tranches, it would be
useful to adopt clearer language to give effect to this technique of
calculation. N

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 l/lOO 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."



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 (anmial)(quarterly)

remuneration to a member, at a rate uniform for all members,; Of=RObwm.

nere—than.we—pepeent-per.annum on the amount by which seventy-five

percent of its quota exceededcﬁﬁgéamﬁwﬂ“'ﬁzf the Fund's holdings

of the member's currency not=iff*€XeEsE 6L EEVENLF=Tierperesntest-
guedesduring 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



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

distributed. Any distribution shall be paid to all members in

propeortion to their quotas. Payments to each member shall be

‘made in its own currency."

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 8M/66/30., Without any other change in the language of

' would continue to be the net income

Article XII, Section 6, "net income'
solely of the year for which g distribution was made. If, however, it
were thought desirable to make the Generazl Reserve available for distri-
bution 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’é Special Reserve aﬁailable for

distribution, that could be done by substituting "reserves" for "reserve

in the foregoing text,



The Acting Managing Direetor umys T
1
Joseph Gold
als of ECE Countries Reform of the F

I do mot vant to comment in detail on your note of
Hovember 7, 1967, but I cannot refrain from one remark. It
is on the following sentence:

"But he comcluded his remarks by pointing out that
the Group of Ten had the ecmtrolling vote and this
should settle the matter.”

The proposals for reform involve amendments of the
Articles. Three-fifths of the membership come to 65 members
to the next whole member. The Ten, even though united, would
have to recruit 55 supporters having more than 20 per gent
of the total voting power.

How wise the Founding Fathers were.

Mr. Whittome
Mr. Pleming
Mr. Finch



DEPUTY MANAGING DIRECTOR

INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

. November 7, 1967

MEMORANDUM

TO: Mr. Schweitzer
FROM:

SUBJECT:

1. On November 6 René Larre, who was in Washington 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 peints 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 agreed 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, MHere Plescoff mentioned the suggestion by the
United States which seems to have interested the ECE countries, but he was
rather vague and 1 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 u)per cent or more of the quotas has under
Article IV, Section 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.

e oy
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(£) @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. T summarized their
reasons ag 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

+Mr, Polak

Mr, Sturc 7’
Mr, Altman

Mr., Whittome

Mr. Nicoletopoulos

Mr. Fleming

Mr, Finch
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INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 2043

CABLE ADDRESS

DEPUTY MANAGING DIRECTOR INTERFUND

November 6, 1967

MEMORANDUM
TO: Mr. Schweitzer
-
FROM: Frank A, Southard, Jr. //(7

SUBJECT: Floating Gold Tranche

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

ce: Mr., Gold
vMr., Polak
Mr. Fleming
Mr. Nicoletopoulos
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Q’An‘l

T0 : Mr. Polak pate. November 6, 1967
FROM : J, Marcus Fleming. ,{1

susJecT : Floating Gold Tranche

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 involvedsince you speak of a "drawing" of SDR's
giving the "undesired impression of 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 and 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



TOs Acting Managing Director November 3, 1967

FROM¢ Jo Jo Polak

SUBJECT: Floating Gold Tranche

Mr. Gold's memorendum of November 1 shows that to introduce a
"floating gold tranche™ in the literal semse of the word would involve
a fundamental change in the Articles in the sense of the creation of two
separate systems of drawing rights, Once one went that far, I would
suppose that one wanted to make a clean job of the separation, which
would involve making substantially all the amendments in Mr, Gold's 1ist,
even though, as Mr, Fleming has pointed out, many of these would not be
absolutely essential if one were satisfied with automatic drawing rights
wvhich did not carry with them the incidents at present attached to the
gold tranche,

I would doubt that the Board would, on consideration, be prepared
to recommend so drastic an operation on the Articles in order to create a
facility which might in the end be used only rarely,

I feel this the more since we would ba able to provide in sube
stance what is wanted on the basis of the present Articles plus the special
drawing right amendment, What 18 desired in substance is not, I take it,
that the gold tranche be floating, but rather that a country that has a
reserve position in the Fund in the form of a gold tranche or super gold
tranche shall be able to maintain this position while using its conditional
facilities in the Fund,

We ars giving this characteristic to the special drawing rights,
This characteristic is also attached to reserve positions in the Fund in
the form of loan claims, The GAB decision nowhaere says that a country
must ask for the repayment of its loan claim before it draws on the Fund
in any tranche, The lender can ask for earlier repayment if 41t has a
need to do so and the Fund has, in effect, the power to make earlier repay-
ment when the lender fills up the Fund's holdings of its currency by making
drawings, But neither party has to exercise this right and it would, there-
fore, for example, be perfectly possible for Japan to draw its gold and first
credit tranche while hanging on to its $25 millien GAB claim, There would
be a cost to Japan in doing so since the claim pays interest to Japan of
1 1/2 per cent per year while charges on use in the first credit tranche
start at 2 per cent a year,
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It should be noted in this connection that the Fund borrowed from
Japan although the Fund's holdings of yen never fell below 52 per cent of
quota, The Fund has borrowed from other members at a time when its hold=-
ings were close to 73 per cent of quota. In all these instances, the Fund
gave to the country whose currency it sold & loan claim with a floating
character where it could also have given the country a super gold tranche
claim which did not float, This would seem to suggest the technical
possibility of making any country's entire super gold tranche floating by
transforming it into a loan claim, There would presumably be no occasion
to do this execept in the event that the country wanted to draw in the basic
gold tranche or the credit tranches (probably only the latter) while main=-
taining a reserve position in the Fund at least to the extent of its super
gold tranche position, Assuming that the Fund had the power to borrow from
a member later in an area where it could have borrowed in the firat place,
and assuming further that it could reasonably expect to have again a large
need for the currency im the future then it would be able under the present
Articles to transform in suitable circumstances a country's super gold
tranche into a floating asset, provided omnly that the country concerned was
ready to lend its currency to the Fund for this amount on appropriate
special terms,

It seems questionable whether this technique could be extended
to the basic gold tranchej taken by itself, therefore, it may not meet the
wishes expressed, for example, by Mexico which is no doubt eeeking an arrange=
ment that would apply to the basic gold tranche as well., Such an arrangement
will, however, be available under the new amendment,

It is envisaged that under Article XXV, Section 7 (Transactioms with
Respect to the Gemeral Account) a country will be able to purchase from the
Fund not only currencies but also, if the Fund has them in sufficient amount,
special drawing rights, If a country drew its super gold tranche and gold
tranche in the form of special drawing rights and at the same time its first
credit tranche in the form of cuirr»mneies, it would in effect have maintained
its reserve position in the Fund while using its credit facility, 7The
trammaction by which it had turned ite gold tranche and super gold tranche
into special drawing righte (and the same would apply 1f it had used the
technique previously mentioned to turn its super gold tranche into a loan
claim) would have raised the Pund's holdings of currency to 100 per cent of
quota, Consequently, the drawing in the credit tranches would take place
on the normal basis as far as charges and arrangements for repurchase were
conecerned,

There are a few flaws attached to this solutiom, but they would not
appear to be #o0 serious as to justify looking for much more drastic other
solutions,

(a) The technique is dependent on the Fund holding a sufficient
amount of special drawing rights, One might assume that this condition
could normally be fulfilled, the more so since it seems quite unlikely
that the large industrial members would be interested in drawing in the
credit tranches while maintaining their basic gold tranche., In this comnmection,
the technique for converting super gold tranche pesitbms into loan claims may
be useful in limiting the demand on the Fund for special drawing rights.

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 as sketched, the replacememt of the gold
tranche by a special drawing right position would involve a “drawing™ of
that amount (which may give the undesired impression of the country receiving
Fund assistance to a greater extent than it actually does), the payment of a
transactions charge, and an understanding with respect to repurchase., All
these aspects could be eliminated by a slight extension of Article XXV,
Section 7(b) as now drafted. The present text gives the Fund the right to
require a member to sell its currency for special drawing rights held in
the CGeneral Account for purposes of replenishment, This provision might be
extended to permit purchase by the Fund of a member's curremcy for epecial
drawing rights otherwise than for replenishment, with the agreement of the
latter, up to the point where the Fund's holdings attained 100 per cent of

quota,

One final observation, A country that turms its gold tranche into
a special drawing right claim for purposes of "floating™ will earn the
special drawing right rate of interest, while the basic gold tranche would,
on current thinking, probably not receive any remuneration, The result of
this is not, however, that the "floating gold tranche" givee the member a
net financial benefit, but only that the technique here described would
make the prior use of the credit tranches less costly to the member than
it would otherwise be, The member could have drawn its basic gold tranche
at zero continuous use charge} it now draws that much more in the credit
tranches at a contimuous use charge of at least 2 per cent, to which the
1 1/2 per cent (if that is the special drawing right rate of interest) it
might make on the transformed gold tranche is only a partial offeet,

cet Mr, Gold
Mr, Nicoletopoulos
Mr, nnm
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Acting Managing Director ‘ . November 2, 1967

J, Marcus Fleming .

Fldéting‘Gdlé‘Trénéﬁév

~ Mr. Gold's memorandum of November 1 on this subject, and’ the accom=-
panying memorandum of Mrs,. Lachman, seem to me to paint an unnecessarily
frightening piéture of the dmplication of making the gold tranche into a
floating facility. In saying this I am not pretending to be a lawyer, aand
I do not question that If it is considered necessary to glve the floating
gold tranche all or almost all of the qualities of the present gold tranche
and super gold tranche the legal implications that have been sketched out in
Mrs., Lachman's note follow. What T am questioning is whether the proponents
of the floating gold tranche would in fact insist on all of these gualities
being wade to float together, . What they are principally interested in, it
seems to me, 1s the quasi-unconditionality of the right to draw, all other
matters being secondary. The erucisl part of Hrs. Lachman's memoran&um is
the . follow1no paragraph from page 23

- VIf the floating gold tranche were established by amending the
Articles, the amendments would be guided by the propositions that members
should have a cholce 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 goid tranche drawings.
would not be subjeect to such iimits, that charges on Fund holdings would
ke payable in connectdon with credit tranche drawings only, that gold
tranche drawings would eithar 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 of 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 ceut of the
member's quota would earn interest,"

My suggestion 1s that of the "propositions" listed in that paragraph
only the first two are vital, and that sensible advocates of a floating gold
tranche might be quite content fo leave the questbus of apnuval limits on :
drawings, 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 operation might well be considerably lightened,

ce: Mr. Geld
Mr, Polak +~
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#: Office Memorandum '~ ' v

> L 4 ——
TO : Mr. Polak paTe:. November 1, 1967

FROM .  J. Marcus Fleming /)~

SUBJECT : Floating Gold Trénche

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
SeDeRe'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 callo from a credit facility.

cc: Mr, Gold
Mr. Nicoletopoulos
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The Acting Managing Director November 1,

1967
Joseph Gold

Floating Gold Tranche

You have asked me what legal steps would have to be taken
in order to make the gold tranche into a floating facility.
The sttached mote by Mrs. Lachman shows that it would not de
ting gold tranche under a policy decision

to put a system of this type into effect would be of a sweeping
nature,

ec: Mr. Polak
Mr. Fleming
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V 1967 :
Philine R. Lachnan

Tegal Aspects of Tloabing Gold Tranche

1., You kave nsked for a greliminary view of the legal aspects involwed
in the estsblishment of a "floating” gold tranche, which would mske it ‘poasible
for a member %o use the credit tranches ghead of the gold tranche. :

The Pund'c tranche poll cies, inciuding the gold tranche paﬁlcy, are
based on the general idea thet "adequate uafmguardn must be observed in
making the Fund's resources avaeilable to members. Two acltions that ave
relevant to the present inguiry have been taken consistently with this idea
without the need for mmending the Articles: (a) the Fund hes decided that
it can safely give the overvhelming benefit of any doubt to reguests within
certain limits (gold tranche policy), and (b} the Pund has decided that it
can meke certain drawing privileges "float” in the sense that the exercise
of them does not affect the tranche policies applleable to other drawings
{revised compensatory fiasmeing facility).

Clearly, the ideas on vhich these actions ere based could be combined
so that the gold tranche would become a "floating” Tacility. I am assuming,
of course, that aay additional strain on the Fund's liquidity resulting from
malking a quasi-automatic privilege exercisable after other privileges would

cause no legel difficulities under Article I(v).

2., If the esteblishnent of & "floating” gold tranche were sffected
by & policy decision without amendment of the Articles, the present provisions
that desl with levels of Fuad holdings wonld contimue te spply. This would
lead to wnsatisfacbory results both in respect of the gold tranche and in
regpect of the eredit tranches. Under the Fund's present Articles, a member
vich iz in & "ereditor" position enjoys ceviein additiocnal benefits, and
"ereditor"” position is measured by the member's total net usc of the Fund's
resources. While zold tranche drawings would contimue to enjoy virtual im-
munity from challenge, it would not be poszible to preserve all characteris-
tics of the present super gold tranche, For if a w&ﬁcr gold tranche drawving
were made alfter the Fand'e holdings of the drawer's currency had been in-
creased to TS5 per cent of gquota by o prior credit tranche drawing, the lagt
cleuze of Article V, Seetion 3(2){1ii) would no longer apply to i%. Under
that provicion members may make purchases in excess of 25 per cent of quota
{as interpreted by Decision No. U51-(55/52 ) Selected Decisinns, Third Issue,
page 20) in a 12-month perilod without the need for a waiver under Article V,
Section b, to the extent that the Fund's holdings of their currency would not
be brought sbove the 75 per cent level, The Fuund could, of course, adoplt a
policy to grent walvers in such casesn At the some time, certaln benefits
under the Articles would acerue to members which used the credit tranches
ghead of the gold tranche, ard this would be diffiecwlt to defend. For
oxample:
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(1) Article V, Section 3(a), vhich wourld be replaced by o
provicion setting forth the cstsblishment of the two aceounts, and tho defi-
nition of each. In addition, it would provide for zutomaticity of the gold
tranche and condiblomality of the credit tranches and cet forth guantitative
limits for credit tranche drawings and alloeation rules specifying against
wvhich account reductions in and additicns to Fund holdings would be credited.
These rules would determine increases and deereases in members® gold ond
eredit tranche pogitions., According to the proposition mentioned above,
the rules would cpeeify thot any reduction in Fupd holdings would first
be credited agelinst wge of the credit {ronche account.

o {i1) Arvticle ¥, Bection 5 (giving lmmmnity from ineligibility to
rembers not making use of the FPuad'se resources). While the provision eould
be left to apply on the basls of total use, as 1t does at present, 1t would
probably be more logical Yo substitute 2 proviaion cnabliag the Fumd to
impose sanctiong inm connectlon with any use of the credit traache account,
while exempting all use of the gold itranche account. This would be fanio-
mount to replacing tho present level of 79 per ceant with the guota level.

(111) Article V¥, Section 7(a) (repurchase with gold down to the
guota level) ond Artiele ¥, Sections 7(b) amd 7{c) {(repurchase down to the
79 per cent level bubt nob beyond; no use of any currency in repurchase gbove
the 79 per cent level). In order %o eliminste the ancmely that credit tranche
drawings could not be repurchoced to the extent that the Tund's holdinge weve
below 75 per cent of the moxber's quote, it vonldd be edviseble to peovide fov
repurchase of all credlt tranche drewings lrrccpective of the level of Fund
holdings. Gold tranche drawings would either not be subject to repurchase
{which would in effect amount to substituting the quots level for the precent
75 per cent level), or, albernatively, gold tranche drawings would be subject

[t

to reparchase up to 25 per cent of the member's quota.

(iv) Avticie ¥V, Seetion 8{e) and (a) =nd Rule I-4(£) and (g)
(charges on Fund heldings in excess of quota; requirement Lo agree on ropur-
chase when rate of & por cent per anwnum bacomes paysble; possible sanctions Loz
foilure to reopurchase), which would be replaced by o provision pursvant to.
vhich charges would be imposed in reogpect of all eredit tranche drawingo,
without any reference to the level of the Fund's holdings resulting fram cuch
dravings, while the provision would prescribe that no cherges would be due in
respect of gold trasiche drawings, agoin withoutweferense to levels. The con-
cept of average daily balanceo conld be spplied to Fund holdings dsrived from
credit tranche drawinge and the time progrescion and the progrescion by amouad
of use in the crodit trenchec could be reteined. This would, of course, reaguire
an sdaptstion of o131 other ruleg and polieies which are based on the precent
syotem of charges, including the Fund's three o five year policy on the use
of 1t resources.

(v) Article ¥IT, Secticn 3{e) (viput to appoint additional
Executive Divectors beceouse of reduction of Fund holdings below certain
averege level). It wouldd be possible to continue determining a mewber's
eatlitlement under thin provisien on the besis of its net use of the Pund in
both the gold and the credit tranche aceount, but it weuld also be possible

&2 base the right to eppoint an odditional Executive Divector only on the

average unuced bolance of the gold tranche account above 25 per eends of the
-

- ¥ 3 .
oeiher®s quota.
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(vi) Arti e’ ‘{Ii, Section’ 6(b) (11?' ferentin,l avsmnmtzm of net
ineome in relation to 75 per cent level). A provision for the payment of
interest on the average unused portion of the gold traanche, or on tbe pov'tion .
in excsess of 25 per cen oj.’ G ota, would be substituted. .

, (vil) Artlcle VI,, ‘Seckicn 1 ("ot use” to meet a lwge or msualned
: outllﬁw of capital), and Article VI, Section 2 (spzcial provisions Tor drewings
for capital transfers if the Fund's holdings heve remained below the 75 per
cent level for at least six months) would also have to be amended in some ap-
propriate way. ' . : ‘ o i :



INTERNATIONAL MONETARY FU
WASHINGTON, D.C. 20431

H//'{:BLE ADDRESS
- INTERFUND

MEMORANDUM

TOt Mr, Gold October 31, 1967
Mr. Polak
Mr. Wicoletopoulos

FROM3 J. Marcus Fleaming

SUBJECT: Reform of the Gold Tranche

Here is & rather sketchy first draft of a possible Board paper
on the Reform of the Gold Tranche, As ybu will see, I have trespassed
quite a bit on to legal territory, This I think is inevitable in the nature
of the case, If we can agree on the substance of what should be suggested to
the Board and the line of argument to be employed, there should be no diffi-
culty about getting the drafting right,
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DEMT 2 J oM. Fleming

October 31, 1967

Peform of the Gold Tranche

“The present paper is concerned with certain ef the. ouggestians COon

‘ tained dn the Memoxandum submitbed by Mr. van Campenhout on behalf of a

'number,of Executive Directors on June 22, 1967 (EBD/57[9?1,<on which it

offéré gbserﬁatiéﬁs'sdpplamentiﬂg‘thqsa aenpéinéd in Sﬁ/67/99,0f _

‘ August 2, 1867,

“The suggestiena in question are 14, IB, and IE relating to the status
of the gold tranch > and TIC, relating to Ar;icle VI. For convenience,
these suggestions have in some instances’ been eplit up into parts and

rearranged.

Criterion of Need o Draﬁ“
“Members aligible to use the Fund's resources ‘would have tba rmght to
draw wlthin the 1imits of thelr gold tranche po&itian only in case of need

ané not for the solo purpose of changing the composit101 of their reserves. )

(from IA)4~

- YIf the de Jure autﬁmaticity of the gcld tranche is accepte&)”

Article VI, See. 2 ceases. to ha applicable, and a simplification in the

text of Article VI, Sec. 3, might be envisaged." (IXC)

As was 1nd1cated in SM/67/99 if the term “peed" is cansirued in the

sénse of the Fund 3rtic1ea, the coﬂcept cf ¥oresently needed" in Article Vs

Sec, 3(&)(1) wculd not reanlre amendment in order to give effect to the

ﬂ&uggestion ccntajnea in tha first of the two paasaees set forth above.

Thus drawzﬁga "for the sole purpose ef chanying the compasition of thelv

?"reaerves would be iaconsistent wzth the present wording of Article V

' Sec, 3(&)(11), in the 1lght of the other Articleﬂ as they stané.i
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1Frﬁm the secénd'bf‘the two extracts cited ﬂbave;VhOWQvar§ 1t ie clear .

A.that the tern Moead? in M, ‘van Campanhout s memorandum is intended to

cover drawiugs that wnuld not be fully legltlmate undez the Articles as they
atand ineluding, f01 example dra@ings to meet capxtal transfers of a type
not now,pa;miss&blewgp ali/memﬁg;s,undervérticla‘VI, Sec, 1, but permissibie,

under certain restricticns, to members with super-gold tranche. positions

- under Article ?Z Sec, 2. A: ;_f;ﬁ,h :" g' :;%, :{,1‘ .

What WOhid in fact appear to be the intentlan ef the memorandum is to

' permit drawinps within the gold.tranche to make naymenzs of all kinds on

currency or capital accaunt 1ncluding paym@nfs raquired to discharoe shovtm

tarm cuvreucy liabillties to p rivate or- eifieia? hol&ers, but- not to permit

K-draW1ngs ﬁhe result of wh?ch would be to increase the grors reserves of the

drawxng member in farms other than reserve pcaitlons in the ?undg'

'Th esult could be attalned not oniy fot drawings in the gold tranche
but for 21l Fund drawings, witheut amending értiale V Sec, B{a)(i) by
repealing Article VI, Sac. 1 in which case the retentlon of Articla v, Sec‘ 2 -
would bepome pointless. Whil@ arawings needed tc make payments on capital
account ﬁould’bg ?ermiﬁsiblg, érawings the_affect of;ﬁﬁich was merely to raise
the 1eﬁe;fof,feQQIVes ethef'ggéﬁlené :esefve posi;i§;s (i.e.,>drawings for

the sole'purpoee of chaﬁgihgxtﬁe cannasitfoﬁvof Tegerves) wﬁuid continde to be

contrary to the Artic)es 81nce tbey would .zot be “needed to. make. paymeut&" at all.

If it were felt that tc abragate Article Vi, Secs. 1 and 2 cnmpletely
woula go tuo far in permxzting Funﬁ resourcee to be used to meet a?er~ali
daf¢ﬁits a5 dlstinct from deficlts on current accourt, two klnds of amen&meﬂts

oflmore 1imited scope migh; be cans;dereéa; One p@Sslbllity that has already

_ been sientioned in SM/67/99 ie to retain in a reworded form the second sentence.
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of Article VI, Sec, l(é) under whick the Fund may request a member to exercise

controls to limit its use of Tund resources to meet an outflow of capital.

If this were retained it mlghL be beld that Artlcla VI, Sec. 2 bad not

altogether been depvmveé of dits function aﬁé shauld also be retained.

. Another possibility tsula te to retain the preseat’ provision 0£ Article V,

' Sec. 1, but to confine its oneratiuu to. the credit tranches by the insertion

of a saving clause coverlﬂg the gcid trnnche. If this were done the retention

of Article V, Sec, 2 wnuld seem to be unﬁecessaxy since if drawings in any

'part of the gold traﬂche can be used to meet capital.movements,-no special

i

1&titude in this respact uauld be given to draw?ngs in the super-gold tranche,

A thir possibility, a comblnatlan of the previcus two, would be to
retain of Article ?I,_Sgc. 1 only the Fund's authority to request the‘lmposié
tion of coﬁﬁrolé 1i&i£ing the ﬁse‘of Fund résources;to cover capital outfiows
but to confine éven this authority only to cases where Fund resources were
heing used in the credit tranches. |

In this comnectian it seems reievant;to point out that evem if éll legal
obstacles to the use of Fund resources to meet cepital outflows were. removea,

the Fund would still be ahle to maie the use of the creait tranches co&tingent

- on the adoption of suitable policies inclu&ing, 1f it sees fit, pclicieg

- degigned to limit the outflow of capital,

If any of the last three possibilities were s&lecte&, it would be useful

‘to make it clear that the reméining restrictions on use of the Fund would be

“applicable only to private capital movemente, and not to the conversion. of

officially held_balances of a country's'cﬂrrency. The conversion of such

balanees is clearly envisaged in Artlcle VIIL, Sec. 4, and while subsection (b)

of this section listb certain sitnatwons in which the nember whose currency



-l -

ig pfésentgd ié.not obligea'to convert, it canﬁbt,be'inténded that the Funé
wéuld»have the riéht to block coﬁversion in'énf.sitdétion wherejthé member-:.
was.wiiling:to convert., |
_7If.Articlg VI,-Smcs. 1 or 2, were abrogated, either entirvely or subject
to the retention of %he ?owér té redﬁest the imPQSition of capital controls |
limitiﬁg the use of Fﬁnd resoufces in ﬁﬁé gfedit tranches only, such action
wouldrﬁéﬁuonly meétACOmpletely the_proposal.put forward in Mr. van Cémpenhoutfs
memorandum, but wouid also ﬁake'the need criieridn.appiicable to dfawings in
. the gold tranéhe qqite consistent.with-that-éuégested‘for>drawiﬁgs of S.D.Ri's
(other than thosé.éalculated to ﬁ:omote reconstitutioﬁ) in V;l(c) df the
"Outiine df'a Facility Based on Special DraWing Rights ig the‘Fﬁnd," viﬁ;;
"(e) Exceptias indicated in V.3(c), a participaﬁt_will be expected
to uée‘its Specialldrgﬁing rights only for balanée of paymeﬁts nieads " -
'6r in.tﬁe.light'of developménts in its total reserves aﬁd:not‘for |

.. the sole purpose of changing the épmposition of its reserves,"

Hon=Challengéability

"I no case woﬁlé the Fund_havé éuthority to prevent such a drawing.
This applies ﬁo the Fund's riéht tb chalienge-the representation eqvisaged
iniArticlé ﬁ; Sec, 5, whatever tﬁe legal basis of the right to challéﬁgé."
(EBD/67/97, Section T.A.) | | |

A draft-éf a possible amendment to impleﬁént this proposal, in the'farm
of a new Seééion 3(c) of Article v, was>auggésted in paragraph (13) on
poge 7 of SM/67/99. ‘ |

It-should be néted ghétﬁiﬁ V;i(d)?af.thg Qutlihe it is provided-that
"The use of special drawing rightslwill uot be subjéct to prior challenge,. .

on thé-bqsis of this'eﬁpectation,'but the Fﬁnd”maﬁ make representations to
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any participant Whicﬁ, in the Fund’s judgmeﬁt, has falled tn»absefvé the
expectation, -and maﬁ direct dr;wings'to such participant teo the extent of
‘such faiiure."- There would appear to be no reasdn; if.Executive.ﬁireétors
so desire, @hy the‘p;inciple of guiding drawings in the General Account
towards the curréﬁciés of countries tha; have abused the gight to draw
Qithout challenge in the géld,tranche bflfailing to cbéerve'tbe prinéiple
of need enuﬁciated iﬁ Article V,‘éec. 3(5)(ij should not be introduced into

the "currencies to be drawn" policies of the Fund.

Eliminatioﬁ ofithe Representation

"In view of Aiébqve; the representation in respect ofldrawings within
the gold tranche could be eliminated." " (L.B of EBD/67/97)
-.For the reasons set forth at pp. 5~§'0f 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 im Article V, Sec. 8(a) would(be abqlished."
(Part of I.E of EBD/67/97) | |
So l&ﬁg as transaétions between the Tund and its members take place at p#r,
some transactiox'ls"cilar;é may be .necessa,—ry to obviate the arbi-trage profits
that could otherwise arise from drawing currencies that are at a premium in
»<£he market'and répufchasing, sooner ofilatet, with currencies that are at or
" below par or with goid.: The trangactaon;4éhéfge:fdlfils two other functicns:
.that of discouraging drawing§ for which the need is trivial or slight, and
t@at of providing imcqﬁé'ibjthe ?und and thus mezintaining its liquidity
position. Complete abblition of the transactions charge might make it

difficult, for example, to pay a reasonable rate of interest on super gold
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required.

u:6 ﬁfl

tranche positions or necessitate an increese in charges. For these reascmns

- the passibility suggested at paragraph 21 on p. 11 of Sﬁ/67/9§ daeserves

congideration; namely, an amendment increesing the discretionary authority
of the Executive Directors and emabling, but not obliging, them to reduce

or eliminate the tramsactioms charge for all gold tranche purchases. This

‘could be achieved-by-én'amendmént of Article V, Sec., 8(z), which would remove}"

the,icwér but not the upper limit -of the éransacﬁioﬁé chérge as follows:
" “The F und may 1evy a service chavge, unlform for aill membevs |
aﬁ& not more than one per cent in addition to the parity price,
cﬁ any member buying the cﬁrrenny of anoéhér meﬁhef from the
Find in exéhsnge‘foi‘its ow cﬁrrenéfa“
Iif thls anendment were adopted, the charge could if necessary, be veintro-

duced or increesed afiur leductlon, without any further amendment beina

Tﬁterest on Super Cold T anche ?081t10ns

:”The super’ gold trenche positions would bear Interest (within maximum

‘and minimum linits that hight be specified)." (part of T.E of EBD/67/97)

The principal advantagé of ihe’payment of-interest oo super gold tranche

pos itions, as comgaxa& to . the distributicn of ﬂet incone on such positions

Lﬁéer Article XII, Sec, 6, is tbat uhereas the 1atter are testrzcted in
3mount to thp nmt 1nc0me of ‘the year with reepect to which the distribution
is made and may thererove not be payable with’ reSpact to years of low net

income, the former represeats a deductxon @nter*ng into the caﬁculatxon of

. net incone itself, and may be paid even 1f Lhis tecuits ina negative net

income for the year, »Iaterest payments can therefore be maée steadier aﬁd
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more reliasble from year to year than can distributions. This does not mean,
howaver, that interest can wlth lmpunity be set at a level which, taking one
vear with anpther, leads to met losses and forees the Tund to tranch ever

more deeply on its reserves. It would seem prudent, therefore, to make the

=

payment of interest discretionary rather than mandatory, and consequently
to vefvain from laying down any minimum level for interest payments, An

amendment to achieve this resuli might be worded as follows?

o

"{a} The Fund nay pay annual interest [of not move than
X per cent per aﬁnum] to & member on the anount by which seventy-
five par cent of its gquota exceeded the Tund®s average holdings
of lts currency during the year., The Fund shall determine the
rate of intevest, if any, and such interest shall be uniform for
2ll =members,

{h) The Board of Governors shall deéermime anmually what part
of the Fund's net income shall be placed to veserve and what part,
if amy, shall be distrvibuted, If sny distribution iS'made; it
‘shall ke paid to all members din proportion o their guotas.

(=) Fayments of iIntervest and distributions of income t a

nember shall be made in its ovn currency.”
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" Mrs.. Lacknan L S o o . Ccteber 31, 1967

“J.fﬂﬁrcus Fleming

“The Floatine Gold Tranche

Your treatment . of tne floatlng golu Lrapcne seems to me o make uudhly

. hbavy weather of tha object*ona.

(Inc;dentally, your list da parapraph 3 cf anendéments that would have
to be made "if a floatimg gold tranche were established by amending the Articles”
is more extensive than your list in paragraph 2 of the anomalies that would arise
if the flogting gold tranche were established without amendment of the Articleu.
This seems odd, Should there ﬁot be & point by poiut ecrcesponUCﬁce?)

“{1) I would not hava calléd the right to make a drawing of more -than .
- 25 per cent without waiver an "impovtan““ privilege in view of the ease with
which such waivors are glv;no o - ‘ - '

2) 1 W¢ll grant you ‘that there is & certain anbmulj about the Fund
being unable in certain circumstances to teclare ineligible a country that has
drawn subjeet to policy’ CDﬂditionS. T

T (3) On the other hand 1 'do- 1ot feel that it matter much that nold
trancbe drawings might be subject to more stringent répurchase conditions tban
- credit tranche drawings, or that they might pay higher charges, or that countries
whose gold tranches remain intact might nrvertheiess lose their preferential
claims on distributions from net income or thelr rights' to appoint additiomnal
executive directors. DBecause orangés are juicier than apples it does not follow
that they have to be sweéter toc. A country drawing its credit tranche foSt
would be aware that it was using up certain privileges which it would later have
to forfelt when it used its gold tranche. Morecver, most of these privileges.
. were intended to be given to countries in a net creditor pozitlon as sncb ratber
than o chnLries pa saessing unhondvtloval drawLng rignts as such.

- (4) As repgarde the polnt you make abcut Articln VI, in ahdlt101 to its
being apen to the comment made above, there is the po&sibllity~—1 hope likelihood=-
that Article VI, Secs, ‘1 and 2 will be amended virtually cut of existence as par
of the“reformvof the gold tranche. In any event, they do not mean much in prace
tice at the present tine. ‘ : L : ' - ‘

(5) I think you may be Jumping td conclusions in (iii) and (iv) of youm
paragraph 3. The separation of the rold tranche and the credit tranches dees net
- prejudge the question of how rcpurchases are allocated teo particular drawings

‘which I imagine is something not-envisaged in’ the Articles at all, but is a mntter
. of pure policy convention, When we were comsidering- ‘the method of creating

~ reserves by extending gold tranche rights. into the credit tranche, we had in wind -
~that the part of Lke credit ¢ranche given thoac,qLal_t1es (the "wedge®™) would
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, &nd a2t that time we proposed that vepurchases should ke allocated in
: irst instance to ordinary eredit tranche drawings in preference to
drawings in the "wedge," The game prianciple could be adopted with respect
to the floating gold tranche, In this event, I imagine the difficulties
vou mention at (iii) and (iv) would not arise,

a3
23 b
ol

pot Mr. Gold
ire. Polak
kn

iv. Hicoletopoulios



MEMORANDUM

101 Mr. Cold October 31, 1967
FROM¢ Jeo Js Polak

SUBJECT: Floating Gold Tranche

To obtain a reasonsble judgment sa to whether a floating gold
tranche was possible by a modest amount of amendment, it would be necessary
to do a little more work on the list given in paragraph 3 of Mrs, Lachman's
memorandum, In the light of Mr. Fleming's comments I think one could
essentially disregard items 6 and 7 of that list because we shall, in any
event, have to deal with Article VI and also item 8 and sny corresponding
comments on voting., On the latter point, it is not by any means unreason-
able to have these matters determined by the countries net use of the
Fund taking into account both credit tranche use and gold tranche use.

The same could even be said for (item 11 in the list).
ineligiﬁ:ilf_'_t_x\'

On the other hand, I would disagree with Mr, Fleming that we could
reasonably continue to use the present system of charges and distribution
of income if we went to the trouble of amending the Articles to create a
floating gold tranche.

In other words, an amendment to achieve this end would have to
contain at least the following ingredients.

It would have to establish for each member a credit tramche account
and a gold tranche account. The member would be free to use balances in
either account at its eption but nothing would be credited to its gold
tranche account as long as there was still any debt outstanding im its
credit tranche account, (This would mean that all payments by the member—
gold payments on account of quota increases, repurchases-—asnd all sales of
the member's currency would in the first instance be credited to its credit
tranche account, until any use of that account had been eliminated., This

would be the sams as what happens under the present Articles.) The provisions

for use in the two accounts would be sepsrate. Drawings in the credit
tranches would be conditional, subject to the limit of 25 per cent per year
and 100 per cent in total, to charges, and to repurchase. On the other hand
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drawings in the gold tranche would be asutomatic, not subject to any limit,
not subject to repurchase except perhaps for the first 25 per cent of quota.
Moreover, any balance held in the gold tranche account in excess of 25 per
cent of quota would earn interest,

This would, I believe, constitute a workable system of a floating
gold tranche; the question to analyze in more detail is how much amendment
would really be involved in order to give effect to it,,
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- DRAFT

J. M. Fleming

‘ STt : o o " Qctober. 31 1967 .

C A, ,,9~
Reform of the Gold Tranchg \\\“;*” w 't

s e a-vz"'

The present paper is concerned with ceruain oi the suggestions contained
in the Memorandum submitted by Mr, van Campenbout on behalf of a number of
Executive Directors on June 22, 1967, on which it offers observations supple-
menting those contained in Sﬂ/67/99 of Auguot 2, 1967,

The suggestions in questlon are TA, IB, and IE, relating to the status
of. the gold tranche, and II C, relating to Artiele VI. Tor convenience, these

suggestions have in some instances been split up ipto parts and rearranged.

Criterion of Need to;Draw’

"Members eligible tc.uée-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."

(From IA)

nig the de gure autemat‘city of the gold ttanche is accepted Artiele VI,

Section 2 ceases to be applicable, and a simpliflcatiqn in the text of

Article VI; Section 1, might be envisaged."™ (IIC)

As was indicated in SM/67/99, 1f the term "need” is construed in the
senge of the Fund'articles,-the concept of "presently needed" im Article V,
Section 3¢a) (i) would not require amendment in order to give effect to the

sugpestion contained in the first of the two passages set forth above. Thus

‘drawings "for the sole purpose of changing the composition of their reserves"

would be inconsistent with the preéeﬁt wording of Article V, See. 3(2)(ii),

Cin the‘light.of the other Aréiclea as they stand,

\

}
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From thé.seéoné\of thé two extfaéts cited above, howeﬁer, i;'is clear
that the term "need" in Mr;:van'Campenhout’s memofanduﬁ is intended:to.
cbvér’drawings:that would not be fully:legitimaté ﬁnder"the‘Articles as
they stanﬂ,‘includiﬁg,'for example, drawings to'ﬁeet‘capital.traﬁsfers of
a type not now permissible tonall members tﬁdér A;tigle Vi; Sec. 1, but
permissible,.undgi certaiﬁ reétrictiens,-tc-members with'Sﬁper-géld tranche
positions under Article VI,, Sec. 2. |

: Whaf ﬁould in fact aépear to be the intention of the memorandum is‘to
permit drawings within thé géld tranche to make payments of all kinds on
cuftent or éapitai aécbdnt, inciuding paymeﬁts requifed to discharge short-

_term currenéy_liabiiities to private or officiai_holdeﬁs; but pot to permit
drawings the result of wvhich would-be to increase the gross reserves of the
drawing member in fofms>other3£han‘resérve positions in thé Fund. |

This reéult could be attainéd not oﬁly for drawings in thé gold tranche,
but for all Fund &rawings, withoﬁt amending Article v, sec. 3(a)(i) by
repgaling'Article VI?-SeC@-l,‘iﬂ which case the fetention of Article V, Sec. 2

'Would become pointless. Whilehdfawinés needed to make payments 6p_capital
"acecount Qould bg permissiblq,drawiﬁgéﬁ the‘e%féct'éf which w;é?merély to raise
the level of reserves other than.?und'resefve positions (i.e., drawings for-l

the sole purpose of chaﬂginé_;he'compdéition of fgserves) ﬁoulg;cbnéiﬁué to
be contrary té_the Art;cleé éiﬁée they would nﬁt be-"neededvto-ﬁaké paymen;sn

at ali,
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If it were felt that to abrogate Article VI, Sectlons l and 2. completely

_would go too far in permlttlng Pund resourcas to be used to meet 0ver~all

defiC1ts as &1stincL frcn defic1ts on current account, two kinds of amendments

of more limited scape might be con idered. One posslbillty that has alreaéy

'-baen mentioned in SM/ﬁ?/99 is ta retain in a reworded form the second sentence

of Articlc VI . 8ec. 1(&) un&er which the Fund may reguest a member to exercise

'controls to 11m1t its use of Fund resources to meet an outflow of capltal.

If this were retalned it might be held that Artlcle VI, Sec. Z had not.

altogether been deprived of 1ts functlon ané sbould also be retalned.
Another poasibility would be to retaln the - preseﬂt provision of Artlcle v,
Sec. 1, but to confmne its operatlnn to the credit tranches by t%e insertion

of a saving clause covering the golé tranche. If thls were dene the retention »

~of Article V, Sec. 2 would seem te be unnecessary oiﬁﬁe Af drawings ia any part

of the gold tranche can be used to. meat capital mcvements, no syec1al latitude '

in this respect would be given. to drawings in the super-gold tranche. _,f*”f ";w».’

\7&\\
A third posaibmlity, a comblaatlon of tba previous two, would he to * .

"retain of Artlcle VI, Sec, 1 anly the Fund's authority to request the imposition .

of contsols 1im1t1ng Lhe-use of Eund_resnurcas to cover capital outxlows,but
to confine even this éutheritf only”to cases wheré Pund resources were being -
uaed in the eredit tranches.

In thms connection it seens: relevant to point out that even i{ 211 legal

obstacles to the use of Fund resources to meet capltal outflows were removed,

the Fundrwnulé still be ablé to make the use‘af‘ﬁhe'credit tranches coﬂtingeﬁt

on the adaption of suitable polxcies including, if iﬁ ‘sees fxt, policiec éeamgned

to limlt the outflow of capltal.
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If Article VI; Sections 1 or 2, are abrogateé enfirely or subject ﬁo
the'répentiOnxof the power ¢o requeéf‘the iﬁposition of capital controls
blimiting;the-use‘of Fund resources in thé';redit tfanchegvoniy, such
gction woul& nét.only_meetucémpletely the ?roposai put forwvard in Mr. van
Caﬁpgnhogt's‘mémorandum; bﬁt wéuid also make the needlgritérion?applicable
-tﬁ dr;wings in thé-gold.tranche qui;é Eonsisteﬁt wiEh‘that suggésted for
&rawipgs bf_S.D.ﬁ.!s-(othef‘than thoée'caléulated ﬁo'prombté fecgnstitution)
in V,i(c) of the “Outlinerof a Facility Based én Ssécial Drawing Eights in
the Fund," viz,, | - -
"(c) Except as indiéétéd in-V.B(c); é ﬁartieipant will bé.eﬁpéctéd:
to ﬁse its épecial dréwing rights only for balance of payménté néeds
ér in the 1ight.o£ de§elopments in its total*rese?ves and not for

the sole purpose of changing the composition of its reserves."

Noniﬂhallengeabiiity - : . ;

"In ﬁo case would the Fund have autﬁofity to prevent such a'drawing.
Thié appliés to thg Fund's iight to chaileuge the representation eunvisaged
in Article V, Section 3, Qhaﬁever thé'1ega1,basis of the right to challepge.ﬁ
- (EBD/67/97, Section 1.A.5
A draft of a pﬁssible amendment to implemen;'this proposal, in the form -
" of a new Section 3tc) of Article V, was suggested in paragraph (13) on page 7
of SM/67/99. | | | ’

It should bé noted that in V.i(d)-of'the Cutline it is provided that.
_ "The use of -special drawing rights will not be subject to prior challenge
on the basis of this expectation, but the Fund may make representations to -
any participant which, in.the Fund's_judgment;.has'failed to observe Fhe
_expectation, and may direct drawiﬁgs_td such participant to the extent of

such failure," There would appear. to be no reasor, if Executive Directors

50 desire, why the prineciple of guiding drawings in the General Account
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_Lowards the currencies of countrles that have abuued ' the rioht to dréw‘

WlthOLt challenpe in the gold tranche by failing to observe the pr1nc1ple

of need enunclated in Article V Sec, 3(a)(i) should not be introduced into

.thé currenc1es to be drewn policies of the Fuad, -

Ellminatlon of tbe Representqtion

"B.< In. view of A above, the repr85e1£at10ﬂ in res pect of drawings

w1+hin Lhe gold tranche could'be eliminated,"

' For the reasons set forth at pp. 56 of SM/67/99, the elimination'of the”

répreqeﬁtétion”under Article V, Sec;‘3(a)(i)?wquld appear to be inadvisable.

'Abolitinn of Charwps -

"1he charges prov1ded for in Article V, SeL. 8(&) would be abolished.“

_:(Part of B, )

- 8o long as transactjonu between the Fund and its members take place at par, 4

scme transactlons charge may - ba necessary to 0bv1ate the arbitrape profits

* that could otherwise arise from drawing currenéies;that~are-at a premium in

the market and repurchasing,;SQQner qr-latgr; with currencies that are at or

3

" below par or with cold.' Thé’ffaﬁséctions charge fulfils two other functions:

_ that of discouraglng drawings for wnich the need is tr1v1l oY slight, and that

provxding income to Lhe Pun& and Lhus mainta ining its liquidity po*ition.>
ComvTete abolition af the tranoactions ckarge might make it dlff*culg for

example, to pay a reasonable rate of interest on super gold tranche positlons

 or necessitate an increase in charges. For these reasons the possibility.

suggeSted-ét ﬁaragraph”Zl on ps 11 of SH/67I99‘may be worthy of considerationy

namely an emendment increasing the discretiomary authority of the Executive

 Directors and ensbling -them to reduce or eliminate the transactions charge

for all gbld tranche pﬁrchasgs,.bptnnot obliginy them to do so, This could be

achieved by an amendment of Artiélefv, Secs &(a), which ‘would remove the lower

lbut not the upper.liﬁit.qf'thé transactions'Charge_as-followsz
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© "The Fuud may 1evy a service charge9 uniform for all memb@rs
and not more than .one per cent in addltion to the parlty price,
,on any member buying the currency of. another member from the

Fund in exchange for its own currency,

" If this amendment were adopteds the charge could,. if necessary, be reintro—

duced or increased after :eductioﬁ, without any further smendment being

xquifed.

]Interest on Supé; Goldﬁ?ranche Posi;ions

 "The super.gblé tranche positions would bear interest (within naximum

and miﬁimuﬁ.liéits that’might be sﬁecified)." ‘(part of E)

The princxpal advantage of the payment of interest on super golid tranche

9031tions, as compared to the dlstrlbution of n@t 1nc0me on such positions

under Article’XII; Sec; 6, is that Wherege the latter are'restrcted in amount
£o the net income of - the year with'respect to which the distributibn is made and
may therefore not be payable in years of low net income, the former" represents R
a deduction enterang into the calculation of net iﬁcome itself, and may be

paid even 1f this results in a2 negative net use for the year. Internal

~ payments can therefore be made steadier and more leuable from year to year

= | /

than distributlons. This does not mean, however, that interest can with

impunity b set at a.level which, taking one year with another, leads. to

net losses and'{orces the'Fun& to'travel ever more cheaﬁiy on its éééef@és.A

Tt would seenm prudent therefore, to maLe the pavment cF interest discretionary
rather than mandatory, and coﬁsequentlj to_ rexrain from laying down any
mgégmum level far interest payments. An amen&ment ‘to achieve this result ;‘//

H

might be worded as followst



"(a):Tﬁe Fund ﬁéy pay‘annuai intefeét iﬁf not more than
X per cent per annum] to a member on the améunt ﬁy which seventy-
five pErﬁcént of its quo;a»exceeded’the Fund}s aferage holdings'
of its eurrency duriﬁg.the year, The Fﬁnd shall determiné the
'n,rate'éf iﬁtérest, iftany, and such interest shall ge uniforml
for all mémbers..

(b) The Boa;d éf Governofs<shéil deterﬁiné annuallyAwhat
‘part of fhe'Fund's net income shall be-placed to_fésef&e and
whaf ﬁaﬁﬁ,'if-any, shali 5e &istriﬁuted; If any‘distribdtiqn

is made, it shall be paid to all members -in proportion to their

. quotas,

(c) Payments of interest and distributibns_of income to

a member shall be made in its own currency."



. INTERNATIONAL MONETARY FUND

!0  Mr. J. J. Polak

FROM:  Joseph Gold 76/
/

Subject: 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.



#5: Office Memorandum

TO : Mr. Gold pATE: October 30,
; {i 1967
FROM : Philine R. Lachman /{/

SUBJECT : Floating Gold Tranche

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 meke 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 become a "floating” facility. I em 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 desl 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
"ereditor” position is measured by the member's totel net use of the Fund's
resources. While gold tranche drawings would continue to enjoy the virtual
immnity 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 L, 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:




(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.
451-(55/52)) 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 commitment
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 down 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 aquite 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)
(charges on Fund holdings in excess of quota; requirement to agree on repur-
chase when rate of 4 per cent per annum becomes payable; possible sanctions
for failure to repurchase).

(vi) Article VI, Section 1("net use" to meet a large or sustained
outflow of capital).



(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.



!

w 1

£ v :

¥0: Office Memorandum

oﬁ"e}‘n“/ -

To : Mr. Polak pATe: September 12, 1967
FROM Fred Hirsch )SH

SUBJECT : 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 policy 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.

2.5 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 1l(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
excludesexemption 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,



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 37

cc: Mr. Fleming
Mr..Schwartz
Mr. Hicks
Mr. Smith
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Room 504 F
#1
September 12, 1967
To: Members of the Executive Board
From: The Secretary

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 Communiqué, 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:
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Division Chiefs
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LES MINISTRES DES FINANCES DES SIX PAYS MEMBRES DE LA COMMUNAUTE ECONOMIQUE
EUROPEENNE 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 IA
MWMNMFEEMEN%EMWRVﬂﬁﬁﬁHMTAmeMWWN:memT
HENRION, MINISTRE DES FINANCES'(BELGIQDE); M, MICHEL DEBRE, MINISTRE.DE
L'ECONOMIE ET DES FINANCES (FRANCE), LE DR, EMILIO COLOMBO, MINISTRE DU
TRESOR, ET LE DR, ATHOS VALSECHI, SECRETAIRE D'ETAT (ITALIE),'LE FROF.

DR. H. J. WITTEVEEN, VICE-PREMIER MINISTRE ET MINISTRE DES FINANCES (PAYS-
BAS), M. PIERRE WERNER, PRESIDENT DU GOUVERNEMENT ET MINISTRE DES FINANCES
(LUXEMBOURG), LE FROF. DR. KARL SCHILLER, MINISTRE DE L'ECONOMIE, ET LE

DR. J. SCHOELLHORN, SECRETATRE D'ETAT (REPUBLIQUE FEDERALE D'ALLEMAGNE).

LA COMMISSION DE LA CEE ETAIT REPRESENTEE PAR SON VICE-PRESIDENT, M. ROBERT
MARJOLIN, ET PAR M, HANS VON DER GROEBEN. EN OUTRE ONT PRIS.PART A LA
REUNION M. MAURICE PEROUSE, PRESTDENT DU COMITE DE POLITIQUE CONJONCTURELLE,

ET M, JONKHEER EMILE VAN LENNEP, PRESIDENT DU COMITE MONETAIRE DE IA CEE.

DANS LA PREMIERE PARTIE DE LA CONFERENCE, A LAQUELLE PARTICIPAIENT LES
GOUVERNEURS DES BANGUES CENTRALES, IIS SE SONT ENTRETENUS DES PROBLEMES
MONETATRES INTFRNATIONAUX, EN SE FONDANT SUR L'IDEE QUE TES PAYS MEMBRES
DE IA CEE DOIVENT OCCUEER DANS IES INSTITUTIONS MONETAIRES INTERNATIONALES
UNE PIACE PLUS EN RAPPORT AVEC LEURS RESPONSABILITES REELIES, 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 IA REFCRME DU SYSTEME MONETAIRE



INTERNATIONAL ET A MAINTENIR A L'AVENIR UNE ETROITE COOPERATION AFIN D'ETRE

EN MESURE DE SAUVEGARDER SOLIDAIREMENT IEURS INTERESTS LEGITIMES.

DANS L'ESPRIT DE CETTE COOPERATICN LES MINISTRES DES FINANCES ET DE
L'ECONOMIE PARTICIPANT A CETTE REUNION SE SONT MIS D'ACCORD SUR LES POINTS

SUIVANTS :

1. LE FAIT QU'UNE INSUFFISANCE DE LIQUIDITES INTERNATIONALES N'EXISTE PAS
ACTUELLEMENT N'EXCLUT PAS DE REFLEXIONS SUR LES MESURES A PRENDRE EN CAS

DE BESOINS FUTURS EN RESERVES SUPPLEMENTAIRES.

2. DES MESURES EVENTUELLES POUR CREER DES RESERVES SUPPLEMENTAIRES, OU
DES SOLUTTONS ALTERNATIVES CORRESPONDANTES DOIV:NT ETRE SUBORDONNEES A LA
CONSTATATION COMMUNE D'UNE PENURIE GENERALE? A UN MEILLEUR FONCTIONNEMENT
Dﬁ PROCESSUS D'AJUSTEMENT, A UN MEILIEUR EQUILIBRE DANS LES TRANSACTIONS
FINANCIERES INTERNATTONALES, ELLES NE DOIVENT PAS ETRE FONDEES SUﬁhDES
BESOINS 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 PHENCMENES CYCLIQUES A COURT

TERME, MAIS AUX BESOINS A LONG TERME.

4, LE POIDS ACTUEL DES SIX ET LEUR UNION AU SEIN DE IA 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, BN CAS D'INSUFFISANCE RECONNUE DE LIQUIDITES
INTERNATIONALES, IL SERAIT POSSIBLE D'ENVISAGER A L'AVENIR, AU SEIN DU

IMI, 1A CREATION DE DROITS DE TIRAGE CONDITIONNELS ET INCONDITIONNELS.

6. EN FONCTIOﬁ DES OBJECTIFS MENTIONNES CI-DESSUS, LA QUESTION SE PCSE DE
SAVOIR S'IL Y A LIEU D'ENVISAGER, POUR LA CREATION DS DROITS DE TIRAGE
AUTOMATIQUES SUPPLEMENTAIRES, DES COMPTES ET UN FINANCEMENT SEPARES DES

TRANSACTIONS ACIUELLES DU FMI.

7.‘ IL DEVRAIT Y AVOIR OBLIGATION DE REMBOURSEMENT DES DROITS DE TIRAGE
AUTOMATIQUES POUR LES DEBITEURS AYANT UTILISE LA TOTALITE DE LEURS DROITS
OU UNE PARTIE DE CEUX-CI DE FACON CONSTANTE ET PEUIDANT UNE LONGUE DUREE,
AFIN DE LES CONTRAINDRE A RETABLIR, A L'EXPIRATION D'UN DELAT DETERMiNE,
AU REGARD DE L¥URS DROITS DE TIRAGE AUTOMATIQUES, LEUR POSITION AWNTERIEURE.
UNE TELLE O3LIGATION AUBAIT PCUR EFFET UNE AMELIORATION DU PROCESSUS
D'AJUSTEMENT, ELLE DOIT EGALEMENT EVITER QUE LES DROITS DE TIRAGE SOIENT

UTILISES POUR MODIFIER LA COMPOSITION DES RESERVES.

8. LES DRCITS DE TTIRAGE DANS LE FONDS MONETAIRE INTERNATIONAL NE SONT PAS
DIRECTEMENT TRANSFERABLES. TOUTEFOIS, LA GQUESTION DE IA CESSIBILITE
VOLONTATIRE BILATERAIE DES NOUVEAUX DROITS DE TIRAGE QUI DEVRAIT AVOIR LIEU
EN TOUT ETAT DE CAUSE SOUS LE CONTROLE DU FMI, ET QUI NE DEVRAIT PAS CHANGER
L'OBLIGATION DE REMBOURSEMENT DU PAYS TIREUR ORIGINAIRE, DEMANDE ENCORE

UNE ETUDE PLUS APPROFONDIE.

BEST REGARDS

0. EMMINGER



COMMUNAUTE ECONOMIQUE © Bruxelles, le 11 avril 1967
EUROPEENNE 5742/11/67 - F

TRES CONFIDENTIEL

Comité monétaire

RAPPORT DU COMITE MONETATIRE AUX
Ministres des Finances et aux Gouverneurs
des Banques centrales de la C.E.E.

1, Au cours de leur réunion des 16 et 17 janvier 1967, les ministres
des Finances et les gouverneurs des Banques centrales des six pays de la
Communauté économique européenne ont adopté un communiqué qui précise
notarment : "les ministres et gouverneurs, soucieux d'affirmer leur soli-
darité sur une question aussi essentielle gque celle du probldme monétaire
international, ont décidé, tout en poursuivant 1l'examen des projets précé-
demment discutés, de faire étudier sans tarder par leurs experts, réunis -
au sein du Comité monétaire de la C.E.E., le perfectionnement des méthodes
de crédit international,

2. En exécution de ce mandat le Comité monétaire sfest efforcé dtéla-
borer les éléments d'une position commune des pays de la C.E.E. dans les
discussions actuelles sur la réforme du syst®me monétaire international.

A cet égard il s'est laissé guider par les considérations suivantes :

i. Sl, 3 1'avenir, une extension des llquldltés internationales devait
s'imposer, celle-ci pourrait €tre fondée sur un développement des
mécanismes de crédit dans le cadre du Fonds Monétaire International.

ii. Afin de garantir que d'éventuelles décisions sur la création de liqui-
dités ne soient prises d'une fagon prématurée et ne depassent le volume
nécessaire, compatlbles avec le maintien de la stabilité monétalre, les
procédures de vote s'appliquant & ces décisions devraient 8tre fixdes
de telle manigre gque les pays de .la C.E.E. puissent exercer une in-
fluence correspondant & leurs responsabilités économique et financiére.

iii. Enfin, il conviendrait de saisir l'occasion de l'adaptation de certaines
dispositions des statuts du Fonds aux fins citées en (i) et (ii) pour
procéder également & d'autres améliorations souhaitables des statuts,
des principes de gestion du Fonds et des modalités de vote, notamment
celles qui pourraient contribuer & améliorer le fonctlonnement d'un
mécanisme élargi de llquldltés au sein du F.M.I.

3e Se basant sur ces principes fondamentaux, le Comité monétaire a
fait un certain nombre de propositions pouvant se regrouper sur les trois
rubriques suivantes

A. Développement des activités du F.M.I.

B. 4Aménagement de certaines régles et pratiques du F.M.I.

C. Regles relatives & la procédure de décision concernant les questions

importantes, en particulier celles relatives aux diverses formes de
création de liquidités,
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A, DEVELOPPEMENT DES ACTIVITES DU F.M.I.

b, Le Comité monétaire a examiné diverses techniques susceptibles de
satisfaire les besoins de liquidités qui pourraient se manifester. Elles
'échelonnent depuis 1'élargissement des facilités traditionnelles du
F.M.I. jusqu'® 1'ouverture de nouvelles facultés de tirage qui pourraient
€tre partiellement ou totalement séparées des activités actuelles du F.M.I.

. En premier lieu,il a été rappelé que des augmentations générales
ou sélectives des gquotes-parts, soit dans le. cadre normal des révisions
quinguennales, soit & d'autres occasions, permettraient d'accroitre les
moyens d'intervention du F.M.I.

Par ailleurs, on pourrait envisager d'élargir les droits de tirage
des pays membres du F.M.I. dans les tranches de crédit jusqu'as présent 1li-
mités & 125 % de leur quote-part, sous réserve d'un accord général relatif
aux modifications proposées par ailleurs en ce qui concerne les engagements
des pays tireurs et les régles de majorité pour la prise de telles déci-
sions.

. Toutefois, on a fait remarquer qutaprés les majorations importantes
tant générales que sélectives des quotes-parts qui en 1966 ont porté celles-
ci de 15 & 21 milliards de dollars, il n'y a pas actuellement de nécessité
d'avgmenter le volume des liquidités conditionnelles.

5. Au-deld des possibilités exposées au paragraphe précédent figure
ltaugmentation du volume des droits de tirage automatiques dans le FPM.I.
Cette possibilité a été épgalement examinée; elle pourrait &tre envisagée
sous diverses formes, par exemple octroi de tranches-or supplémentaires
contre paiement partiel en or ou sans versement d'or, automaticité progres-
sive des tranches de crédit.

Les membres du Comité monétaire ont été unanimes & rappeler que la
eréation de nouveaux droits de tirage automatiques dans le F.M.I. ne devrait
pas intervenir avant que ne soit reconnue collectivement une pénurie géné-
rale de réserves et que n'ait été constaté un meilleur fonctionnement du
processus d'ajustement ainsi qu'un meilleur équilibre des paiements inter-
nationaux, l'augmentation des avoirs en monnaies de réserve des Banques
centrales ne contribuant plus d'autre part au flnancement des déficits
extérleurs des pays & monnaie de réserve.

L'augnentation éventuelle du volume des droits de tirage automa-
tiques pourrait &tre réalisée selon différentes modalités du point de wue
institutionnel, comptable et financier :

a&) On pourrait réaliser cette augmentation soit par une intégration des
nouveaux droits de tirage automatiques dans le systéme des quotes-parts
du Fonds, soit moyennant un systeme de comptes séparés; dans ce der-
nier casg les nouveaux droits de tirage pourralent avoir un caractere
~dit "flottant" (utilisables avant, ou anreq épuisement des autres droits
de tirage).



b) Les moyens additionnels nécessaires pour le financement des droits de
‘ tirage supplémentaires pourraient 8tre incorporés dans l'ensemble des
ressources du Fonds, ou pourraient demeurer séparés; dans le premier
cas les nouvelles ressources feraient partie de la liquidité générale
du Fonds. ‘

c) La séparation des comptes visée sous (a) et celle des ressources visée
sous (b) pourraient &tre effectuées soit dans le cadre du Fonds méme,
soit par la création d'un organisme associé au Fonds (Fund affiliate).

6. Une formule dont les lignes générales ont regu 1l'appui d'un certvain
nombre des wembres du Comit#é monétaire consisterait & ouvrir des droits de
tirage automatiques avec une comptabilité et un financement séparés de ceux
des autres droits de tirage sur.le Fonds. Les nouvelles facilités automa-
tiques seraient (a) utilisables suivant des régles bien définies & établir,
parmi lesquelles figurerait la condition qu'elles ne devraient pas &tre
utilisées dans le seul but de modifier la composition des réserves des

pays tireurs, et (b) directement transiérables entre les autorités moné-
taires des pays membres.,

7. Le chois éventuel d'une solution dans ce domaine permettra de
satisfaire dans les meilleures conditions les besoins 1légitimes de l'en-
semble de la communauté internationale. Toutefois, la mise en place de
techniques de cette nature requerrs des aménagements & la structure et
au foactionnement du F.M.I., et notamment un accord sur les procédures de
décisions, tels qu'exposés ci-apres.

B. AMENAGEMENT DE CERTAINES RSGLES ET PRATIQUES DU F.M.I.

8. Le Comité est d'avis qu'eu égard aux changements multiples et pro-
fonds intervenus depuis la création du F.M.I. dans la situation économique
générale, dans les situations respectives des pays membres et dans le fonc-
tionnement du systéme monétaire international, diverses adaptations au
fonctionnement de cette institution paraissent opportunes en vue de la
mettre mieux en mesure de répondre aux nécessitdés actuelles,
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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'ailleurs pris la place d'autres réserves. Ces droits
pourraient €tre appelés i augmenter encore., Il est nécessaire de leur
assurer toutes les qualités d'une véritable réserve. Il y aurait lieu
d'améliorer leur statut en ce gui concerne la pleine automaticité de leur
utilisation, leur expression en une unité de compte or et la suppression
de la commission pergue par le F.M.I,



La possibilité d'unifier les propriétés des droits de tirage corres-
pondant aux tranches-or et aux super tranches-or, d'assortir leur détention
d'une certaine rémunération et d'assurer la transférabilité directe de ces
droits devrait €tre envisagée. Il est souhaitable que les études techni-
ques en cours au F.M.I, aboutissent dans les meilleurs délais & des propo-
sitions concretes,

ii. Conditions de tirage dans les tranches de crédit

Les principes régissant actuellement la politigue de tirage dans
les tranches de crédit devraient faire 1'objet d'un réexamen afin de con-
tribuer plus efficacement au processus d'ajustement, en renforgant le
caracteére conditionnel de ces tirages.. Dans ce but, il y surait lieu de
chercher & rendre plus précis les engagements % prendre par les pays tireurs,
en prévoyant par exemple certaines normes quantitatives auxquelles ils
seraient appelés & se conformer, notamment en ce qui concerne leurs poli-
tiques budgétaire, monétaire et des revenus. La révision du bareéme des re-
devances pourrait par ailleurs &tre envisagde.

Si un renforcement dans le sens indiqué était opéré, on pourrait
envisager la suppression de la clause du statut du F.M,I, qui limite &
25 % de la guote-part le montant des tirages opérés dans le délai d'un
an, celle-ci n'étant gudre observée dans la pratique.

iii. Regles concernant les conditions de remboursement des tirages sur
le F,M,I.

les statuts du F,M.I. prévoient que les pays membres ayant opé:xé
un tirage sur le Fonds peuvent; dans certaines conditions, €tre dispensds
des obligations de remboursement, Il y aurait lieu d'étudier la révision
des dispositions correspondantes (art. V, sec. 7 b et c et art. XIXe).

iv. Autres adaptations

Lors d'une révision éventuelle des statuts du F.M.I., on pourrait
envisager :

- d'une part, de compléter la liste des objectifs énumérés & l'art. I en
faisant spécifiquement mention de la stabilité des prix;

- dtautre part, de supprimer la distinction qui n'est plus opérée dans la
pratique entre mouvements de capitaux et transactions courantes (art. VI,
sec. 1 et 2; art. VIII, sec. 4 a des statuts du F.M.I.).
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I1 a été suggéré de remplacer la disposition qui requiert 1'appro-
bation de tout pays ayant 10 % du total des quotes-parts du F.M.I. en cas
d'une proposition de modification uniforme de la parité des monnaies par
1'approbation d'une majorité d'au moins 85 %.

L'article IV sec. 8 des statuts du F.M.I. prévoit qu'il peut &tre
dérogé & la clause qui assure le mainitien de la valeur or des avoirs du
Fonds. Afin de sauvegarder au mieux cette valeur, il est proposé qu'une
décision de dérogation ne puisse &tre adoptée que par une majorité de 80 %
au moins du total des droits de vote.

Enfin, le Comité monétaire propose de simplifier la définition
actuelle des parités et de 1l'unité de compte du F.M.I. (art. IV sec. 1 a)
en retenant seulement la référence i un poids d'or.

C. REGLES RELATIVES A LA PROCEDURE DE DECISION CONCERNANT LES QUESTIONS
IMPORTANTES, EN PARTICULIER CELLES RELATIVES AUX DIVERSES FORMES DE
CREATION DE LIQUIDITES

9. A l'exception d'un nombre tris limité de décisions qui doivent
&tre prises A la majorité qualifide ou & 1l'unanimité, les décisions du
F.M.I. sont prises & la majorité simple des votes exprimés (1).

Ainsi, dans les domaines importants pour les finances de l'orga-
nisation et des pays membres, des décisions »nourraient €tre prises sans
avoir recueilli nécessairement l'accord des pays appelés & en assumer la
charge. Il conviendrait donc que de telles décisions soient prises &
une importante majorité qualifiée., Il devrait en 8tre ainsi particulidre-
ment en ce gui concerne les modifications générales des quotes-parts et la
création de facilités additionnelles. Pour ces décisions, une majorité de
85 % du total des votes devrait &tre réunie; cette majorité devrait com-
prendre au moins la moitié des importants pays créditeurs (2).

(1) 1I1 s'agit de votes pondérés principalement suivant 1'importance des
quotes-parts,

(2) On pourrait considérer comme "importants pays créditeurs" les pays
dont les avoirs en monnaie nationale dans le Fonds étaient, en moyenne,
au cours des 5 ou 10 dernidres années, inférieurs & 75 % de leurs
quotes-parts, la contribution minimum nette pour le financement des
tirages sur le Fonds étant, en moyenne annuelle, de x % (par exemple
au moins 3-%) du montant total du financement.



Dans un tel syst®me, les pays de la C.E.E., qu1 disposent actuelle-
ment de 17 % des quotes-parts, exerceraient - tant qu'ils ne sont pas
débiteurs - pour les décisions de cette nature, une influence comparable
4 celle des Etats-Unis. Dans 1'hypothése ol cette majorité qualifiée
n'était que de 80 % les pays de la C.E,E. pourraient bénéficier des mémes
garanties, & condition que le total de leurs quotes-parts soit supérieur
4 20 % du total des gquotes- parts. Ceci postulerait des augmentations
sélectives des quotes-parts’des pays de la C,E.E.; certains d'entre eux,
dont la quote-part est inférieure & ce que justifierait l'application des
régles habituelles de calcul, seraient disposés & procéder & un tel ajuste-
ment.  Ce n'est év1demment pas le cas pour un pays de la C.E.E. qui, en
juin 1966, a majoré sa quote-part de plus de 50 %. :

10. Ies statuts du F.M.I. prév01ent (art. XII, sec 5 b) que, pour deux
types de décisions ("waiver" et "inéligibilité"), les droits de vote i la
disposition des pays soient ajustés en fonction de leur position créditrice
et débitrice. Il est proposé de mettre & 1'étude le renforcement des
mécanismes d'ajustement des droits de vote. Il est également suggéré que
soit étendu le champ des décisions devant &tre prises selon ces modalités

4 toutes celles comportant un ceractere financier.

En liaison avec l'octroi évemtuel de votes supplémentaires aux pays
créanciers, il serait nécessaire de modifier les pratiques existantes en
ce qui concerne la faculté de vote des pays tireurs. La formule prévue
dans les Accords Généraux d'Emprunts (abstention du pays tireur) pourrait
8tre envisagée,

11. Le Comité monétaire est d'avis qu'il y aurait lieu de prévoir que
les décisions soient également prises & une majorité qualifiée dans d'autres
domaines, notamment dans ceux mentionnés ci-apres :

politique du crédit du F.M.I. (changement dans les lignes directrices de
cette politique)

ﬁolitique du F.M.I., envers l'or (verseménts d'or par les membres et
investissenents par le Fonds)

politique du F.M.I, & 1'égard des emprunts (art. VII)

interprétation des statuts.

Il y aurait lieu d'examiner si parmi les décisions devant &tre
prises & la majorité qualifiée, celles qui comportent un accroissement des
charges des pays débiteurs du F.M.I. pourraient &tre assorties d'une condi-
tion supplémentaire analogue & celle mentionnée précédemment en ce qui
concerne les pays créditeurs et prévoyant que la moitié au moins des pays
débiteurs importants devrait faire partie de la majorité requise.



12, Enfin, étant donné qu'il est envisagé d'accroltre les téches du
F.M.I. et qu'il est souvhaitable de faciliter la prise de décisions impor-
tantes au sein de cette institution, on pourrait envisager d'associer plus
étroitement les gouverneurs du F,M,I, & la vie de cette institution. A

cet effet, on pourrait prévoir la constitution d'un groupe restreint de
gouverneurs, ou de leurs délégués, qui se réunirait périodiquement. T1
serait chargé de suivre la politique générale du F.M.I, et en particulier
pourrait €tre appelé A préparer les décisions relatives aux t@ches nouvelles
gui seraient confides au Fonds Monétaire. En outre, il pourrait &tre saisi
des questions relatives & 1'interprétation 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¢. Franz Josef Strauss, Minister of
Pinsnce of the German Federal Republic. Taking part in the meeting
were: Mr. Robert Henrion, Minister of Finance (Belgium); Mr. Michel
Debré, Minister of Economic Affairs and Finance (France); Dr. Emilio
Colombo, Minister of the Treasury, end Dr. Athos Valsechi, Becretary 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 Pérouse, Chairmaen 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 &
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
("rayonuement") on outside countries. This state of affairs cannot fall
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 & 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 te 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.



3. These measures should not be related to short-term cyclical
phenomena but to long-term requirements.

k. 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 liguidity, to envisage in the future the

creation of both conditional and unconditional drawing rights within the
IvF,

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 IMP 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 aubtomatic 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 guestion 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
gtill furthexr examlnatlon. :
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Translation
EUROFPEAN ECONOMIC Brussels, April 11, 1967
COMMUNITY 5742/11/67 - F :
Monetary Committee VERY CONFIDENTIAL

REPORT BY THE MONETARY COMMITTEE*
to the PFinance 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 communiqué which contained
"the following: "the Ministers and Governors, anxious to confirm their
solidarity on a questlion ag important as the international monetary
problem, have decided, while pursuing the exsmination of the plans dis-
cussed hitherto, to instruct their experts in the Monetary Committee of
the EEC to study without delay the improvement ef the methods of inter-
national credit”. ’ g

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 ef the international monetary
system. In this cennection, 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 within the Internationsl Monetary Fund.

ii. In order %o 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 FEC 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 sther 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 funce
tioning of an expanded liguidlty mechanism within the Fund.

¥ A provisiocnal English translation by the Fund staff.



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 questiwns, 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 thatngenér@l,or special in-
creases in quotas, whether as part of the normal quinquennial review, or
on other eccasions, 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 gquotas 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 Pund. This possibility was also examined; there are various
ways in vwhich 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 reserve currency
countries. _ ' :
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The possible incresse in the volume of automatic drawing rights could
be brought about through the adoption of various institutional, accounting,
and financial techniques.

a. It would be possible to bring about this 1ncrease either by
incorporating new automatic drawing rights in the Fund's gquota
system, or by means of a system of separate accounts. In this
latter case, the new drawing rights could be "floating" (i.e.,
they could be used either before or after other drawing rights
vere 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'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 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 drawing rights, with both thelr 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=-
fersble between the monetary authorities of the member countries.

T 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 technigues
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 TN CERTAIN RULES AND PRACTICES 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
wmember 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

— — . W—— WD - W gmay e - - A

(i) Status of the gold tranche and the'super gold tranche

For many member countries, the drawing rights that they have
acquired 1n the gold tranche and the super gold tranche have become major



.asgets 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 gualities 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.

C(i1) 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 mske 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 certaln 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 Pund Articles of Agreement are reviewed, it might be
worthwhile considering:

first, adding to the 1list 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 k (a)
of the Fund Articles of Agreement).



b. Maintehance of the gold velue of the Fund's assets and
expression of par valges '
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‘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 maske 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 IV, Section 8 of the Fund Articles of Agreement lays down that
a walver may be granted from the clause which insures the maintenance of
the gold value of the Pund's assets. In order to protect this value as
far as possible, it is proposed that a decision in favor of a walver 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 IV, Section 1 (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 gualified majority or_ynanimously, 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 msjority. 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; 7his najority ought to include at least half the major
creditor countries.Z

In such a system, the EEC countries, which now hold 17 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 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 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 countries. Some of them, whose quota
is lawer..than would be Jjustified 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 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'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.

11l. 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 gqualified 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 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 the Fund. Finally, it ceuld
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 IT B of'EBD/67/97
entitled "Rules governing the conditions for repurchase and drawings on
the IMF" 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 proposalé have been made:

"(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) eabolishing the abatements in cases of repurchases calculated
in currencies which the Fund may not accept.

(¢) 1including the currencies of non-member countries that are
recognized as convertible by the IMF in the calculation of
reserves."”

To establish the hypothetical repercussions of these proposals in past
Tiscal 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
19656. 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 mewmbers. 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 holdings 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, payment to the Fund of substantial amounts
of gold and convertible currencies, and the composition and levels of the
Fund's holdings of Article VIII currencies. Consequently, it is virtually
certain that thé Fund's policies on drawings and repurchases, sales of gold



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 compos1t10n of subseguent 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. TFor 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 subsequent year's repurchase calculations is not known. 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, quota
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,

IT. 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 tlhe 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 quota 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 for 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 repﬁrchase,under the 1952
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 calculated 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 pro tanto the undischarged out-
standing commitments in accordance with the principles for allocating
repurchases set out in SM/63/21 dated February 20, 19563 "Allocation of
Reductions in Fund Holdings of a Currency".

Change from "Net" Reserves Concept to "Gross" Concept

Article V, Section 7(b)(i) provides that & 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 wember is determined. Article XIX stipulates that
the monetary reserves shall bealculated 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; 1l.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 addltlon 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
8 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 vhich run over April 30 increase both monetary re-
serves and currency liabilities but, leaving aside the guestion 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 Internatlonal 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 "territories of members, or
non-members specified under /Article XIX/ (d) above" (Artlcle X1X (e) ).
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Results of Hypothetical Recalculations

In Tables 1 through & 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 & for 1958 and the years 1952 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). 1In 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 1, 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 "gross" basis would have caused
9 members to incur repurchase obligations totalling $525.& 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
50, 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 "gross' reserves basis before or after abatement (the
very small abatement in El Salvadoran colones has been ignored).



Table 2 sets out the same information for April 30, 1952 and the gub-
sequent year. There were 34 members in a debtor position of which 10
incurred repurchase obligations amounting to $81.£ million under Article V,
Section 7(v). In addition, other repurchases by these members amounted to
$725.7 million. The two make a total of $807.3 million. On a "gross"
monetary reserves basis 16 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 & 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 cbligations amounting to $18.6 million, out of total repurchases
amounting to $340.1 million. On a "gross" reserves basis the repurchase
obligations before abatement would have totalled $1l79.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 répurchase obligation of the United Kingdom
would have been due to the decision by the U.K. authorities to add to their
monetary reserves by liguidating part of their U.S. dollar iavestment 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 "gross" reserves basis; they are Bcuador,
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
repurchase 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 guota did not incur repurchese obliga-
tions under the existing practice and that 30 did not under the "gross"
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 T7(c)(i)). On a "gross" 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 same 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



the Fund and whether the Fund's holdings of the member's currency were
above the level of 75 per cent of guota 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
guota although clearly a member could not have actually incurred a repur-
chase obligation unless the Fund's holdings of its currency were above the
~ level of 75 per cent of guota. 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 (2&) who, irrespective of the levels of their reserves
. or quotas could not incur a repurchase obligation since: the payment of their
subscriptions was 1ncomplete
" Under new proposals

As at April 30, 1966 for "gross" reserves
% of % of
No. of Total No. of Total
Members Quotas Members Quotas
Total Fund membership 103 100 ' 103 100
Less members who could not
incur a repurchase obli-
gation b 5 oL 5
79 95 79 95
Members eligible to incur
a repurchase obligation L 43 53 83
Members ineligible to incur
a repurchase obligation 32 52 26 12

- III. The Aboliticn of Abatement of Currencies
which the Fund Cannot- pccept

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'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 1(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-
seguence, not been able to accept eilther of these major reserve currencies
in repurchase.



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
willion, 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
medla contained in the repurchase obligations recalculated in accordance
with the new proposals, using "gross" monetary reserves before and after
the abatement of currencies. The following table summarizes the payments
in gold under the proposed "gross'" monetary reserves concept over those
paid under the: present "net" reserves concept (in millions of U.S. dollars):

Gold payments under the Gold payments under the
present "net" concept proposed "gross" concept
1958 - 91.0 380.2
1962 _ 18.9 - 387.5
1966 4 1.5 L34.8

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 1956 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" amounts represent a
number of very small items including such currencies as Canadian dollars,
Italian lire, E1l 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". Tt
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



on the present method of calculation which allows for the deduction of
currency liabilities. If this were so a member wishing to avail itself

of the provisions of Article V, Section 8(f) would have to continue to
maintain a reporting system for the collection of the appropriate 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 breakdown 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 fellen to be made
chiefly by the UK., the U.S., India and Ceylon.

1958 1962 1566
Under new Under new Under new
Actual  Proposals Actual  Proposals Actual  Proposals

(In millions of U.S. dollars)
Gold L. 5 11.0 20.6 32.5 27.7 78.
Currency 6.5 - 12.0 0.1 52,2 1

IV. The Inclusion of Nonmember Currencies in
the Calculation of Monetary Reserves

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 currencies 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.5.5.R., Mainland China and the currencies of Bastern 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 (<) ).
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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 Article V. Section 7(b) rejurchascs calculatzd in
accordance with the proposals in Section II B (&) 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 5/1/58- Sect. 7(b) as % of as % of as % of
April 30, 1958 L4/30/59 L/30/58 quota Amount quota  Amount quota
Argenting
Australia
Belgium .- 50.0 50.0 22 50.0 22 50.0 22
Bolivia
Brazil 17.3 12
Burma 3.0 20
Chile
Colombia 5.0 10
Cuba 25.0 50
Denmark 32.5 32.5 48 32.5 L8 32.5 L8
France
Haiti :
Honduras 3.7 0.6 Lg 0.6 8 0.6 8
India
Indonesia
Iran 11.7 10.3 29 10.3 29
Israel 3.7 3.7 L9 3.7 49 3.7 Lo
Japan 125.0 6.7 50 60.7 2k 60.7 2L
Jordan
Luxembourg
Netherlands 63.7 63.7 23 63.7 23 63.7 23
Nicaragua 1/ 1.9
Pakistan
Paraguay
Philippines 2.5 17
South Africa
Turkey 4.0 9 4.9 11 4.9 11
United Arab Rep.
United Kingdom  200.0 15 299.2 23 299.2 23
Yugoslavia
Totals 2/ 537.3 239.0 525.6 525.6

;/ 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
under Article V, Section 7(b), or incurred during the subsequent twelve

" months with thosé Article V, Section 7(b) repurchases calculated in
‘accordance with the proposals in Secticn II B (a) and (b) of EBD/67/97

(Amounts in millions of U.S. dollars).

(1) - (2) . (3) (&) (5) (6) (7)
Fund's hold-  Actual Total Repurchases Calculated Repurchases. as Suggested
"ings above of which: in EBD/67/97
7% 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 4/30/63 4/30/62 quota Amount gquota -Amount -quota
Argentina 36.0 13
Australia 7.4 1.6 7 7.4 7 1.6
Bolivia 2.5 11 : i
Brazil 17.5 6 47.8 17 38.8 -1k
Burma 1/
Ceylon
Chile 12.7 13
Colombia 1/ k.7 25 23.4 23
Costa Rica 6.6 6.3 Ll 6.7 45 5.3 35
Cuba
Dominican Rep. -
Ecuador 6.2 6.2 L1 6.3 Lo 5.5 37
CGhana
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 1/ 1 3.0 7 1/
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 L.5 40 4.5 Lo 3.5 31
Pakistan
Paraguay 1.5 13
Philippines 2.7 Y 2.4 3
Sudan 2.9 19 '
Syria
Turkey 18.0 21 11.6 13 11.5 13
United Arab Rep. 2.5 3 2l.1 23 20.0 22
United Kingdom 582.0 30 6hT7.7 33 573.5 29
Yugoslavia 7.9 7
Totals 2/ 807.3 81.6 87h4.4 738.9

1/ Less than $50,000.
g/ Totals may not equal sum of items because of rounding.
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Tgble 3. A comparison of total repurchases incurred as of April 30, 1963
under Article V, Section 7(b), or incurred during the subsequent twelve
months with those Artiecle 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) M) .. (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 L/30/64 4/30/63 quota Amount  quota Amount quota
Afghanistan ' 2.8 5.1 23 2.7 12.
Argentina 3.0 13
Bolivia 3.5 16
Bragzil 55.5 20
Burma 1/ 1 1/

Canada 138.5 78.5 25 275.7 50 75.9 14
Ceylon
Chile 10.0 10
Colombia 6.0 6
Costa Rica 1.3 1.3 9 .2 28 1.2 8
Cuba
Cyprus
Dominican Rep. 9.0 1.3 60 6.1 L1 1.3 9
Ecuador 3.3 3.2 22 7.1 L7 3.4 23
Ghana
Guatemala 3.9 1.0 26 3.9 26 0.9 6
Haiti 2.5 22
Honduras 2.5 0.4 22 2.8 25 0.5
Tceland 1/ 1/ 1/

India 50.0 8
Indonesisa
Ireland 2.3 2.3 5 3.0 7 1.k 3

Jamaica 1.2 1.2 6 1.6 8 0.7 L
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 Lo 1.0 9
Pakistan 12.5 8
Paraguay 0.4 4
Philippines 2.0 3 2.6 Y 2.6 L
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 2/ 380.4 97.1 370.8 13k.k

" 1/ Less than $50,000.
g/ Totalsmay not equal sum of items because of rounding,
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Teble 4. A comparison of total repurchases incurred as of April 30, 1964

under Article V, Section 7(b), or incurred during the subsequent twelve
menths with those Article V, Section 7(b) repurchases calculated in
accordance with the proposals in Section II B (a) and (b) of EBD/57/97

(Amounts in millions of U.S. dollars)

(1) (2) (3) (W) (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 5/1/64- Sect.7(b) . as % of as % of as % of
. April 30, 1964 L/30/65. - L/30/6L quota. Amount  quota Amount quota
Afghanistan A

Argentina 50.0 18 13.9 5 3.6 1
Bolivia 2.8 12

Brazil 4L .0 156

Canada 107.2 20

Ceylon 3.8 8

Chile 13.0 13 A

Colombia 22.0 : . 22 20.6 2l 7.3 7
Costa Rica 2.1 0.4 1k 5.2 35 0.4 3
Cyprus

Ecuador 6.6 0.5 33 7.8 39 0.5 3
El Salvador :

Ghana

Haiti

Honduras 2.5 17 4.0 27

Iceland )

India ’ 100.0 17

Indonesia

Ireland 0.4 0.k 1 0.7 2 0.1

Israel 2 12. 2

Italy ,f/ 65.2 23

Jamaica. 0.2 0.2 1 0.4 2 0.1 1
Jordan 0.3 3 '

Liberia

Luxembourg 0.k '3 0.k 3
Malaysia 1.1 1.1 3 2.0 5 0.b 1
Mexico

Nicaragua 1 L.8 L3

Nigeria

Pakistan

Paraguay . 0.5 b

Philippines 11.3 15 2.5 g

Somalia 1/ 0.9

Sudan

Syrian Arab Rep. 2.5 : 10

Turkey . 16.0 1.6 19 1.6 2 1.4 2
United Arab Rep. 18.0 , 15 17.7 15 9.8 8
United States ' 39.6 1 39.2 | 1
Uruguay '

Yugoslavia 35.0 . 29 i

Totals 3/ 517.0 L.,2 o lee.l 63.2

- 1/ Tess than $50,000.

"2/ 'Holdings at 75 per cent of quota on April 30, 196kL; 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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Table 5. A comparison of total repurchases incurred as 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 millions of U.S. dollars)

(1) (2) (3) (1) (5) (6) (7)

Actual Total Repurchases Calculated Repurchases as Suggested
Fund's holdings of which: in EBD/67/97
above 75 per cent under Art.Vv  Column (1) Before Abatement After Abatement
of quota as at 5/1/65 Sect. 7{(b) as % of as % of as % of
April 30, 1965 L/30/66 4/30/65 quota, ~ Amount . guota Amount quota
Afghanistan 1.1 2.6 5 3.3 15 2.k 11
Argentina 52.0 19
Bolivia 2.5 0.4 11 1.8 8 0.h4 2
Brazil 59.0 21 140.7 50 2.7 9
Burundi 2.0 18
Ceylon 11.3 18
Chile L1.5 Yo
Colombia © 28.0 28
Costa Rica 2.5 13
Cyprus
Dominican Rep.
Ecuador 2.0 10
El Salvador
Ghana 5.6 10
Haiti 2.8 25
Honduras 2.5 17 1.6 11
Iceland
India 75.0 13
Indonesia
Iran 3.5 3.5 5 17.5 25 3.5 5
Ireland 0.3 1 0.1
Jamaica
Jordan 1/ 0.3 3
Liberia
Luxembourg 0.4 3 0.4 3
Malaysia 1/ 0.8 1
Mali
Morocco 5.9 11 8.2 16 L.g 9
Nicaragua 1/ 11.2 100
Nigeria
Pakistan
Panama.
Paraguay 0.4 L
Philippines 10.5 1k 21.3 28 L.5 6
Somalia 1/ 0.1 1
Sudan 2.5 6
Syrian Arab Rep. 7.3 29 7.1 28 2.6 10
Trinidad & Tobago
Tunisia 0.2 0.2 1 1.0 N 0.4 2
Turkey 21.5 31.2 . . 25 1.5 2 1.5 2
U.A.R. 3k.5 29 2.3 2 1.8 2
United Kingdom 313.5 15 285.5 15
United States :
Uruguay 2.0 0.1 7 3.6 12 0.1
Yugoslavia 30.0 25
Totalsg/ Los.0 38.1 536.5 332.8

1/ Less than $50,000.
g/ Total may not equal sum of items because of rounding.
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A comparison of total repurchases incurred as of April 30, 1334

under Article V, Section T7(b), or incurred during the subsequent twelve
months with those Article V, Section 7(b) repurchases calculated in
accordance with the proposals in Section IT B (a) and (b) of EBD/67/S7

(1)

(Amounts in millions of U.S. dollars)

(2)

(3)

(4)

(5)

(6)

(7)

Fund's Actual Total Repurchases Calculated Repurchases as Suggested
holdings above of which: in EBD/67/97

75 per cent of under Art.V Column (l) Before Abatement After Abatement
quota as at 5/1/66- Sect.7(b) as % of as % of as % of
April 30, 1966 4/30/67 L/30/66 " quota, Amount quota, Amount  quota
Afghanistan 4.4 2.1 15 6.4 22 2.1 7
Argentina 64.0 23

Bolivia 2.5 9

Brazil 27.0 0.5 8 17.6 5 0.1
Burundi 3.2 21

Ceylon 7.5 10

Chile 38.5 39

Colombia 34,0 27

Costa Rica 2.5 13

Cyprus 1.2 8

Dominican Rep.

Ecuador 0.3 1 0.6 2 0.2 1
Ghana 4.0 6

Guatemala 0.k 0.k 2 5.0 20 0.4 2
Haiti 3.1 21

Honduras 5.3 0.7 28 1.9 10 0.9 5
Iceland 1/ 1/ 1/
India 57.5 8

Iran

Ireland 1.3—/ 1.3 / 2 22.8 29 1.3—/ 2
Jamaica 1 1 0,2 1 1
Jordan 1/ 1/ 0.3 2 1/
Liberia 5.0 25

Tuxembourg

Malaysia 1/ 0.8 1 1/

Mali

Morocco 2.7 L 1/

New Zealand

Nicaragua 5.6 29

Nigeria 1.6 3

Pakistan 1.9 1

Panama

Philippines 10.8 2.5 1k 10.8 1L 2.5 3
Rwanda

Sierra leone

Somalia

Sudan 3.1 5

Syrian Arab Rep. 3.2 8 3.6 9 1/
Trinidad & Tobago

Tunisia 0.5 2

Turkey 18.0 10.4 21 12.1 1 10.2 - 12
United Arab Rep. 16.0 11

United Kingdom 1082.7 Lk L 17
United States

Uruguay 8.0 0.7 27 10.0 33 0.6 2
Yugoslavia 11.5 8

Zambia

Totels 2/ 340.1 18.6 1179.1 3.7

l/ less than $50,000.
2/ 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 decreased by more than the Fund's holdings of the members'
Of the 30 members in Column (L)

which would not have incurred repurchase obligations, 25 members had "gross' reserves
below the level of their guote 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) ).

currency increased (Article V. Section T(b){(i) ).



Table 7. Total Gold and Currencies Used for Article V, Section 7(b)
Repurchase Obligations as of April 30, 1958, 1962, 1966

(In millions of U.:. dollars)

1958 - 1952 1966
As calculated in As calculated in As calculated in
accordance with accordance with accordance with
EBD/67/97 EBD/67/97 EBD/67/97
As presently Before After As presently Before After As presently Before After
calculated Abate- Abate~  calrulated Abate- Abate~  calculated Abate~ = Abate-
After abatement ment ment  After asbatement _ment ment  After abatement ment ment,
Gold 91.0 380.2 380.2 18.9 387.5 387.5 1.5 u3k,8 434.8
Currencies
Austrian schillings 0.5 0.5 0.5
Belgian francs 1/ 0.3 0.3 0.5 0.5 0.6
Canadian dollars 0.1 0.1 0.1 1/ 0.3 0.3 0.7 L. L.
El Salvadoran colones 1/ 1/ 1/ 1/ 1/ 1/
Deutsche mark ’ 1.3 L L.k 0.7 1.8 1.8
French francs 1/ 2.4 2.4 0.2 0.5 0.5
Guatemalan quetzales 1/ 1/ 1/
Honduran lempiras .1 -
Ttalian lire 1/ 1.0 1.0 0.7 0.7 0.7
Japanese yen o.L 0.1 0.1
Mexican pesos 1/ 1, 1
Netherlands guilders 0.1 0.9 0.9 0.3 0.5/ 0.3/
Peruvian soles 1/ 1/ 1/ .
Saudi Arabian riyals 0.2 -
Swedish kronor . 1/ 1.8 1.8 0.1 0.1
U.K. pounds Lo,2 - 39.9 -
U.S. dollars 147.8 15,2 145.2 51.3 433.9 33¢9.1 £9k4.9 -
Total Currencies 2/ 1L8.0 k5.4 155.% £2.7 83,9 35L1.% .0 THEE - TG
Total Repurchases 3/ 239.0 525.5 525.5 81.5 8rh.k 738.9 18.4 1.179.1  L43.7
Gold as percentage of Total
Repurchases 38.1 72.3 72.3 23.2 i 5 52.4 78.3 32,9 98.0

1/ Less than $50,000,
Totals may not add due to rounding.
Frem columns 2, 4 and 5, Tables 1, 2 and £,

ot
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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 abstements which would have taken place under

Section IT 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$ ol.8
132.5
1963 £ stg. 2.1 £ stg. 8.1
: Us$ 219.2 Us$ 227.1
Other 0.4 Other 0.6
221.7 235.8
1964 £ stg. 1.1 £ stg. 12.8
Us$ 18.3 Us$ 42.3
Other 2.1 Other 3.4
21.3 58.5
1965 £ stg. L.h £ stg. 17.5
— Us$ 30.5 Us$ 184.8
Other 0.6 Other 1.2
35.5 203.5
1956 £ stg. 62,7 £ stg. 39.9
Us$ 68.0 Us$ 69l .9
Other 0.1 Other 0,1

'..I
w
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Introduction

1. On June 26, 1967, a memorandum addressed to the Managing Director
by Mr. van Campenhout on behalf of himself and Messrs. Lieftinck, Iarre,
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
Communigué 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."

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" (SM/67/b41, April 12, 1967). That paper should be read in con~
Jjuncticn 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.



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.



Part 1

" Status of the Gold Tranche

3. Cn the basis of the earlier legal paper (SM/67/41), the Memorandum
advances certaln 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 ameéndment 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.

L, The first suggestion for study is expressed as follows:

. "A. Members eligible to use the Fund'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. 1In no case would the Fund have
authority to prevent such a drawing. 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.”

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 would be entitled to exercise its amended gold tranche privileges
only in the case of need and not for the scle purpose of changing the
composition of its reserves. This is the present legal position under

the words "presently 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/L3), 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 monetary b
stabilization operations, but this does not preclude use for coping with U
difficulties resulting from capital transfers in accordance with the Y
provisions of the Articles, including Article VI. It must also be re- }
called that the Executive Directors have decided that the phrase )
"'presently needed' cannot be defined in terms of a formula uniformly




applicable to all cases" but must be applied "in each case in the light
of all the circumstances." (Decision No. 284-U4, March 10, 1948;

Selected Decisions, p. 19) 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. 28L-4
to challenge a representation made in connection with a request, even for
& 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/6T7/41 (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 reguest, the Fund decides that it
should send the member a report and limit the member'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 1 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.

T. 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 these
actions. A distinction of this kind wculd leave requests to make purchases
in the gold tranche open, in law at least, to a number nf possibilities of
challenge, and sometimes even to challenge for 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 orlglnal deflnltlon of the gold
tranche is to be found in paragraph 3 of Decision No. 1(2- (52/11 of
February 13, 1952 (Selected Decisions, pp. 21-2k4):




~"Each menber .can count on receiving the overwhelming benefit
‘of any doubt respecting drawings which would raise the Fund'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. 1k77-
(63/8) of February 27, 1963 (Selected De0181ons, pp. 40-43) on the com-
pensatory financing facility:

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

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.

g. The second suggestion on the gold tragche is that:

"B. 1In view of A<above, the representation in respect of
drawings w1th1n 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
purchases within the gold tranche. Decision No. 284-L states that in
appropriate circumstances certain aspects of the representation under
Article V, Section 3(sa)(i) are subject to challenge, and it would seem,
therefore, that 1f there were no representation, it could not be challenged
under that prov131on. Nevertheless, a member would still have to make a
request to purchase within the gold tranche,- ‘and if requests must §till
comply with all the conditions of Article V, Section 3(a), it would be
possible legally to hold that a request could be challenged on the ground
‘of some 1nccn31stency with Article V, Section 3(a) even though the member
had made no ‘répresentation 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-U speaks of




challenging a member's declaration (which is equated with representation),
Decision No. 286-1 is drafted in terms of postponing actlon 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 con51stency with 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 w1th the Articles in making gold tranche
purchases., If that were. taken to be the intention behind the amendment,

.a question would arise whether the amendment was consistent with Artlcle
I(v) of the Articles: ~

"(v) To glve 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, "adequate 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 make the representatlon,
that would eliminate any ambiguity on the questlon 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 correctness of the representation,
but, as indicated above, the member might be subject to ineligibility
after the event in the circumstances discussed in SM/67/LL. 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 gocd
faith whether or not there is an effective sanction for bad faith.



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."”

A definition of the gold tranche would be added to the Article on Explana~
tion of Terms as Article XIX(j). This definition would have to take
account of the two consequences of the floating character of the compen-
satory financing facility that are mentioned in paragraph 8. One defini-
tion could be drafted 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 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 pollc1es shall be excluded for the
purposes of this definition.”

The following would be a briefer formulation of the proviso:

"provided that for the purposes of this definition the Fund
may decide to exclude purchases and holdings under specified
policies on the use of its rescurces.”

14,  The following are some notes on this draft:

(1) The phrase "request to buy” 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 "under Section 3(a) of this Article"
would make it clear that all of the "conditions" 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 1ne11g1ble :

(iii) The text refers to "a request" and not, for example, "the
representation under Section 3(a)(i) of this Article" because of the point
that has been made that elimination of the power to challenge "representa-
ticns" 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. :



(iv) The exclusion of holdings is referred 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 holdlngs 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:

"(¢) 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 X1X(3)
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 cocmpensatory financing of fluctu-
ations in the exports of members."



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. 1In
that event, all of the words in the draft definition of gold tranche
purchases after "its quota" would be deleted.

17. In connection with the discussion of the reform of the gold tranche,
two related issues must be mentioned:

(a) sM/67/41, pp. 16-17, dealt with pre-par value transactions
under Article XX, Section L4(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. 1678-(6L4/22),
April 22, 196k, (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 repajment This subject
is discussed in SM/67/M1 p. 18.

18. A further suggestion in the Memorandum associated with the gold
tranche is the following:

"E. The charges provided for in Article V, Section 8(a) would
be-abolished. The super gold tranche positions would bear
interest (_7th1n maximum and minimum limits that might be
specified).’

Charges. Article V, Section 8(a) provides for the levy of a charge in
connection with all purchases from the Fund without reference to the
length of time durlng which the purchase for which the charge is paid
remains outstanding.



- 10 -

"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:

"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 cutstanding 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 subscription was
equal to 90 percent of its guota and in which the member had made pur-
chases egual 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'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}

", but no service charge shall be pald on any gold tranche
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: N

" 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” 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 isg 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). 1In 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 give 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). Tt will
be recalled that in the past the Fund reduced the service charge from

3/h to ¢/2 percent in conjunction with a variation in the perlodlc charges
on *he Fund's currency holdings.

22, Interest. It is suggested in the Memorandum that super gold
tranche posztloms should bear interest within specified maximum and

minimum limits., This would call for the amendment of Article XITI,
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.




(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 Fund's net income shall be placed to reserve and
what part, if any, 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.

(11) "Net income" under (b) would be calculated after deducting
interest paid under (a).

(1ii) 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's reserves were 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 I1

Use of the Fund's Resources

2k, Section A under this heading of the Memorandum is entitled "Condi-
tions for drawings within the credit tranches (Paragraph 8&(11) of the
Monetary Committee Report)". 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.” 1In 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." (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 %o
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 L, 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 legal 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
policy 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 tenporary use is legitimate, and these
were relied on as the 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 1 (paragraph 62), and that amendment cculd 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
temporarily available to them under adequate safeguards, and in
accordance with such policies as the Pund may adopt, thus provi-
ding them with opportunity to correct maladjustments in their
balance of payments without resorting to measures destructive of
nationil or international prosperity."” (Words underlined are
added. '

With this language, the Fund would ccntinue to be able to determine what
it understood by temporary use.
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Part IIT

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 "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,"  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 T(b), Although a great body of refine-
ments has grown up inevitably in connection with the calculation, monetary
reserves may be sald 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 T(b)) of the three categories of holdings mentioned in
Schedule B, Paragraph 3, and

(i1) the deduction (for all calculations of monetary reserves)
of only one type of obligation, "currency liasbilities.”

29.( )The deduction of currency lisbilities is provided for by Article
XIX(e): «

"A member's monetary reserves shall be calculated by
deducting froem 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.”
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The basic decision of the Executive Directors on currency ljabilities
is Decision No. 493-3, adopted on November L4, 1949:

"The Executive Board has considered gquestions relating to
the concept of currency liabilities in Article XIX(e),

as set forth in Executive Board Special No. 107 (10/18/L9),
and agrees that the following principles apply:

1. The currency liabilities 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 holder's currency is convertible.

L. "Currency" in the concept "currency liabilities"
means "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."
(Selécted Decisions, pp. 104-105)

30. Legislative history. Executive Board Special No. 107 (October 18,
1949), 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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"fHet' 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 sc as
to enable a member to deduct the holdings of its currency by specified
holders whether that currency was convertible or inconvertible. It was
pointed out in Staff Memorandum No. 349, Sup. 1 (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 of 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 issuer's 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 liabilities are not accompanied by the holding of the issuer's
currency. The application of the concept has led to fine distinctions on
oceasion, 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 if 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 1f the bank 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 repurchase obligations have not acecrued under Artiecle 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 calculsted under the Articles exceed an amount
equal to its quota (Article V, Section T(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 Iaw 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 "currency" liabilities.

34.  Charges. If it were decided to abrogate the deduction of currency
ligbilities 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 8(f):

"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.”

Under this provision, the charges to which it relatesl/may be paid in
the currency of the menber paying the charge if its monetary reserves

are below the specified level. If it were decided to abrogate the )
deduction of currency lishilities 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.

;/ Charges for stand-by arrangements do not fall under Article V,
Section 8(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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|
35. f&uota increases. The other provision under which calculations of
monet?%y reserves are made is Article III, Section b

"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
gola."

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-
abrogation of the deduction of currency liabilities under Article III,
Section 4 would tend to reduce the scope of the Fund's discretion to
reduce gold payments under that provision.- '

36. Article XIX(c). A second consequential legal problem would arise
in connection with Article 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
member, to be official holdings to the extent that they are
substantially 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 non-members specified under (d) below.”

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 was
solved by giving the Fund a discretion to deem a certain amount of the
holdings of these non-central institutions to be central holdings. The
Fund has exercised this discretion on one occasion.

37, Article XIX(C) was clarified as follows in Decision No. 298-3
adopted by the Executive Directors on April 1k, 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 mewber,
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."

"(1) ‘'Other official institutions' and 'other banks' 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.

"(2) ‘'Working balances! must be determined in the 1ight 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.

"(3) No deduction may be made from central holdings on the
ground that they are said to represent, in whole or in
part, 'working balance,? for example, because there are
no commercial 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 ‘other banks' may be included in a member's official
holdings, after 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 determinw
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 liabilitles arising from
the holdings of the currency of the merber 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."  (Selected Decisions, pp. 101-102).
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What is of particular interest in connection with the current inguiry

is paragraph 5 of the decision. This says, in effect, that before deciding
whether the holdings of a member's other official institutions or other
banks within its territories are substantially in excess of working
balances, there must first be deducted what are in effect 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. Sudden 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
merber'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 ecurrency 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 increagses by adopbing 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 msde 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 loan contracted
during the year; or to holdings which have been transferred
or set aside for repayment of a loan during the subsequent
year.,”

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 1, 12/13/49):

"l. 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 noldings 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.

"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 . . .
(Selected Decisions, pp. 108-109).

1

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.

Lo. Effect on distribution of repurchases. If currency liabilities
ceased to be deductiple, at least 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 proporilon
to the member's remaining holdings 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 rvesulting from s decline in currency lisbilities.
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The application of the first sentence gquoted 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 would 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 results such as the one illustrated here would no longer
occur.

Abatement

L. Preqent law. A second suggestion in the field of repurchase
relates to ' abolmshtﬂg the abatements in cases of repurchasegs calculated
in currencies which the Fund may not accept.” The provisions directly
involved in this suggestion are Article V, Section T(c) and Schedule B,
Paragraph 1.

Article V, Section T7(e)

"None of the adjustments described in (b) above shall
be carried to a point at which

(i) the member's monetary reserves are below its quota,
or

(11) 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."

Schedule B, Paragraph 1

"In determining 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, & 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 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 T(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 proportionately in such manner that the limits will
not be exceeded.".

The relevant decision of the Executive Directors is Decision No. 521-3
of January 16, 1950:

"If part 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 T(c)(iii), that
part of the gross obligation is abated for that year under
Schedule B, Paragraph 1(c), and is not required to be dis-
charged in gold or some other currency." (Selected
Decisions, p. 109).

ho. 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's holdings of the currency of the member in which the obligation is
calculated are already at or above T5 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:

(1) The same language of. proportionate reduction in Schedule B,
Paragraph 1 governs the three cases in which reduction may occur under
Article V, Section T(c). .In cases covered by Section T(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 T(C)(ii) there is
no repurchase obligation to the extent that the Fund's holdings of the
repurchasing member's currency would fall below T5 percent of its gquota.
That is to say, re-allocation would still reduce the repurchasing member's
monetary reserves below an amount equal to its guota 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. Tt
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", SM/62/22), in which the
problem was re-examined in relation to the new conditiong of converti-
bility, and in which it was concluded that abatement continued to be
the correct legal result under the provisions in guestion:

"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 drafters 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 'convertible! 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. Agaln, 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 formula. The result, therefore, might be to
thrust an undue burden on a member's holdings of gold or
gold-convertible exchange becguse 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
Y(b) according to which each category of monetary reserves
was Lo bear only a precisely allotted share of a total
obligation." (p. 3)

Ll,, 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 amendment of the Articles, although it will be

showvn 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(a),
the terms of the waiver, the conditions, or the agreement could prescribe
that any repurchase obligation subject to proportionate reduction under
Article V, Section T(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 T(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'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.” (Decision No. 1371-(62/36), July 20, 1962; Selected
Decisions, p. 35) ' '
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Ls, 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 assume. The undertaking
on repurchase would be binding on members only in those cases in which
repurchase 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 payment of a currency subscription in excess of (5 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.

L6, Amendment. In order to abolish the abatement rule, language could
be added to the present text of Paragraph 1(c) of Schedule B. This .could
say that the amounts by which the limits specified in Article V, .Section
T(c)(i) and (ii) were exceeded shall be dated, although there would be

no need to make this explicit. It would have to be said, in any event,
that the amounts by which the 1limit specified in Article V, Section
T(c)(iii) was -exceeded shall be distributed among all types of reserves
in proportion 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 T7(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's monetary reserves. '

Non=Member Currencies

L. 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 XTX(a)
provides that:
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"A 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."

The first sentence of Article XIX(d) provides that:

"A member's holdings of convertible currencies means
its holdings of the currencies of other members which are
not avalling themselves of the transitional arrangements
under Article XIV, Section 2, together with 1ts holdings
of the currencies of such non-members as the Fund may from
time to time spccify."

It will be noted that nothing expliecit 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 Jjure and de
facto. Once a menber currency beccmes 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 <ﬂmraeterist1&:of de facto convertlbllity
This would be a sensible result and the words "from time to time" in
Article XIX(d) give it textual support.

L8, If a non-member currency is specified under Article XIX(a), it is
then specified for Article XIX(c), (4), and (e) as well. That is to
say, & member's holdings of the non-member currency will be included in
its monetary reserves under Article XIX(a). Under Article XIX(c), the
holdlngs of the member's other official instibtutions and banks within
its territories that may be deemed to be substantially in excess of
working balances may ineclude their holdings of the non-member currency,
but due allowance would have to be made for the currency liabilities of
the member's other officlal 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 XTX(a) and (b), the member's currency liabilities
to the Treasury, central bank, stabilization fund, similar fiscal
agencies, other official institutions, and other banks in the territories
of the non-member.
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L9, 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 various elements in a member's monetary reserves. Before setting
out those directions, Paragraph 1 says that they are "subject to 2
below." It is clear enough that under these provisions the Fund cannot
accept any of the specified non-member currency from ary 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;

(i1i) 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 followed 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
thils 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 example on example without drawing from
them any unasgailable conclusion. If it were thought useful, examples
could be given in another paper of what would follow from specification
if the provisions of Paragrsphs 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 B and the words in Paragraph 1 could
be repealed with the intention that repurchase obligations could be alio-
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 mainbtained?

(ii) The abatement rule could be repealed solely with respect to
the speciflcation 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'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's currency would also be
sllocated to these reserve media exclusively.

(iii) If the abatement rule were repealed for cases under Article V,
Section T(e)(iii), it would seem appropriate to apply the same practice
of re-allccation as was substituted for abatement to the specification
of non-menber currency as well. If currency lisbilities 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 memberfs holdings of that currency declined during

a financial year.

sl 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
glven lmmediate 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 "which is due to currency pre~
viously inconvertible having become convertible during the year." Under
Article XIX(d) a member's holdings of "convertible currencies" includes
its holdings of "the currencies of such non-members as the Fund may from
time to time specify." 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 ITI,
Section L. This difference in treatment would result from the fact

that Schedule B, Paragraph 3 is confined to repurchase.. .




Part IV

Capital Transfers

55. Under the heading of Article VI, Sections 1 and 2 in paragraph
II.c of the Memorsndum, there is a reference to paragraph 8a(iv) of the
Monetary Committee Report, which reads as follows:

"...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 coutinues:
"If the de 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."

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 L(a):

Article VI, 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 sucl a request,
& member falls 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 reguired
for the expansion of exporis 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."
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Article VI, gection 2

114

~ 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 wonths, such member, if it has not
been declared ineligible to use the resources of the Fund under
Section 1 ol this Article, Article IV, Section 6, Article V,
Section 5, or Article XV, Section 2(&3, shall be entitled,
notwithstanding the provisions of Section 1(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 thcy have the effect of raising the
Fund's holdwncs of the currency of the member desiring to
purchase above geventy~five percent of its quota, or of
reducing the Fund's holdings of the currency desired below
sevenuy—flve percent of the quota of the member whose chrcncy
is desired,’

Article VIIT, Section U4

"

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
acguired as a result of current transacticns; 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."

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
attributeble, on the one hand, to a deficit on current account and, on
the other hand, to capital transfers has disappeared in the practlce of
the Fund, and. thls 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 legal 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 cons=
clusion as a matter of law. The legal memorandum explalned that the
1nterpretatlon might be read to deny any use of the Pundzs ‘resources in
respect of capital transfers. But it concluded that even 1f any such
impression were: removed there would remgin a legal distinction between -
the two categorles .of use ("Use of the Fund's Resources for Capital
Transfers", SM/61/45, 5/24/61). The interpretation of September 26,

1946 is.as follows: :



- 34 -

" The Executive Directors of the International Monetary

Fund interpret the Articles of Agreement to mean that
authority to use the resouwrces of the Fund 1s limited to
vse in accordance with its purposes to give temporary
assistance in financing balance of payments deficits on
current account for monectary stsbilization operations.”

The decision of July 28, 1961 which added a clarification to that de-
cision was taken after detailed debate at Execubive Board Meetings
61/31 (June 21), 61/32 (June 23), 61/33 (June 23),61/37 (July 7), and
61/k3 (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 resocurces for capital transfers in
accordance with the provisions of the Articles,
including Article VI." (Decision Wo, 1238-{61/43);
Selected Decisions, p. 54).

58. Among the conclusions of SM/61/45 were these. Article V, Section
3(a) does not make fully explicit what are the proper uses of the Fund's
resources but instead says that use of the Fund's rescurces must be for
payments that are consistent with the provisions of the Articles., 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 reasonsble amounts of the
capital transactions mentioned in Article VI, Section 1(p)(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. Si/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 fixed criteris for determining whet 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 general
experience and the particular facts in each case, This did not mean
that the discretion Was. 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 1(a) must not interfere with the capacity of the Fund to pro-
vide assistance to deal with deficits on current account for the
benefit of any particular member or pf members in general. In this
commection, the size 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 Tund's resources and the place of the member
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in the world economy. No decisions were adopted by the Executive Direc-
tors on criteria, but there were active debates on 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 permitting 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 1(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 amend the second sentence. The choice would depend on
whether it was thought desirable to retain some authority to request a
member to observe scme 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 1(a) were amended in the manner assumed

in paragraph 59, there would cease to be any point in Article VI, Sec-
tion 1(b) also. Section 1(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 1(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) continved 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 becom= capital balances, their conversion is needed
for making payments for .rrent transactions. ‘

é1. )

_ Thé Memorandum raises the question whether there should not be
some amendment of the language of Article VI, Section 1 even if the
Present legal distinchion betweern +he tuo bypes of paywents difficulties
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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's resources for the two 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 amend the language of Section 1(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 made in respect of
capital outflow in negative terms., If it were thought useful, it would
bé possible to draft a fully explicit and positive formula without
changing the present legal position. It would then be necessary te
decide to what extent it was desirable to draw on the language of the
interpretation of 3eptember 26, 1946 and the present text of Article VI,
Section 1(a), and to what ehcent other formulations were preferable even
though there was 1o be no change in substance,

63. Tt would seem that any difficulty of a legal and textual
character that is thought to exist arises more in connection with the
deciston of July 28, 1961 and its treatment of the interpretation of
September 26, 1946 than with the text of Section 1(a). In reaching
the decision of July 28 1961 the Executive Directors concluded that
the interpretation nf 19&6 haed not in fact intended to deny the use of
the Fund's resources in connection with capital outflow to the extent
that this was dermitted by Article VI, Section 1 and other provisions
of the Articles. Therefore, they cancluded that it was not necessary
to rescind the interpretation of September 26, 1946 or to emend it by
completing it. It was thought that in the circumstances clarification
would suffice. Presumebly, 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 1s perhaps no need to repeat the details of the two approaches
to the treatment 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 provisions for capital transfers under Article VI, Section 2.

6k, The second idea connected with Article VI which is advanced in
the Memorandum is that with de jure automaticity 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 eliminated, there wonld certainly be no
role left for Article VI, Section 2. Whatever 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 Avrticle VI,
Section 1(a) with respect to the use of the Fund's resources to meet

a large or susteined outflow of capital. In short, if a member can
bring itself within the scope of Article 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 1(a) was in-
tended to make that point. Obviously, if the first sentence of Article
VI, Section 1(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 Pund's holdings of its currency have
remained below 75 percent of the mewmber's quota for an immediately
preceding period of not less than six months., The member can purchase
currencies pursuant to the provision only to the extent that the Fund's
holdings of the member's currency will be increased to but not beyond
the level of 75 percent of quota.. In addition, the only currencies
that the member can purchass are the currencies of members held by the
Fund above the level of 75 percent of the gquotas 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 1(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 1(a) is not amended and the only amendment
relates to the de jure automaticity of the gold tranche as discussed
earlier in this p paper, 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 taken of the correct interpretatlon of

the provision. TIn SM/67/41 (pp. 10-11), a summary was given of at least
three prima facie meanings that can be attributed to the provision. The
first view is that the sole function of the words "for any purpose, includ-
ing capital transfers" is to add capital transfers of all kinds to the
other purposes for which purchases may be made under other provisiors.

Opn thils 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~T5 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 right 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 had under Article VI,
Section 1. This is apparent from the words "notwithstanding the provisions
of Section 1{a) of this Article" 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 conseguences in connection with ineligibility. If it is as-
sumed that the present ineligibility provisions of the Articles remain in
effect but that Article VI, Section 2 is repeajed, a member might be sub-
ject to ineligibility under Article XV, Section 2 because it had made a

use of the Fund's resources which could not be reconciled with Article VI,
Section 1 in circumotanCﬂs in which it would not be subject to ineligibility
if it could continue to rely on Section 2. Becauge Section 2 was intended
to defend a_menbér againgt the charge of improper use under Section 1 in
certain circumstances, and because it is assumed that the ineligibility
provisions continue to apply to gold tranche purchases, it cannot be said
as. a matter of strict analysis that the adoption of de jure automaticity
by the same stroke deprives Airticle VI, Sectlon 2 of all legal efficacy.

It must be repeated that this result is reached on the basis of analysis,
and it is no part of the purpose of this paper to determine the value of
the privileges created by Article VI, Section -2 or the likelihood of the

- Fund's resort to ineligibility. :

68. One finel 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" 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 "net" 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 & memorandum of June 22, 1967)

We refer to our memorandum of June 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 Committee of the
European Economic Community of April 11, 1967. We also requested that
studies be made by the staff on the operationsgl 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 aettention of the
Executive Board in this respect, are those mentioned in the report of the
Monetary Committee.

It is obvious that they are not 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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Subgect- Memorandum Relating to Suggestions for Cer‘baa_n Reforms in
g Licithe: In'bernatn,onal -Monetary Fund - RSN e, el
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On behalf of Messrs. Lieftinck, Lerre, Siglienti, vom Hofe
tocnvand myseélf,y Iram- sendlng you herewith.a memorandum relating to the
tsuggestions:for .certain reforms: in the Fund -mede by the: European

Commilitity ot the:Monetary Committee-in April 3967T-" « = .ol .

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




Memorandum Relating to Suggestions for Certain Reforms
“i in the International Monetary Fund

.Our colleagues, as;well as you yourself and the Fund staff, are aware
of the Communiqué 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
Monetary Cormittee. 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 Committee'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 pollcles and practices that have now proven them-
selves, LT

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 Bxecutive 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 thelr operational char-

acter, 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 addi-
tional information with regard to the other suggestlons of the Monetary
Committee. -

'I.. Status of the Gold Tranche
(Paragraph 8a (i) of the Monetary Commlttee Report of Aprll ll, 1967)

This matter has already been raised. We have seen the legal study of
April 12, 1967 (8M/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 Fund's. resources woyld have the right
to draw within the limits of their gold tranche positio 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 rlght
to challenge .

_ B. In view of A above, the representation in respect of draw1ngs
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 XV of the Artlcles of: Agreement) should not be altered. »

D. . The repurchase obligations prescrlhed in Article V, Sectlon 7,
would remain in force. .

E. The charges provided for in Article V, Section 8 (a) would be
abolished. The super gold trenche positions would bear interest (within
maximm and minimum limits that might be specified).

F, Scarcltv,of Curren_y
T
There does not seem to be-any practical purpose in modlfying the
provisions of the Articles of Agreement in this respect.

II. Use of the Fund's Resources

A, C-ond:Lt:Lons. for Adrawn.ngs v:\.thlnthe credit tranches .-
(Paragraph 8a(11) of the Monetary Committee Report)

The suggestlons contained in that paragraph should at s convenlent
time, be examined by the Bxecutive Board, both with respect to 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 governlng the COHdlthﬂo for repurchase of. draw1ngs ;
on ‘the IMP :
(Monetary Committee Report 8a(1il)

One should ensure the effectiveness and equal appllcatlon of members*
repurchase obligations. . S )

1/ "Gold tranche posltlon .also refers to the "super gold tranche -
position. : : : ; . .



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.,

(v) abolishing the abatements in cases of repurchases calculated
in eurrencies which the Pund may not accept.

(e) including the currencies of non-member countries that are

recognized as convertible by the IMF in the caleculation of re-
serves.,

C. Article VIL Sections 1 and 2 of the Articles of Agreement
(See paragraph 8a (iv) of the Monetary Committee Report)

If the de jure automaticity of the gold tranche is accepted, Article VI,
Section 2, 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

INTERNATIONAL MONETARY FUND

Legal Aspects of Reform of the Gold Tranche

Prepared by the Legal Department

Approved by Joseph Gold

April 10, 1967

Introduction

For some time past, suggestions have been made that if the legal
characteristics of the gold tranche were medified in certain ways, more
members would regard 1t as a component of their reserves and worthy of
inclusion in the official presentation of those reserves. Among the sug-
gestions for referm, special mention should be made of the memorandum
from Mr. van Campenhout circulated as EBD/66/176 (11/28/66).

The present memorandum examines the legal aspects of the gold tranche
and of the suggestions that have bveen 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 gold tranche are given the overwhelming benefit
of any doubt in accordance with E.B. Decision No., 102- (5£/ll), adopted
February 13, 1952 (Selected Decisions, pp. 21-2U4) and, in addition, receive
the benefit of the special procedure for gold tranche drawings established
by E.B. Decision No. 1745-(64/L6), adopted August 3, 1964 (Selected
Decisions, p. 49). These two Decisions constitute the formal basis of the
Fund's gold tranche policy. The resulting status of {i{he gold tranche has
varlously been celled "de facto automaticity”, "virtuval autcmaticity", or

"quasi automaticity'. ~This language reflects the high degree 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 fcllowing discussion
should neat 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. Decision No. 102-(52/11)
which established the gold tranche policy in relation to drawings “which
would raise the Fund's holdings of its [a member's] currency to not more
than its quota.” For the purpose of applying the gold tranche policy,
this description must now be modified to take account of the second part
of paragraph (10) of E.B. Decision No. 1477-(63/8), adopted February 27,
1963 (Selected Decisions, pp. 40-k3) as amended by E.B. Decision No. 2192~
(66/81), adopted September 20, 1966 on the Cempensatory Financing of Export




Fluctuations, which provides: '"Moreover, the Fund will apply its tranche
policies te drawing requests by a member as if the Fund's holdings of the
member's currency were less than its actual holdings of that currency by
the amount of any drawings outstanding under paragraph (5)." 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 than the member's
gquota 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 "gold tranche" is used in this memorandum
in relation to the Fund's policies on the use of its rescurces, 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
repregsents the amount by which actual holdings are less than guota.

It should also be noted that the term "gold tranche" 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 guota 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
"super gold tranche' and the "basic gold tranche' respectively.

OQutline 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 request for a gold
tranche drawing unchallengeable;

(b) eliminating the representation;

(¢} preventing ineligibility from interfering with gold tranche
dravings.

Further topics considered ére4whether:
() -‘there would remain any role for Article VI, Section 2;

(e) a group of other provisions should be modified in the light
of any amendments under (a) to (c¢) above;

(f) corresponding amendments should be made in the Fund's borrowing
arrangements,



2. Repurchase, The topics considereéed are: (i) the elimination of any
obligation to repurchase in respect of gold tranche drawings; (ii) the
elimination of represéntations 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 transacticns, the unit of value in which the Fund's accounts
are presented; and the transferability of gold tranches are considered in
these sections of the memorandum, whlch then concludes wlth a note (7) on
the technique of amendment :

1. Automaticity
Present law

Perhaps the most basic suggestion for reform of the gold tranche has
been that the autcmaticity 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

Cne of tﬁe‘éonditions 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

"Ineligibility to use the Fund's resources.--Whenever the Fund is
of the opinioh 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
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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:

" 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 rescurces of the Fund if the
member 1s, in the opinion of the Fund, using the rescurces of the
Fund in a manner contrary to the purposes of the Fund." (E.B.
Decision No. 284-3, adopted March 10, 1948 (Selected Decisions,

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, cr, having purchased exchange
from the Fund, the Fund's holdings of its currency are in excess of
75 per cent of its quota.” (E.B. Decision Ko. 292-3, adopted
March 30, 1948 (Selected Decisions, p. 33)) 1/

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 reascnable 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 ineligibility under
other provisions, and the Fund must make a determination if it wishes to
prevent that result.

l/ 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. 1In this memorandum,
the discussion of the provision will be confined to the other situation
in which a member "is using" the Fund's resources.



Article VI, 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 mest a large or
sustained outfiow of capital, and the Fund may reguest a menmber
to exercise controls to prevent such use ¢of the resocurces 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 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, bul members
undertake that such capital mOchants W1JL be in accordance
with the purposes of the Fund.

A member is making "net use" of the Fund's resources when the Fund's
holdings of the member's currency exceed 75 per cent of its guota (SM/ol/M5

(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 1.

(ii) Limitation

Under Article V, Section 5 the Fund has powers to limit a wember'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 "using" 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 understcod 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
Regulations: ' -



"K-2. Whene 2r the Executive Board would be authorized to declare
a member in ligible to use the resocurces of the Fund it may
refrain froo making the declaration and indicate the circumstances
under which, and/or the extent to which, the member may make use
of the resources,"

(1ii) Postponement of initial use

- Article 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 contrarj
to the purpooes of thls Agreement or prejudicial to the Fund or the
members."

This provision was the subject of E.B. D60151on No. 284-2, adopted March 10,
1948 (Selected Decisions, p. 106):

1

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
opinion of the Fund, they would lead to the use of the rescurces
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 L(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 ambiguocus under Article VI, Section 1, but a prior transaction would
be necessary if "net use" under this provision were understocd in the same
way as "is using" in Article V, Section 5.

(iv) Challenge

One of the conditions on which a member may purchase excharge
from the Fund under Article 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 with the provisions of this Agreement;"

The Fund has established that it has a power to challenge such a
representaticon, 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
mentloned in Article V, Section 3(3)( ), 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 gocd reasons, challenge the correctness of this

.. declaration, on the grounds that the currency is not presently
needed’ or because. the currency 1s not needed for payment 'in that
. currency,' or because the payments w1ll not be 'consistent with

~ the prov1s1ons of this Agreement, ' If the Fund concludes “that a
particular declaration is not correct the Fund may postpone or
reject the request, or accept it subject to conditions. The phrase
'presently needed' cannot be defined in terms.of 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 ail the- circumstances."

(E.B. Decision No. 28k, 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:

1

If the Fund receives & 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, or (2) the Fund finds when the

. request is before it that action pursuant to that Section should be
considered; then the Fund has the authorlty, pursuant to Article V,
Section 5, of the Fund Agreement, to postpone the transfer as
permitted under the provisions of ‘Rules and Regulations G- 3 for
such time as may reasonably be necessary to decide the question of
applying Article V, Section 5, and, if it decides to apply it, to
prepare and send to the member a report and subject its use of the
Fund's resources to limitations. Under such circumstances the
limitations imposed will apply to the pending request for the
purchaSe of exchange as well as to future requests.” (E.B. Decision
No. 286-1, 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 any distinction should be made. Accordingly, it
would be possible for the Fund to postpone a request, even for a gold
tranche drawing, in order to consider ineligibility proceedings under
Article VI, Section 1 2/ or Article XV, Section 2(a).

2/ As noted above, however, if "net use" under Article VI, Section 1 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 exerc1sable only if there had already been an exchange
transaction.



(v) Suspension

In certain circumstances, the Fund is émpowered by Article XVI
to suspend the operation of various provisicns 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 Fund, the Executive Directors by unanimous vote may suspend
for a pericd of not more than one hundred twenty days the operation
of any of the following provisions:

(i) Article IV, Sections 3 and 4(b).

(ii) Article V, Sections 2, 3, 7, B(a) and (f).
(iii) Article VI Section 2.
(iv) 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.

(c) . 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."

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 condltlons 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'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

'l
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not it hag issued a report under Section 1 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."” ‘ -

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
curréncy 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 reguest 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 cannob be declared
ineligible or limited in its use of the Pund's resources under this provi-
sion and Rule K-2. 3

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(&) is increased by the amount of the super gold tranche.
One of the conditions in that provision is that:

"(iii) The proposed purchase would not cause the Fund's holdings of
the purchasing member's currency to increase by more than twenty-
five percent of its quota during the period of twelve months- ending

3/ 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:

"Special provisions for capital transfers.-~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 Fund under Section 1 of this Article,
Article IV, Section 6, Article V, Section 5, or Article XV, Section
EEa), shall be entitled, notwithstanding the provisions of Section
1(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."

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 capital transfers"
is to add capital transfers of &ll kinds to the other purposes for which
purchases may be made under other provisions. On this view, the words
would be understocd to exclude any possibility that purchases for capital
transfers under the provision could be regarded as an improper use 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 replenlshment
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 currencies held by the Fund above the 75 per cent of
guota 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, according 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 thoze 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=-T75
per cent currencies for capital transfers, including those that are large
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or sustalneﬂ but is also glven an unchallengeable rlght to purchase any

”ws%curren01es for any of the purposes. ccmpatible with the other provisions. of
the Artidles. .A third view would parallel the second one except that any

currencies could be purchased for "any purpose' whether or not compatlble

meth the; other prov131ons of the Articles.

Fasn -

EistRale has obv1ously not ‘been of practlcal importance in the operation of

the Fund ‘tolarrive at a final view of Article VI, Section 2 and. thls w1ll

Jetnot: be“attempted w1th1n the conflnes of thls memorandum.

’*:Present prac tice:

"The. present p011cy of giving the overwhelmlng benefit of. any doubt '

S o R requests for purchases -within the gold tranche is without pregudlce to
;the 1ne11g1b111ty'prov151ons. The intention of the policy was to- convey
~the idea that in practice the Fund would be unlikely to employ its power '
"to challenge such requegts. Nevertheless, the Fund did not, and could not

legally, assure members that it would in no circumstances challenge
requests. to ‘draw the gold tranche. This was the reason why the Fund -

.adepted the cumbersome language of the overwhelming benefit of any &cubt.

The trenche pollcles can be con31dered as 1nd1cat1ng the degree of f
examination which the Fund thinks 1t approprlate to give tc a request under
the purpose of Artlcle I (v) ‘

To glve confldcnce to members b; maklng the Fund s resources

'ﬂq.avallable to them under adequate safeguards, thus providing
them with opportunlty to correct maladjustments in their
balance of payments without resorting to measures desuructlve
of naticnal or international prosperity."”

The ‘Fund has concluded that the. adequacy of safeguards can range from the

¢ overwhelming: benefit of any doubt through examinations that become pro=
gressively stricter with larger cumulative use in terms of quo+a.' It has

“never been thought that the Fund could forego its power to challenge

requests in the gold tranche so that there would be no challenge even'
where it was apparent. beyond controversy that a request was 1ncon51steng

-with the provisions of the Articles. A policy of never challenging requests
< eould. not ‘be-reconciled with E.B. Decisiorn No. 284-k and the- corcept of

‘adeduate safeguards, both of whlch apply at present to all purchases 1rom
»kthe Fund.: . il .

L

oy Lo,

Although 1t 1s recognlzed that the present gold ‘tranche pollcy glves
members a high degree of assurance that they will be able to make drawings
in"the -gold tranche without challenge, it has been argued that one respect
in which this assurance is less. valuable than a de jure assurance 1s that
nothing would prevent the Fund from rescinding its preeent policy. As’a
legal proposition, it must be agreed that the Executive Directors havel the
power to amend or rescind a policy decision, although this has nothing to
do with the likelihced or unlikelihcod of the amendment or rescission of
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any particular decision. If the Fund were to anncunce 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 regarded 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 liguidated should it ever be terminated should not be regarded
as being beyond 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 subsequent
actlon of the Fund. While this is true, the Fund's repudiation of such an
assurance would be a breach of goed faith, and therefore it cannot be con-
templated as more than a theoretical possibility.

It is concluded that although the Fund's gold tranche policy already
gives a very high degree of de facto assurance to members, it would be
possible to give it a certain amount of further underpinning by the adoption
of a decision on the liguidation of the present 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 effect of a liguidation of the pdlicy. would be
that existing gold tranches would continue to be governed by the old poliey;
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 net give de jure autcmaticity. That is to say, such automaticlty as
gold tranche drawings would enjoy in practice would continue to depend on
Fund policies which were legally revocable, and in addition drawings would
be subject to the legal powers of the Fund to interpcse 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
somme legal basis, and it is this suggestion which might be regarded by socme
as.the most important single improvement in the reserve quality of the gold
“tranche. This would be done by amendment, but the suggéstion covers a range
of possibilities. Some of these are congidered -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 the gold tranche, whether the super or basic gold tranche,
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would not be subject to challenge. Appropriate language would have teo 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 undér any new facility of a comparable character were excluded from
the calculation of the gold tranche. Presumably, this would have to be

done by language which- enabled the Executive Directors to determine from
time to time which holdings (in terms of facilities) should be excluded for
this purpose. :

If the representation were unchallengeable, this would set aside the
povwer 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
because the exercise of this power is a prelude to the consideration of
limitation or ineligibility and it might be decided not to affect the pregent
provisions on limitation or ineligibility. However, there could be no legasl
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 Pund might
otherwise bBe 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 ths Fund's resources to
meet a large or sustained outflow of capital, or the member was failing to
fulfill any of the obligations under the Articles.

(b) If the amendment tcok the form that reguests 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 menber 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 improper use of the
Fund's resources drawn in the gold tranche. This brings the discussion,
therefore, to the question of amending the Articlesg 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 reqguests 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., ag 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 inconsistently 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 toneclude that even if a member were ineligible under Article IV,
Section 6, or Article V, Section 5, or Article VI, Secticn 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, Secticon 5 or Article VI, Section 1 should not prevent gold tranche
drawings, but ineligibility under other provisions could still prevent these
drawings.

In this connection, it should be made clear that there are many possi-
bilities in modifying the application of the ineligibility provisions to ths
geld tranche, Under Article V, Section 5 and Article VI, Section 1, a
member cannot be declared ineligible at a time when the Fund's holdings of
the member's currency are below 75 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-
‘matically when the Fund's holdings fall below 75 per cent. This emerges
‘¢learly 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. Accoxrdingly,
if it were agreed that ineligibility should not preclude gold tranche drawings,
this would mean presumably that the guota level would be substituted for the
75 per cent level under Article 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'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 auvtomatically 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 conceivable that if the member 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) 1If any of the foregoing reforms were adopted, it would be appro-
priate to consider the impact on Article VI, Section 2.. If the representation
of Article V, Section 3(a)(i) were abolished for gold tranﬁ?e drawings, no
obvious function would be left for Article VI, Section 2. The gold tranche
facility would then be more extensive and more yeadily 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
required to represent that the transaction requested was "presently needed
for making in thalt currency payments which are consistent with the provisions
of this Agreement." In those circumstances, Article VI; Section 2 could be
considered to provide an additiomal 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 "the provisions of this Agreement”,
namely Article VI, Section 1.

(e) The question of the éxteht to which auntomaticity 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, .

"A member shall not be entitled without the permission of the
Fund to use the Fund's resources to acguire currency to hold
against forward exchange transactions.”

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.

h/ 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 VIT, Section 3(a) has been qucted above. If Article V,
Section 3(a)(ii) 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 1{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:

"Liguidation of the Fund.--(a) The Fund may not be liquidated except
by decision uof the Board of Governors. In an emergency, if the
Executive Directors decide that 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 rorthwith 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 Schedule E.

(¢) Liquidation shall be administered in accordance with the
provisions of Schedule E."

Article XX, Section L4(d), etc. Under this provision the Fund may permit
members whose metropolitan territories had been occupied by the enemy to
engage 1in exchange transactions before the establishment of an initial par
value:

" (d) 1In the case of a member whose metropolitan territory has been
occupied by the enemy, the provisions of (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 period 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.
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(iii) At any time before the date fixed under (i) above,
changes may be mede by agreement with the Fund in the
par value communicated under (a) above."

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
making 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 trangsactions even though a member does not fall within Article XX,
Section 4(d).” The following is the text of E.B. Decision No. 1687-(64/22),
adopted April 22, 196k4:"

" (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 ccmplete 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.

(b) 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), adcpted February 27, 1963."
(Selected Decisions, p. 48)

The comments which have been made aboveAin connection with Article XX,
Section 4(d) would apply equally to this decision.

Ariicle XX, Section L4(i). This provision and E.B. Decision No. 28k-2
_with respect to it have been guoted 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 "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." 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 case of a member that was. alresdy using the
Fund's resources. Therefore, if gold tranche drawings were to be permitted
notwithstanding the ineligibility provisiens of the Articles, as now written
or as amended, this would be an argument for permitting gold tranﬂhe drawings
notw1thstand1ng Article XX, Section L(i).

(f) Reform of the gold tranche "in order to create some form of de
Jure automaticity, which by hypothesis would go beyond the present de facto
automaticity, should be considered in relation to the provisions of the
General Arrangements to Borrow. Paragraph 11(f) of the G.A.B. was drafted
with 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 rcquest for a gold tranche transaction. The first two
sentences of Paragraph 11(f) state that:

"Before the date prescribed in Paragraph 11(a), a. participant may
give notice representing that there is a balance of payments need
for repayment 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.”

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 sitqation would arise under the agreement between Italy and
the Fund (EBS/66/167, Sup. 1 (8/15/66)). Under 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 amount
lent to the Fund and requesting such repayment. The Fund
"shall give the overwheélming benefit of any doubt to Italy's
representation,”

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., Repurchase

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.é/ This is prescribed by Article V,
Section 7(c)::

" (c) None of the adjustments describzsd in (b) above shall be
carried to a p01nt at which

(i) the member S. monetary reserves are below its quota, or

(i1) the“Fund s holdings of its currency are below seventy—flve
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.
Technlcally, this would require no more than the elimination of the words
“seventy-five percent of" in Article V, Section 7(c)(ii) and (iii) and
corresponding changes in the Fund's dec1s1ons on repurchase such as the
abrogation of Paragraph 2(c) of E.B. Decision g? (52/11), adopted
February 13, 1952 (Selected Decisions, p. £3) A varlatlon of this.
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
currency in repurchase up to the quota level and, therefore, beyond the
present maximum limit of 75 per cent of guota. 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 11, 1949 (Sclected Decisions, p. 51))

_/ The question whether this should lead to a similar amendment of
the other provisions of the Articles in which the 75 per cent level appears
is not considered in this memorandum.
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Although it would be logical to raise the 75 mer 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. 23), 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( ), if the Fund's holdings of a member's currency resulting
from a transaction in the basic gold tranche have not been reduced to 75 per
cent 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
heldings 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). 1In
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. Z/
Cne 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 peried should fall
within an outside range of three to five years after the purchase. There-
* fore, if E.B. Decision No. 102-(52/11) 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.
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Although members are cbliged to maks no more than a temporary use of

the Fund's resources, the Fund can determine what is meant by tewmporary.
"It could legally 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 prcblemsg., 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:

"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.

(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 excesaded 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 legal aspects of the provision have been 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 distribubion 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 must be made to all members on the basis of guotas.

It is possible to concelve of a very large range of modifications of
Article XIT, Section 6. Among them would be the following, either singly
or in various ccmbinations:

(i) A cumulative preferential distribution of 2 per cent on super
gold tranches.

(i5.) 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) Preferential 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 XIT, 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 1 per
cent, It is imposed pursuant to Article V, Section 8(a):

" 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. "

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



- 23 -

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 Dart 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 would 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:

" 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 pursuvant to Article IV,
Section 8(b){ii) of the Articles of Agreement.'

This is an accounting convenience, expressing the Fund's transactions and
countries' positions in the Fund in the unit most commonly used by members
themselves to express their other external financial transactions and to
record their reserve assets, including gold. 1t is understocd, however,
and spec1f1callj stated in Membership Resolutions adopted by the Board of
Governors, that the term "dollar" or "$" means the United States dollar of
the gold weight and fineness in effect on July 1, 194k, _/

The underlying Fund unit of account, for all calculations under the
Articles of Agreement, including those relating to the Fund's holdings of
currencies, is this United States dollar of 194k, subject to all of the
provisiors 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 scome reference to these
provisions along the following lines:

" The accounts are expressed in United States dollars of the
weight and fineness in effect on July 1, 19hk, i.e., of (.888671
grams of fine gold, subject to the provisions of the Articles of
Agreement of the Fund."

8/ cf. Article IV, Section 1:
"Expression of par values.--{a) The par value of the currency
of each member shall be expressed in terms of gold as a common
denominator or in terms of the United States dollar of the weight
and fineness in effect on July 1, 194k,

(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."



- 2L o

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 possible 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
‘of 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 relating to the existing mechanlsm of exchange
transactions with the Fund. The second technique would reguire 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 alsoc have to be dec1del 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 precire amendment that is contemplated. Some of the most
complex issues might arise in connection with de jure autometicity, but
once these were resolved, they might be the easiest to handle as a technical
guestion 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 gualifications throughout
the Articles. This technigue 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 corly by changing the
text of that provision,

For convenience, the text of Article XVII, dealing with amendments,
is reproduced here:

" (a) Any proposal to introduce modifications in this Agreement,
whether emanating from a member, a governor or the Executive
Directors, shall be communicated 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-fifths 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) the right to withdraw from the Fund (Article XV,
Section 1);

(ii) the provision that no change in a member's quota shall be
made without its consent (Article III, Section 2);

(iii) the provision that no change may be made in the par value
of a member's 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.”
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April 19, 1967

To: Members of the Executive Board
From: The Secretary

Subject: EEC - Ministerial Communiqué and Report of Monetary Committee

Dr. Erminger, Chairman of the Deputies of the Group of Ten,
has asked that Executive Directors be informed as follcws: "The
communiqué 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 for the forthcoming meetings."

Accordingly, there are attached English translations of the
comnuniqué and of the report referred to by Dr. Brminger. It shculd be
particularly roted that the translations are not official but are pro-

visional transletions provided by the Fund staff for the convenience of

participants in the forthccming joint meetings.

Att: (1)
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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. Franz 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
Debré, 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 CGovern-
ment and Minister of Finance (Luxembourg); Prof. Dr. Karl Schiller, Min-
ister of Economic Affairs, end 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 Pérouse, Chairmen of the Short-Term Economic
Pelicy 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 ides that the EEC member countries ought to occupy a
place in the international monetary institutions more in keeping with
their sctuasl responsibilities, their growing economic solldarity, the
expansion of their trade, and their economic and financial influence
("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 internationsal monetary system and to
continue a close cooperation in the fubture, so that they will be in &

_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.
liguidity 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 alternabive solutions adopted for the same purpose, should be
dependent upon a common Jjudgment thet a shortage exists, upon a better,
functioning of the adjustment process, and upon the achievement of a
better equilivrium in internstional 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.



.3, These measures should not be related to short-term cyclical
phenomena but to long-term reguircmenis.

‘. 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.

5a 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 conditiosnal and unconditional drawing rights within the
IMF. ' '

6. In connection with the goals mentioned asbove, 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 opsrations.

T Automatic drawing rights, should carry an obligation to repur-
chase for debtors who had used 2ll-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. The effect of such an obligation would be to
improve the adjustment process. It should also prevent drswing rights
being used to alter the composition of reserves.

8. International Monetary Fund drawing rights are not directly
transferable. Nevertheliess, the guestion of voluntary bilatersl 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.
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Translation

EUROFPEAN ECONOMIC : Brussels, April 11, 1967
COMMUNTTY 5742/11/67 « F
- Monetary Committee VERY CONFIDENTIAL

REPORT BY THE MONETARY COMMITTEE
to the Finance Ministers and the

Central Bank Governors of the EEC

1. During their meeting of Janvary 16 and 17, 1967, the Finance
Ministers and the Central Bank Governors of the six countries forming
the Buropean Economic Community agreed on a communiqué which contained
the following: '"the Ministers and Governors, anxious to confirm their
solidarity on a question as important es 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 BEC to study without delay the improvement of the methods of interw
national credit”.

2. In carrying out these instructions, the Monetary Committee has tried
to work out the main points for a common position by the BEC 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
liguidity became necessary, this increase could be based on an extension
of the credit mechanisms within the International Monetary Fund.

ii. In order to ensure that any decisions on the creation of
liguidity are not taken prematurely and do not exceed the necessary
volume compatible with the maintenance of wonetary 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 Tinancial responsibilities.

iii. Finally, it would be desirable to take the opportunity afforded
by the alteration of certain Fund Articles for the purposes mentioned in
(1) 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 funce
tioning of an expanded liguidity mechanism within the Fund.

% A provisional English translation by the Fund staff.



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, and in particular those relating to
the various forms of liquidity creation.

A. FEXPANSION 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 polnted out thét geheral or special in-
creases in quotas, whether as part of the normal quinguennial 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 reguired 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 1t could be implemented--for example, by granting additlonal
gold tranches either against partial payment in gold or without gold pay-
ment, or by giving the credit tranches a progressively automatic character.

The mewbers of the Monetary Committee unanimously recalled that the
cregtion 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 RBanks no longer contributing
toward the financing of the foreign deficits of the reserve currency
countries.

e



The possible increase in the volume of automatic drawing rights could
be brought about through the adoptloﬁ of varicus institutional; 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 "flcating" (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
awing 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'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 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 euto-
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 conm-
position of the reserves of the drawing countries, and (b) directly trans-
ferable between the monetary authorities of the member countries.

Te 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 technigues
of this sort would require changes in the structure and operations of the
International Monetary Fund, and in particular an agreement on dec151on—
taking procedures, such as tbose set out below.

B. CHANGES IN CERTAIN RULES AND PRACTICES 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 prov151ons

—e— e e — e e e e e

(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



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 gualities of a true reserve. It would be desirable
to improve their status with respect to full autometicity 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-
acteristies 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 propcesals as rapidly as possible.

(ii) Conditions 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 exsmple, by setting down certain quantitative standards to which
they would have to conform, especially with respect to their budgetary,
monetary and income policles. A change in the scale of charges could also
be envisaged. : '

If the rules were strengthened im 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 guota, since this limit is hardly ever respected in practice.

(1ii) 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 clircumstances 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 Artiele I by
making specific mention of price stabilitys; :

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 quotes 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 majority.

Article IV, Section 8 of the Fund Articles of Agreement lays down that
a waiver may be grented 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 Commlttee proposes that the present definition
of par values and of the IMF unmit of account (Article IV, Section 1 (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_ynanimously, 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 majority. 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; this majority ought to include at least half the major
creditor countries .= '

In such a system, the EEC countries, which now hold 17 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 not become debtors.
Assuming that this gqualified majority were only 80 per cent, the EEC countries

2] These votes are weighted mainly in accordance with the size of the
quotas.

2/ Mgjor 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.



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 countries. Some of them, whose quota
is lower than 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 BEC 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 strengtheriing of
the machinery for adjusting voting rights should be studied. It is also
suggested that the range of decisions to be teken 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.

11l. The Monetary Committee feels that it would also be desirable to lay ,
down that decisions should be taken by a qualified maJorlty in other fields,
and partlcularly 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 guestion whether, among the decisions
which ought to be tsken 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 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 the Fund. Finally, it could
handle questions relating to the interpretation of the Fund Articles of !
Agreenment. .





