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MEMORANDUM 

TO: Mr. Whitelaw 

FROM: J. J. Polak 

SUBJECT: The Financial Structure 

June 2, 1975 

/// 

/ 
of/ the General Account 

\ _.,// 
"-----------

The attached paper approaches some of the questions we were 

discussing at lunch from the angle of the Fund's income. 
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~ ' ... J . J. P. 

The Financial Structure of the General Account 

April 25, 1975 

Recent discussions of the Executive Directors and recent staff paperr):_/ 

indicate the high degree of complexity of the financial structure of the 

General Account. That structure is also unsatisfactory from a number of 

points of view. It tends to create wide swings in the balance between the 

Fund's operational income and expenditure; it gives uneconomic incentives 

for members to use the gold tranche in preference to SDRs; and it is inequit­

able in the distribution among members of the cost of financing of the Fund's 

assets (see below). 

This note analyzes briefly the financial structure of the General Account 

and suggests an alternative and perhaps more satisfactory structure. 

It is instructive to take as a reference point for the analysis the 

extremely simple financial structure of the Special Drawi~g Account. Measuring 

from the net cumulative allocation (NCA) of each participant, the Special 

Drawing Account can be seen as involving an extension of credit to those 

participants whose holdings of SDRs are below their NCA and~ those partici­

pants (and other holders, incl~ding the General Account) whose holdings of 

SDRs are in excess of their NCA. Since the Special Drawing Account operates 

by the transfer of balances among participants (and other holders), the 

aggregate amount of holdings in excess of NCA must equal the aggregate short~ 

fall of holdings below NCA. Participants with a deficit position in SDRs 

!/ SM/75/59, "Payment of Members' Own Currencies in Excess of 75 per cent 
of Quota Increases," March 20, 1975 and SM/75/65, "Recent Developments Affect­
ing Fund Income and Expense," March 24, 1975. 
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pay interest at the same rate as that received b~ others on excess holdings. 

Identical amounts at identical rates produce equality between the net receipts 

and the net payments of interest of the Special Drawing Account, whatever·'the 

extent of use of SDRs, either in absolute amount or in per cent of NCA. 1/ 

Neither of these two identities of the Special Drawing Account--that 

of interest rates and that' of the amounts to which they apply--prevails in 

the General Account, and the complexities of that Account can suita.bly be 

discussed in terms of (i) differential interest rates and (ii) interest free 

assets and resources. 

Differential interest rates 

Until 1969 the Fund paid no credit interest· I on any . of the :i:-esources 

used in its transactions except on resources obtained from borrow~ng. When 

remuneration on the creditor positions that are the counterpart of outstand"!" 

ing drawings was introduced in 1969, it was at a low rate.(the sam,e.as.the 

interest rate on borrowing under the GAB) and well below the.ayerage debit 

interest rate charged by the Fund (although that rate itself was low too). 

Under this structure of rates the Fund was almost bound to make a large operational 

income if it had substantial drawings outstanding. 

Recent changes have moved the structure of the Fund's charges, rates of 

remuneration, and interest rates·· on borrowing towards approximate equality 

between effective debit and credit interest rates, so that in this respect 

the General Account has begun to approach the structure of the Special Drawing 

Account. Thus, the normal rate of charges now runs from 4.per cent to 6 per 

cent, with an average of about 5 per cent, while the normal rate of r~unerati.on 

1/ The balance of interest receipts and expenditure leaves no residual to 
defray the operating cost of the SDR system; this is taken care of separately 
by "assessment" of all participants in proportion to their NCA. With operating 
cost of the SDR account estimated at about SDR 1 million per year, the assess­
ment current is in the order of one hundredth of 1 per cent of NCA per year. 
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at the present time equals 5 per cent. (The lower rate of remuneration of 

2 1/2 per cent on the first 25 per cent of the super gold tranche is not 

intended to be a permanent feature of the Fund's financial structure.) The 

1974 oil facility was based on money borrowed at 7 per cent and relent at 

approximately the same rate. The recent amendment of the General Arrangements 

to Borrow incorporates the principle of a "pass through" of interest ;from 

users to lenders. 

The charges set for the 1975 oil facility introduced a further and 

important change. These charges are still closely related to the interest 

paid by the Fund on amounts to be borrowed but a differential of approxilnately 

1/2 per cent per annum has been introduced.· The purpose of this ditferential 

is to make a contribution to the cost of running the Fund. A modest di.:l;fe;rential 

between debit and credit interest rates applied to all of the :Fund's tra,ns.,-­

actions would suffice to meet a considerable part of the Fund's administra~ 

tive expenditure. For example, a differential of 1/2.per cent on draw;i,ngs 

of SDR 5 billion would yield SDR 25 million per annum, approxi~tely half 

the Fund's current administrative expenditure. 

The Fund has a second major source to meet its administrative ex.pendi.~ 

ture in the income earned on its reserves, _which constitute an interest-;free 

source of funds. The investm~nt of these reserves (which amount to app;roxinlately 

SDR 700 million) in the Fund's own· business yields approximately SDR 35 million 

at the current average rate of charges on ordinary transactions. 

It would appear from the preceding that--subject to what is said in the 

next section--taking one year with another and provided that the.average 

level of outstanding drawings of the Fund remains reasonably high, it ~hauid 

be possible to cover the administrative expenses of the Fund in the main from 
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the two sources mentioned.!/ It should be noted that this could be achieved 

in spite of payment of remuneration on the full amount of subscribed currencies 

used--i.e., on the amount of the excess of 100 per cent of quota over holdings 

of any currency. Over time the upward trend in transactions could probably take 

care of the upward trend in expenditure. The level of reserves might also 

have a tendency to grow insofar as, on average, income might be expected 

to be somewhat in excess of expenditure. A possible further modest addition 

to the Fund's income is suggested below. 

Interest free assets and resources 

These arrangements would not ensure a .reasonable balance between the 

Fund's income .and. expenditure,-.hecause_.the_ Eund.!.s.. assets are not. limited_. 

to outstanding drawings on which interest is earned (plus some holdings of 

SDRs, received in lieu of gold or currency, on which interest is also earned), 

and the Fund's sources of funds are not limited to currencies on which credit 

interest has to be paid,and reserves. The Fund's assets also include gold 

on which it earns no interest, and it has an interest-free source of finance 

in members' basic gold tranche positions. 

The annexed table indicates that,except at the end of 1971, the Fund's 

holdings of gold were somewhat larger than the amounts of undrawn basic 

gold tranche positions and that. the difference between the two was subject 

to substantial year-to-year fluctuation. Insofar as the Fund's gold holdings 

exceed the interest-free resources available in the basic gold tranche, 

interesting-costing resources are tied up in holding gold, and the Fund's 

overall financial results tend to move into deficit. Thus, one of the reasons 

for the Fund's deficit in recent years has been related to factors that could 

1/ The Fund also receives a significant amount of income from transaction 
charges. 



- 5 -

not reasonably be expected to be corrected through adjustment of the Fund's 

debit or credit interest rates. 

An Alternative Financial Structure for the General Account 

This analysis suggests a change in the financial structure of the General 

Account in such a way as to provide a more stable basis of revenue for the 

Fund. Such a change could at the same time eliminate.the inequity of the 

present structure under which some members of the Fund support the institution 

by maintaining an interest-free deposit equal to 25 per cent of their quotas, 

while other members do so only partially or not at all. At the same time, the 

suggested change takes into account a widespread feeling that it would.be in~ 

compatible with the reserve character of the gold tranche to remove this in~ 

equity by making the use of any part of the gold tranche subject to the pay­

ment of either a transactions or an interest charge. 

The suggestion would be that as long as, and to the extent that, the 

Fund continued to hold gold, its members should on an equitable basis make 

available to the Fund interest-free resources to finance the hold~ng of this 

asset. If all members held a basic gold tranche position, this could be. 

achieved by making part of this position interest-free. Since only part of 

the members hold such a position, the objective sought can most conven~ently 

be attained by paying creditor. interest (remuneration) on the whole gold 

tranche and levying a charge on all members in proportion to quota, at the 

prevailing rate of remuneration, on an aggregate amount equal to the Fund's 

holdings of gold. At SDR 5.3 billion, .these holdings will be a little over 

half of a full tranche of aggregate quotas equalling SDR 39 billion. if 
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the a:mount subject to the charge were set slightly above the Fund's actual 

gold holdings at the time of the amendment (e.g., at SDR 5.5 billion to be 

adjusted for any subsequent changes in the Fund's holdings of goldl/~he 

charge on the additional amount would provide some further leeway for the 

Fund's finances. 

If the financial structure of the General Account were recast along 

these lines, the balance of the Fund's income and expenditure would no longer 

be affected by fluctuations in the use of the gold tranche or by the sale of 

gold for currencies. It would also only be marginally affected by variations 

in the :mode of payment of the "gold portion" of quota increases. Payment of 

this portion in SDRs would give the Fund an interest-earning asset ~gainst 

a decrease in interest-earning outstanding drawings or an increase in 

remuneration-costing gold tranche positions; payment in currency would leave 
unchanged 

/the member's position in relation to quota, and hence also the amount subject 

to remuneration or to the payment of charges. 

· 1/ Abstraction is made here from possible acquisition of gold by the fund 
under a substitution arrangement; gold so acquired would in any case requ~re 
separate financing. 
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General Account 

Interest-Free Sources of Financ~and Assets 

(In millions of SDRs) 

Basic Gold 
Tranche Gold 

Date Positions Holdings Difference 

(1) (2) (1): - · (2) 

As of April 30: 

1968 2515 3816 -1301 

1969 3259 3371 -112 

1970 3289 3565 -276 

1971 4894 4738 156 

1972 4657 5331 -674 

1973 4241 5370 · -1129 

1974 4523 5370 -847 

December 31, 1974 5041 5370 -329 

:!_/ Not including Reserve Accounts. 
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MEMORANDUM 

TO: 

FROM: 

Managing Director 

J. J. Polak 

· April 25, · 1975 

SUBJECT: The Financial Structure of the General Account 

I believe that the attached would be helpful to Directors in 

clarifying some issues that are clearly in need of ·clarification. 

cc: Deputy Managing Director 
Mr. Gold 
Mr··. Habermeier 
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Tbe liDancial Structure of the General Account 

A Note by the Economic Counsellor 

April 25. 1975 

Recent discussions of the Executive Director• and recent staff paperJ/ 
indicate tba high degree of complexity of the financial structure of the 

General Account. That atructure 1a alao unsatisfactory from a number of 

point• of view. It tends to create wide awinga in the balance between the 

Fund's "?per&tioual income &Del apenditure; it gives uneconomic incentives 

for members to use the 1014 tranche in preference to SDRa; and it 1a inequit­

able in the distribution among members of the cost of financing of the lund's 

assets (see below). 

Thia note analyzes briefly the financial structure of the General Account 

and suggests an alternative and perhaps more satiafactory structure. 

It is instructive to take as a reference point for the analyai• the 

extremely simple financial structure of the Special Drawing Account. Maaauring 

from the net cumulative allocation (HCA) of aach participant. the Special 

Drawiug Account can be seen as involving an extension of credit !!!_ those 

participants whose holdings of SDRs are below their NCA and J!I. those partici­

pants (and other holders. iacluding the General Account) whose holdings of 

SDRa are in excess of their NCA. Since the Special Drawing Account operate& 

by the tr8D8fer of balances among participants (and other boldera). the 

aggregate amount of holdings in excess of NCA must equal the aggregate short­

fall of holdings below NCA. Participants with a deficit position in SDRs 

1/ SM/7S/J9. "Payment of Members' Own Currencies in !xcess of 75 per cent 
of Quota Increases." March 20. 1975 and SM/75/65. "Recent Developmeuta Affect­
ing P'uDd Income and Expenae." March 24. 1975. 
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pay interest at the same rate as that received by others on excess holdings. 

Identical amounts at identical rates produce equality between the net receipts 

and the net payments of interest of the Special Drawing Account, whatever the 

extent of use of SDRs, either in absolute amount or in per cent of KCA.11 

Neither of these two identities of the Special Drawing Account~that 

of interest rates and that of the amounts to which they apply--prevail• in 

the General Account, and the complexities of that Account can suitably be 

discussed in terms of (1) differential interest rates and (ii) interest free 

assets and resources. 

Differential interest rates 

Until 1969 the Fund paid no credit interest;,t"~on any of the resources 

used in ita transactions except on resources obtained from borrowing. When 
()JU.,l 

remuneration on the creditor positions that ,-r• the counterpart of outstand-

ing drawings was introduced in 1969, it was •ta low rate (the same as the 

interest rate on borrowing under the GAB) and well below the average debit 

interest rate charged by the Fund (although that rate itself was low too). 

Under this structure of rate& the Fund was almost bound to make a large operational 

income if it bad substantial drawings outstanding. 

Recent changes have a>ved the structure of the Fund's charges, rates of 

remuneration, and interest rates on borrowing towards approxillate equality 

between effective debit and credit interest rates, so that in this respect 

the General Account has begun to approach the structure of the Spacial Drawing 

Account. Thus, the normal rate of charges now runs from 4 per cent to 6 per 

cent, with an average of about 5 per cent, while the normal rate of ramuneration 

1/ The balance of interest receipts and expenditure leaves no residual to 
defray the opei-ating coat of the SDR system; this is taken care of separately 
by "assessment" of all participants in proportion to their NCA. With operating 
coat of the SDR account estimated at about SDR 1 million per year, the assess­
ment current is in the order of one hundredth of 1 per cent of HCA per year. 
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at the present time equals 5 per cent. (The lower rate of remuneration of 

2 1/2 par cent on the first 25 per cent of the super gold tranche 1• not 

intended to be a permanent feature of the Fund's financial structure.) The 

1974 oil facility was based on money borrowed at 7 per cent and relent at 

approximately the same rate. The recent amendment of the General Arrangements 

to Borrow incorporates the principle of a "pasa through" of interest from 

users to lenders. 

The charges set for the 1975 oil facility introduced a further and 

important change. These charges are still closely related to the interest 

paid by the Fund on amounts to be borrowed but a differential of approximately 

1/2 per cant per annum has been introduced. The purpose of this differential 

is to make a contribution to the coat of ruoo1ug the Fund. A modest differential 

between debit and credit interest rates applied to all of the Fund's trans­

actions would suffice to meet a conaiderable part of the Fund's administra-

tive expenditure. For example, a differential of 1/2 per cent on drawings 

of SDR 5 billion would yield SDR 25 million per annum, approximately half 

the Fund's current administrative expenditure. 

The Fund bas a second major source to meet its administrative expendi-

ture in the income earned on its reserves, which constitute an interest-free 

source of funds. The investment of these reserves (which amount to approximately 

SDR 700 mill.ion) in the Fund's own business yields approximately SDR. 35 million 

at the current average rate of charges on ordinary transactions. 

It would appear from the precediug tbat-aubject to what ia said in the 

next section-taking one year with another and provided that the average 

lwel of outatanding drawings of the Fund rflll&ins reasonably high, it showld 

be poaaible to cover the administrative expenses of the Fund in the main from 
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the two sources mentloDed.1/ It should be noted that thie could be achieved 

in spite of payment of raauneration on the full amount of aubacribed curreacies 

~-i.e., on the amount of the excess of !Q.Q. per cent of quota over holdings 

of any currency. Over time the upward trend in transactions could probably take 

care of the upward trend in expenditure. The level of reserves might alao 

have a tendency to grow insofar as, on average, income might be expected 

to be somewhat in excess of expenditure. A possible further modest addition 

to the Fund's income is suggested below. 

Interest free assets and resources 

These arrangements would~ ensure a reasonable balance between the 

Fund's income and expenditure, because the Fund's assets are not limited 

to outstanding drawings on which interest is earned (plus some holdings of 

SDRs, received in lieu of gold or currency, on which interest is also earned), 

and the l'und'• sources of funds are not limited to currencies on which credit 

interest bas to he paid1 and reserves. The Fund's assets also include gold 

on which it earns no interest, and it has an interest-free source of finance 

in members' basic gold tranche positions. 

The annexed table indicates that,except at the entl of 1971, the Fund's 

holdings of gold were somewhat larger than the amounts of undrawn basic 

gold tranche poeJ.tions and that the difference between the two was subject 

to substantial year-to-year fluctuation. lnaofar as the Fund's gold holdings 

exceed the interest-free resources available in the basic gold tranche, 

interesting-costina resources are tied up in holding gold, and the Fund's 

overall financial results tend to move into deficit. Thus, one of the reasons 

for the Fund's deficit in recent years baa been related to factors that could 

Y The Fund also receives a significant amount of income from transaction 
charges. 
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not reaaonably be expected to be corrected through adjustment of the Fund's 

debit or credit interest rates. 

An Alternative Financial Structure for the General .Account 

This analysis suggests a change in the financial structure of the General 

Account in such a way as to provide a more stable basis of revenue for tbe 

l'und. Such a change could at the same time eliminate the inequity of the 

present structure under which some members of the Fund support the institution 

by maintaining an interest-free deposit equal to 25 per cent of their quotas, 

while other members do so only partially or not at all. At the same time, the 

suggesta4 change takes into account a widespread feeling that it would be ill­

compatible with the reserve character of the 1old tranche to remove this in­

equity by making the uae of any part of the sold tranche subject to the pay­

ment of either a transactions or an interest charge • 

The suggestion would be that as long as, and to the extent that, the 

Fund continued to hold gold, its members should on an equitable basis make 

available to the l'und interest-free resources to finance the holdina of this 

aaset. If all members held a basic gold tranche position, thia could be 

achieved by making part of this position interest-free. Since only part of 

the members bold such a position, the objective sought can most conveniently 

be attained by paying creditor interest (remuneration) on the whole gold 

tranche and levying a charge 011 all members in proportion to quota. at the 

prevail!Qa rate of remuneration, on an aggregate amount equal to the l'und's 

holdings of gold. At SDR S.3 billion, :.these holdings will be a little over 

half of a full tranche of aggregate quotas equalling SDR 31 billion. If j 
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the amount subject to the charge were set slightly above the Fund's actual 

gold holdings at the time of the amendment (e.g .• at SDR S.5 billion to be 

adjusted for any subsequent changes in the Fund'• holdings of 1o1#)he 

charge on the additional amount would provide some further leeway for the 

Pund's finances. 

If the financial structure of the General Account were recast along 

theae lines, the balance of the Fund's income and expenditure would no longer 

be affected by fluctuations in the use of the gold tranche or by the sale of 

gold for currencies. It would also only be marginally affected lty variations 

in the mode of payment of the "gold portion" of quota increases. Payment of 

this portion in SDRs would give the Fund an interest-earning asset against 

a decrease in interest-earning outstanding drawings or an increase 1n 

remuneration-coating gold tranche positions; payment in currency would leave~ 

the member's position in relation to quot~~b.a118, i _ 

.'J / t: ' /~ 0 ~ bi>/' ~ r 11 1 ~ ' f<> ,e (Y'l 1/Yl ti a f,r;.,, 
()>('- ro .tM. f~ Y'y (h iA o 6 ~ 

Y Abstraction is made here from possible acquisition of gold by the Fund 
under a substitution arrangement; gold so acquired would in any case require 
separate financing • 
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General Account 

Interest-Free Sources of Piner,c.):/and Assets 

(In millioua of SDRe) 

Basic Gold 
Tranche Gold 

- Date 
& 

Poaittona Bo¥!PI• Differ !A ; • ; • 
(1) (2) (ll - (2) 

As of April 30: 

1968 2515 3816 -1301 

1969 3259 3371 -U2 

1970 3289 3565 -276 

1971 4894 4738 156 

1 1972 4657 5331 -674 

1973 4241 5370 -1129 

I 1974 4523 5370 -847 

December 31, 1974 5041 .5370 -329 

!/ Not iDcluding Reserve Accounts • 

• 
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MEMORANDUM 

TO: 

FROM: 

Managing Director 
Deputy Managing Director 

J. J. Polak 

February 26, 1975 

SUBJECT: The Financial Structure of the General Account 

I refer to Mr. Habermeier's comments. 

The paper does not propose a new amendment and there is no 
difference of view that we should not actively pursue the ideas contained 
in the paper as a new amendment. 

I doubt that our chances of members taking a reasonable view on 
such major issues as return of the Fund's gold or gold sales and invest­
ment of the proceeds would be reduced by Executive Directors having a 
clear understanding of the income and expenditure structure of the General 
Account. 

The editorial suggestions implied in Mr. Habermeier's memorandum 
can be accommodated. In particular, now that you are on record in favor 
of a half per cent margin on the oil facility (which would yield SDR 25 
million a year on an assumed total of SDR S billion) it would be reasonab'le 
to eay that the Fund's finances could approxilllately be covered without 
investing the proceed• of gold sales at interest. This would permit consider­
ing any such investment without regard to its effect on the Fund's finances, 
e.g., in a trust fund at a zero or minimal rate of interest. 

cc: Mr. Gold 
Mr. Habermeier 
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MFJl)RANDUM 

TO: 

FROM: 

Acting Managing Director 

J. J. Polak 

February 21. 1975 

SUBJECT: The Pinancial Structure of the General Account 

The attached paper ia relevant to a number of amendment isauea 
being diacuseed. I should like it to be issued, therefore, as soon as 
possible. 

The paper has benefited considerably from comments by the Legal 
and Treasurer's Departments on an earlier draft. 

cc: Managing Director 
Mr. Gold 
Mr. Habermeier 
Mr. Green 
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I Tbe Financial Structure of the General Account 

Prepared 1,y the Research Department 

(In consultatio~~.A~l 
0
aad Tr~er'rt;._par 

~,-r.b~ey21~,11 · ~-~ 
t8) 

Iu comiection with various areaa of amendment (aucb as the role of the 

gold tranche payments for quota increases 11 charges and remuu.eration. and 

investmaut) numerous questions have arisen concerning the fin.ancial structure 

of the General Account. Thia paper attempts to abed some light on these 

questions; it also derives a possible alternative method to arrange the Fund's 

system of charges and remuneration in auch a way as to give the Pund a more 

nearly stable and predictable operational income. The frequency with which 

queations have arisen on this subject 1• evidence of ita complexity. 

One way to get a grip on this 8\lbject ia to start out from the eztr ... ly 

I simple f iDancial structure of the Special Drawing Account. Taking the net 

cumulative allocation (NCA) of each participant as a pivot. the structure of 

I 

the Special Drawing Account can be seen as involving an extensiou of credit 

~ thoM participants whose holdinga of SDRa are below their NCA and J!I. thoae 

participanta (aad other holders, including the General Account) 11 whose holdings 

of SDRa are in excess of their NCA. Since the Special Drawing Account operates 

by the transfer of b.i&nces among participant• (and other holders) the aggreaate 

amount of holdings by participants in excess of NCA and by other holders must 

equal the aggregate amount of holdings by participants below NCA. Members 

with deficit boldinga pay net interest at the same rate as the net interest 

rate received by other• on excess holdings. Identical amounts at identical 
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rates J:lroduce·equality between.the net receipts and the net.payments of 

interest of the Special Drawing Account, whatever the·extent .of use of SDRs; 

· either in absolute Bl!loµnt or· i~ 'i,.er cent ,o~ NCA. 11 

The financial structure.of the General Account is far more complicated, 

and, _as a consequence, there have been wide.fluctuations in the Fund's net 

operational income~ The structure has,·moreover, undergone. frequent changes 

in rec~nt years, such as the termination of the gold investment, the intro-. - . . 

duct ion of remuneration on super·. gold t:ranche · positions; and _the increase in 

the rate of remunerat;ion by-- substantially more thap. the increase in .the rate 
' . . ~ ' 

. . 

of charges. Further complications arise from the fact that, unlike the Special 

Drawing Acco~nt, the net financ~l position of the General Account has also 
•. . 

been affected by changes .in the amount of-Fund credit ·outstanding .and by 

changes in quotas. 

An interesting attempt to present the.various elements of the Fund's 

accounts in·such a way as to'permit an a~lysis· pf the net financial position 

· _of.the General Account was presented nearly 2 years ago_ in a.paper by the 

·Treasurer's Department entitled ~iFactors_ Affecting Fund Income and Expenditure, 

1968-1973" (EBAP 73/81, Apr_il 13, 1973). Iu·:Table 3 ·of that paper the balance 

sheet of the Fund was rearranged i~ such a way as to distinguish "interest 

-earning" from 11non-in.terest earning" uses of funq.s, and "interest costing" from 

11interest fr·ee" sources of funds. Table 1 of the present paper has been de-

rived from this presentation by soine further rearrangement,· intended to bring 

out the balance (positive or negat:iye) ~etween interest earning assets ~nd 

1/ The balancing of interest receipts and expenditure leaves no residual 
to defray the operating cost of the SDR system; this. is taken care of separately 
by 0 aasessment" of all participants in proportion to their NCS. With.operating 
cost .of the SDR account estimated at about· SDR lmiliion per year, the assessment 

. currently is in the order of one hundredth of 1 per cent of NCA per year. · 
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interest coating sources. In this rearrangement items have been sorted out I on the baaia of their present status under these variou• headings. not on the 

basis of their actual status on the various dates shown. Thus. the gold 

investment that continued to exist through part of 1971 bas throughout been 

assumed to have been liquidated, and creditors positiona have been cl&asifi~ 

as interest coating even though they did not actually become so until 1970. 

• 

There 1a a justification for drawing thi• balance which did not uiat 

at the time when the earlier paper was written. It lie• in the fact that 

the structure of the Fund's charges, rates of remuneration and interest rates 

on borrowing baa moved to approzimate equality between effective debit and 

credit interest rates, so that in this respect the General Account baa moved 

towards the structure of the Special Drawing Account. Thus. the normal rate 

of charges runs from 4 per cent to 6 per cat, with an average of about 5 per 

cent, while the normal rate of remuneration at the present time equals 5 per 

cent. (The lower rate of remuneration of 2 1/2 per cent on the first 25 per 

cent of the super gold tranche is not intended to be a permanent feature of 

the Fund's financial structure.) The 1974 oil facility was based on money 

borrowed at 7 per cent and relent at approximately the same rate. The recent 

amendment of the General Arranaaaenta to Borrow was specifically baaed on the 

priDciple of a "paaa through" of interest from users to lenders. 

The sign (positive or negative) of the balance in line 3 of Table 1 

indicates whether. on the dates shown, the Pund's operatiODB would have yielded 

a surplus or a deficit if at those dates debit and credit interest rates bad 

been equal (which, as mentioned above, they were not). Even on that aaaumption 

the indication would oaly be approximate. becauae the Fund's income ia based 

in part ab. current activity (tra1U1&Ction charges and charge• for stand-by 

I arrang ... ts) rather than on balances outatand1D8 only. In order for the Fund's 
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Table 1 
' . 

The Balance between Interest Earning Assets and_Interest,Costing Sources 

(1) Interest earning assets 

Use of ~redit: tranches . ·. 
_ SDR holdin~s. "· . ·-

' ' . . 

(2). Int'erest- costing,soiirces 

Borrowing 
Credit<:>r positions-: 

(3) Balance .. (1) :..·,. (2) 

(In millions of SDRs) 

. 1968 . 1969 

_24·4~ , 3292 -

2442 · .. 3292 . 

A~ of.April 30 
- 1970: 1971 · 1972 

4230 3045' 

4018 : . •, ., -i 2_555 -
_·212 - . 49.0 

1743 ---
833 
910 

3224 . ·. 2812 - ·38li > 2101 

',. 740 
2484' 

1096 
1716 

1065" 
2746" 

'- 399 
. i702 .162_2. · 

1973 

1578 

961 
617 

1929' 

. 944 · _ ' .121_. _ ...:351 '. 

, _ 

_ · Table 2 
. . 

1974 

1551 

1052 
4'9_9 

1646 . , 

··--
1646 

-95 

.. · · . · ·The Financing of Non-Interest' Ea.ming. Assets. out' of Interest· Free Sources. 
· · (In millions of -SDRs) _ · 

'. ·,, ,.' 
6032 

•, ·-
(1) Interest free sources .. ,·. : __ .SZ.99 -5900 -79(j7 : . .7997'. :3070 8039 

,. 

25 per C(;\D.t· of quotas . , '.-5280 5308 5,337 l. }119 7202 - -,7292 7297 
· · Reserv~s · 1/ 519 592 695 - 7,88 .79_5 · ·17~ ,, : 742 ·.:t 

(2) Non~interest earning 
'.: 

6581 5420 '6963 8421 8134. assets 5613 7876''- · --- ---Gold .... t ·• 

Gold ., 3816 3371' - 3565 · 47~8 · 5331 5370 .· - -5370: 
Use of gold-,. tra~che 2765 2049 2048 2225- 2545 ',, 3051 2764 

,, 

' . ' 

(3) -Ba.lance . (1) . .:.. - (2) : : - -782, ,, · 480 419' 944 121 •351-. ,..;,95 -,-.. 

· ·11 ··Iucluding (~mall) other .1ssets and l~bilities. 

', ,,,.....--. • 

Dec. 
1974 

4156 

3699 
l~57 

3762 

-1716 . 'J:i.ti 

2046., 

_ 394 _._ 

t 

--8020 ---
· 7297 

-7.23 

7626 

.5370 
2256 

394 

' • • 



• 
- 4 -

operationa to yiald enough income to cover its administrative expenditure, 

the balaDce would have to be a substantial positive amount-say in the order 

of SDR 1 billion to yield., at a S per cent rate of interest, SDR 50 million 

which is the order of magnitude of the current adainistrative mcpenditure 

of the Fund. The table shows that the balance bas approached this amount 

only once the last 7 1/2 years; uaually it bas been much smaller and indeed 

on three of the dates shown it was a substantial negative number. 

The fluctuations of this balance in the past have been due to a number 

of factors. These can be identified in table 2, the ccapommts of which 

net out to the same balance as in Table 1. One of these were changes in the 

Fund's gold holdings, another the extent to which members ' ·@·,,-. used 

the "basic gold tranche"--an area where no interest ia charged and no remunera-

tion paid. The third main factor was quota increases. If use of the basic I gold tranche had a margiDal cost in terms of interest or remuneration like use 

of all other tranches, the portion of quota increases paid iu gold would reduce 

the balance by an amount equal to the gold payment, and the same portion paid 

in SDRs or in currencies would leave the balance unaffected; but with a 

I 

baaic gold tranche free of interest or remuneration, quota increases reduce 

the balance by leas than the full amount of the "gold portion" if this is paid 
;i: 

in aold, i.Dcreaae the balance if this portion 18 paid in SDRa and increaaef\&lao, 

though to a smaller extent, 1f the 90rtion is paid in uch member's own currency. 

This point is diacuased in an Anna. Finally, the balance is affected by 

the initial growth and aubsequeut decline of the reserves. 

The analysis 18 relevant to the issue of the l'und "investing" up to an 

amount equivalent to its reserves. Of course, as the table shows, the Fund's 

reserves are in a sense already invested in the Fund's own business; if the 

amount of about SDR 700 million of past aurpluaes had not been accumulated in 

reserves, but distributed in currencies or SDRs (not in gold), the balance 
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would ·haye been ~hat much more i.mfavorable. It is cl~1, from the table 

I. that the investment of an add:it:i.onaL SDR' 700. Il!-illion ~1.u.ci.·'not .bring t~e b·alance 

to th~ required .level' of about .. SbR ·]; -billior{ for· a£ lea1;t some of the dates in 
' ~ .~ ' . 

I 

. the past.·, i~ considering" the amount to be :lnveeted as an, addition to the 
i . , • 

· balance, it is implicitly assumed that. the. investment would yield the san,te 

net iD,terest rate· a.s. the bulk of · the Fund'~ · :interest ea:rnitig assets, · e.g., about · 

5 1:1e~. cent. This_ would be a reasonable ass~ption. ·if. the _inv~.stme~t. were mad~-. 
•• ' ' • - • • •• • > 

._on the basis of the_ sale of. gold, .itself' a non..:interest earning asset.. If; 

however, the :iuvestment wer~ made· by·, the use of currencies, .thus adding to the 

interest cost .of the General Ac~ount, it:wouldbe qui~e unlikely to_produce a 

- 5 per. -cent net· 'yield •. 
, . . . . 

Whatever ·may be achieved in terms of St:t'.'etigthening. the bal.ance _·as: a res.ult 

. of irivestnient, the· ftnancial .position of the General Account .would still: remain . . . ' . ' .,., . . . 

subject ·to substant:i.al fluctuations.· For _example, the balance could decline 
' . : ' .. 

to minus SDR 1.5 bfil:tclD. from .the ·average balance oi ·close to ·zero shown for 
V > • > 

the last four dates-in the table if .u~e of. the gold.tranche rose from its present 

iow level to the same percentage of:quotas as'in'196~~ It wo~ld increase sub­

stantially as a result'of the forthcoming .quota increase, assuming that the 11gold 
. ' . . ,: ~ 

portion" would· not be paid·in.gol4. 

It would be. possible to ch~nge the ·fina~cial .structure o.:(c.the General Account 

in such a way.a$·to_ provide a 1l10re stable basis of revenue· for the Fund .. Such· 

a change coul~ at the same time ·elimi~ate the inequi~y ~f the ~resent structure 

. arising from the .fact that some members· of the }fund con.tribute to the institution 

by-maintaining an·interest free.deposit equal' to 25 pet· cent of·their. quotas, 

whi;l.e other members do .so :only partially· OF. nC>t at all~ · The ma;tn · interest · 
• ~ - A • • ,- - ' • ' 

free· source of. finance for t~e Fund is the 25.per cent. of quotas on _which 
; <4 
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members do not receive rew•neration, and which 1• to a large extent necessary 

I to finance tbe boldbg of IU>U-interest earning gold. A substantial but vary­

ing proportion of this maount ia, however, absorbed by use of the gold tranche, 

the effect of which 1a that for this amount members do not provide the Fund 

with intereat free resources. There is a vicleaprud feel1Dg, however, that 

I 

I 

it would be :incompatible with the reserve character of the gold tranche to 

remove this inequity by making use of any part of the gold tranche nl>ject 

to the payment of either a transactions or an interest charge. Indeed, the 

suggestion baa been made that it would be desirable to extend remuneration to 

the whole of the gold. tranche. A further point to be borne in mind 18 that 

one show.cl, if possible, avoid Mldng the Fund's net operating income dependant 

OD periodic decisions; while assessment :la aatiafactory for the small coat of 

running the Special Drawing Account, it would raise considerable probl ... if 

applied to tba much larger coat of the General Account. 

The preceding ualysia, in colljuuction with the a:perience gained in 

deviaing the financial structure of the Special Drawing Account points to a 

possible solution to these divergent deaiderata. Since all SDR holdings are 

reserve assets, it was considered desirable that participants should receive 

interest on tbe full amount of their SDR holdings. But since the finances 

of the SDR account had to be self b&l&DCqg, it then became necessary to intro­

duce a cbarge, at the same rate, OD net cumulative allocatio11&. The net result 

of thi• arrangement 1a that participants pay net interest on the shortfall of 

their holding• below HCA and receive net interest on their holdings in excess 

of NCA. Traneposition of this approach to the General Account could be 

achieved by the introduction of two cbangea. 
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(a) Payment of remuneration on amounts by which the Fund's holdings 

of any currency were below 100 per cent, as against the present 75 per cent, 

of quota; 

(b) A charge, at a rate equal to the rate of remuneration, levied on all 

members 1n proportion to quotas, on a total amount equal to the Fund's holdings 
billion 

of gold. With gold holdings of SDB. S.31 this would be about 14 per cent of 

quota• of SDR 39 billion. 

At equal debit and credit interest ratea, the Fund would then receive a 

net income equal to the rate of remuneration applied to the reserve or, on 

present figures, about SDR 36 billion. This would not fully cover the Fund's 

adminietrative expenditure. The income /ouU, however, be reinforced by a 

conbination of the following&!/ 

1) transactions charges and any small excess of debit over credit I interest rates; 

I 

2) the investment of the proceed• of the sale of a relatively small amount 

of gold. For example, the aale of SDR 100 million of gold valued at the official 

price might, at current prices, produce an inveatible profit of some SDR 300 

aUlioai.21 This amount, taking in conjunction with that of the reserve, would 

give the net income earning balance mentioned above (in the order of mgnitude 

of SDR 1 billion) required to cover the Fund's expenditure. 
The 
The financial effects on individual members of a charge on 14 per cent of 

quota would be as follows: 

}J It may be noted that 1f the p rcentage were rounded up to 15 per cent from 
the actual 13.6 per cent, an amount of more than SDR 500 million would be added 
to the balance. 

2/ The fact that the book value of the gold aold would alao contribute to 
the-Fund's income would be offaet by a reduction in the charge on account of 
the reduction in gold holdings. 
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(1:) A1f members using the Fund in -the credit tranc:hes would have to 

I pay an. additional charge, which at the present rate of :remuneration would 

equal 0.70 per cent of their quotas (5 per cent of 14 per ~ent). 

•• 

. . 

(2) A11 members with creditor positions WQti.ld benefit on balance by 

_0.55 per cent:per annum of·quota per .annum, viz. the difference between 

remuneration on their basic gold tranche (5 per cent of 25 per cent) -and the 

· new charge (5 per ·cent of 14 per cent) • 

. (3) The .. breakev_en poiµt would be for l.llem.bera ·of .whose ·currency _.the _Fund .- . ' ' , . . 

held 86· per cent. Those members whose currenci,es were h~d between 75 and 86 

per c~nt_ would·· have· some benefit, ·but less than 0.55 per c~t of quota, and 

those between 80 and 100 per cent,·some ~et.cost, but less th~n .0.70 per cent 

of quota per annum. 
. ' 

The net effect on all members would be to.distribute among-all, in pro-

portion to quota, the cost: of kee~ing a stock of gold, while the cost of 

running the Fund would be·broadly :covered ~·from income on the.reserves and 

some gold investment~ 

The · approach here described might aiso make it eas:f.er to drop the term 

· "gold tr,anche, 11
· with its sub-dividions of 11basic gold t_ranche11 and "super 

. . 

gold tranche, 11 that indicate an important distinction il'lL the. present financial 

structure. of the Fund. -ln a GeJ:1eral Account in which at least for interest 
. ' 

purposes debt~r arid creditor positions were measured from the_quota,.it would 

seem only natural to. ·have a_ single expression to describe: the .excess of _the. 

quota over the Fund's holdings of· currency.· The approach would not require 

moving the:75 per cent level in other provisions of th~ Articles, although · 

that:would_seem. a·logi~al.counterpart of it as far as·a11 provisions on re­

purc~se were concerned •.. 
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Annex 

Effect of Quota Increases on the Balance of Interest Earning Assets 

In the present financial structure of the Fund quota increases affect 

the balance between interest earning assets and interest costing sources, 

and hence the Fund's net income. 

Table 3 indicates these effects, for four modes of payment and three 

segments of the Fund's holdings of currencies. 

Holdings as 
Per Cent of 

0 - 75 

75 - 100 

100 

All quota increases 

Notes: 

Table 3 
Effect of Quota Increases on 
Net Interest Earning Balance 

+ Increase in balance 
0 Balance unchanged 
- Decrease in balance 

Mode of Payment 

Gold SDR or Creditor 

0 + 

0 + 

0 

+ 

Own Currency 

+ 

0 

0 

+ 

1. The amount of any change in the balance equals in each case one­
fourth of the quota increase. 

2. Since it is the new quota which will determine whether and to what 
extent a given absolute position falls in the gold tranche, the distinction 
between segments has to be made in terms of that quota. Quota changes that 
spill over from one segment to another will have effeets partly in one seg­
ment, partly in another • 
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When gold· is paid, the balance is reduced for each quota increase of 

a member using the Fund in the credit tranches: the member pays off its 

interest bearing credit tranche use with non-interest paying gold. A member 

in the super gold tranche acquires for its gold a position subject to remunera­

tion but here the negative effect on the Fund's income is offset by the 

equivalent increase in the interest free gold tranche which the member has to 

maintain. 

The effect of the payment of SDRs is throughout to improve the balance, 

because SDRs, unlike gold, earn interest for the Fund. The effect of payment 

in own currency is the same as that of payment in SDRs below 75 per cent of 

quota; beyond that level the effect is zero, since the quota increase is 

matched by an equal inc~ease in the use of the gold tranche. 

Table 3 shows that the net effect for all members taken together is 

negative if all payments are made in gold and positive if all are made in SDRs 

and also, but to a smaller extent, if all payments are made in a member's own 

currency. If one wanted to apply these findings to any particular situation 

one would have to bear in mind that the position of members in the three 

segments would be affected by the mode of payment considered; for example, 

payment in own currency would raise holdings as a percentage of new quota, 

compared to holdings as percentage of present quota, for members with present 

holdings at or below 75 per cent of quota. 
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UJTERNATIOHAL MONETARY FUND 

Possible Changes in the General Account 

Prepared by the Staff 

April 2, 1974 

In response to a request by executive directors~ the staff has 
prepared this memorandum to indicate briefly certain matters in respect 
of which changes in the General Account could be considered. These 
changes, which are of different degrees of importance, would require 
amendment of the Articles, They could be combined with any proposal 
for other amendments whenever such a proposal were made. 

I. Use of Special Drawing Rights in the General Account 

It would be desirable to provide a broader role for special 
drawing rights in the General Account by giving members greater freedom 
to use them instead of gold or currency in all transactions or opera­
tions conducted through the General Account. 

In connection with requests for purchases from the General Account ~ 

that were consistent with the Articles, it could be provided that at 
the option of the Fund or the purchaser special drawing rights would 
be made available by the Fund in exchange for the purchaser's currency. 
The Fund has authority at present to sell special drawing rights if 
the member requesting a transaction under Article V, Section 3(a) 
agrees (Article XXV 9 Section · 7 ( f)) . · The change would mean that either 

(t)the Fund or the member could decide to have the transaction carrie.Q..... ___ . "'''J 
(~out in special drawing rights without the agreement of the other P.~E.t:;Y.•-· . . , 

The option would be limited by the amount of special drawing rights · ,1,i.J e,,r,A1 \{k, 
held in the General Account unless the Fund had powers to issue them \ ' ft, fri"' 
to finance these transactions and cancel them on repurchase. k\·l'.l 

In addition, it could be provided that any repurchase obligation 
that was calculated in any reserve assets under Article V, Section 7(b), 
or under its successor in amended Articles, could be discharged ·with 
special drawing rights. This right could be made to apply to accrued 
repurchase obligations in gold, whether discharged or undischarged, 
back to some prescribed date. Hembers could be given the right to use 
special drawing rights outside Article V ~ Sec_tion 7 (b) in repurchase 
of their currency above 75 per cent of quota. At present; members can 
make these repurchases only to the extent permitted by the Fund 
(Article XXV, Section 7(c)), 
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As is discussed below~ special drawing rights might be accepted in 
discharge of that part of a subscription payable on an increase in quota 
that is not payable in the member's currency. In addition~ members 
might be permitted to pay all charges with special drawing rights instead 
of gold. The Fund could be authorized to pay remuneration and distri­
bute net income in special drawing rights. 

Under the present Articles the Fund may require a parti~ipant to 
sell its currency to the .Fund in replenishment in return for special 
drawing rights held in the General- Account after consultation with the 
partied.pant on alternative.-ways of replenishment and:subject to the 
acceptance limit la:l.d down in Article XXV~ Section 4. In addition, 
replenishr.:e:nt with special drawing rights must be ll:lade with due regard 
to the principles of designation. Some or all of these limitations 
might be eliminated. 

; . 
II. Gold 

·/ 
The Fund vs present powers to buy gold might be reconsi<lered, In : ._. is­

addition, the Fund might. be authorized to sell gold in the r..arkct and ' 

I • 

c7 
I 

. I : ' .., U ., , c 1, :~' .t 
/ ,\,•·f \ • :t/ f1 - ; I / '" f,;'> ij .--~·' l \.-·"" 

J I t' 1 { \ ..,, ,..,..-. J..1\,!V~ll \'/ ,'• , · • 

invest such part of the-proceeds as it determined. 

III. Exchange transactions 
< • •"• 1,,,,,.,,--- / ,• V ( \, ~ 
' .. 1 \ I {v'. ' i ~ 

~
·":0"' : \.~·~\(. /.v·! h '. ~'.:_t.-;-.:--::· -

J l I \, .•. 
\ / . 

1. Stand-by arrangements 

No !)rovision in the Articles deals expressly with stand-by · 
arrangements even though they'have become the main instrument for 
making the Fundis resources available· to members. The policies 
governing stand-by arrangements are embodied in decisions adopted.in 
the period 1952 through 1968 (see Selected Decisions, Sixth Issue~ 
pages 26-34). It would be desirable to mnke express mention of stand­
by arrangements in Article v~ Section 3, but without limiting the 
Fundvs authority to adapt its policies in connection with them. 

2. Quantitative limits 

"~= \ The limit of 25 per cent of quota for purchases within twelve 
');?\" months in Article Vi Section 3(a)(iii) (as applied under Decision 

iF' ·< \ No. 451-(55/52) ~ August 24? 1955, Selected Decisions, Si.xth Issue, 
'\. '-· 

~\ pages 21-22) is commonly waived under Article V, Section 4. The tranche ,f_· 
07 Ji : ,'. policies have fulfilled the more important functions of the terms that 

< the Fund might have imposed when granting a waiver. The limit could 
<i-;·-. be abrogated, but there would be less .reason to dispense with a cumula-
,. ' · tive limit, whether it be the present 200 per cent or a different limit. 
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3. Use of currencies in transactions and repurchases 

The Fund's policy on the currencies to be used in it.s trans­
actions is governed by the statement of policy entitled "Currencies to 
be Dral-m and to be Used in Repurchases" (approved by Decision No. 1371-
(62/36), July 20, 1962, Selected Decisions, Sixth Issue, pages 36-42). 
Under that policy a member wishing to make t purchase consults with the 
Managing Director regarding the currencies to be drawn. It would be 
possible to adopt a provision requiring the Fund to adopt policies 
regarding the use of currencies in transactions and to authorize the 
Fund to specify the currencies to be used by members in purchases and 
repurchases. With such an amendment, Article V, Section 3(a)(i) could 
be amended to eliminate the reference to rrthat currency.a: In addition, 
it could be made clear that if a member's currency were purchased, the 
member would be obligated, on the request of the purchasing member, to 
convert the currency into its reserve currenc_y at a rate of exchange 
determined in accordance with such new provision as was adopted. 

The same rules with respect to conversion would apply, with 
appropriate adaptation, to the acquisition by a member of a currency 
to be used in repurchase. The issuer of a currency acceptable in 
repurchase would be required to ~rovide its currency in return for its 
reserve currency on the request of members wishing to repurchase with 
the issuer's currency. 

IV. Repurchase and Monetary Reserves 

1. Replacement of system in Article V, Section 7(b) 

At present, there are two complex systems of repurchase: 
under Article V, Section 7(b) and outside that provision. These systems 
are based on provisions in the Articles and decisions of the Fund. A 
much simpler system could be substituted under which any increase in 
the Fund's holdings of a member's currency above 75 per cent of the 
member's quota would obligate the member to repurchase the increase 
within a period determined by decision of the Fund, whether the increase 
resulted from a transaction , the payment of charges, or from some other 

y operation. The appropriate period or circumstances for repurchase in 
respect of types of increase could be deteI'!!lined by general or special 
decisions under authority granted by the Articles. Such a system would 
eliminate two principles of the repurchase system to which the drafters 
of Article V, Section 7(b) attached importance: pari passu use by a 
member of its own reserves in the year in which it makes a purchase that 
increases the Fund's holdings of its currency above 75 per cent of 
quota, and sharing with the Fund increases in reserves until the 
Fund's holdings have been reduced to 75 per cent of quota. The 
principles were designed to support the concept of need and the 
revolving character of the Fund's resources , but a revised system of 
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repurchase, together with the application of provisions 
cies und.ar nr:3-·;b~c, coufd--s.erve - s:iiiiie-:-~tirp;;s·es.-
7 5 per cent of quota· woUJ.:a contiriuEf ·to. be 'ifpplied. 

on the use of curren-
The t,-m limits of 

2. Monetary Rese:::-ves \ ·,,\ .. ,J!\ 
111 

If· a new system of repurchase were based to some extent on ~ r-r· ,: 
monetary reserves~ there would be no need_!Q___Let§.j,_n, the complex pr:';)3 
visions of Article XIX on the £calculation' eJ:_!!\OnJ;t~El. reserves. Tpe A 

1 
"?i •· 

Fund would have to operate with common concepts of reserves, but the/ 1/.J.,,Lf.·, . .,v ·r"' 
present concepts could be improved, --- · ---- / y-~· 

Under the present Articles, the proportion of a member's ~ 
monetary reserves to quota determines to what e:ctent the member may 
pay charges in its 01:-m currency. If this right were maintained, it \ .. , 
too could be linked to a revised concept of reserves. 

The proportion of a member_v s monetary reserves to. i·ts quota i 
is also a criterion for the possible reduction in the normal 25 per cent J 

payment in gold on an increase in quota. The Fund could be authorized j 
to determine the proportion of an increased subscription to be paid in. 
special drawing rights on the occasion of each general reviet-1 of quotas· 
or in com'lection ~iith the adjustme11t of an individual quota: The dif­
ference between 25 per cent of the increase and the proportion payable 
in special drawing rights could be made subject to repurch.ase; Similar 
provisions might be adopted with respect to original subscriptions. 

3. Media of repurchase 

It would be desirable to eliminate the complications of the 
. distribution of repurchase obligations among types of monetary reser7es 
under the present system, even if the system in A.:cticle V, Section 7(b) 
were not replaced. Members might be author:i.:•;ed to use grJld or SDP.s at 
their discretion. or currenciE:!.s acceptable to th".! F•~md. The nccepta­
bility of currencies wouJ.d be determined in practice by the 1.~vel of 
th3 Fund's holdings ·and the criteria for the use of currenc:.l.e.s in 
re11urcha2es. Currencies might be acceptat.le evf)n tho'.1gh tb,:y ,,:ere 
convertible within the meaning of the Articles. 

I ' , . 

I I 
,: .. , ,. 

;e;! 

,,//_,, \ V. Charges on tr::i.ns:.1cticns in gold tr:.inche · . 

/. ~"~\ '\ . . • rV-o ~' -----(' . \. ,~ 
1 

In Buff Statement 73/130~ the Managing Director sng13ested that (}.f,J-&c'>-eJt;:;·-",, 
, LY'\ j~ :(it .. periodic charges might be levied on holdings of currency in the basic - ,:.;7)7 ,·. -

,,f-.1 
\.. c· ,,... l(C>- ·1 ,<..,,J, 

1 \ \> .(''" .. ~~" // gold tranche (Le.? on holdings in the range of 75 per cent to 100 per ®--· ~ 
,! , r/'''y~ ,,., . ./ cent of quota) at a rate equal to the rate of remuneration. ,· . (:·' 

f /:>,,/~t VL Investment of Reserves ) O 
(/ /// 
"',:"·' 

! ,,; 
,: (, 
'i ;Ji 

:,,, 

It would be possible to confer upon the Fund a power/to invest 
assets equivalent in amount to its reserves for the p·urp~se of meeting 
deficits or augmenting its reserves for meeting prosBe'ctive deficits. 

. .- I: 
I • I 

',; I 

. l·" ' ' . ' 

/ 

C :t, 
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NEMORA.1:'l1Jilli 

TO; Mr. Gold April 1, 1974 
Hr. Habenneier 

FROM: J. J. Polak 

SUBJECT~ Possible Changes in the General Account 

I agreed to the March 23th draft going to the Managing Director 
but there is still one point in it that bothers me considerably. The 
:i.laplications of Sections 1 and 2 of IV seems to be that we envisage the 
conification of a new definition of monetary reserves for the basis of 
repurchase. I would expect that this would lead us into the same difficulties 
which we have experienced in the past. I would~ therefore, try to steer 
Directors in a different direction by the two following changes. 

(a) Towards the end of section 1, after 11a revised system of 
repurchase11 insert 11in conjunction with the application of the proposed 
provisions on the use of currencies in transactions." 

(b) Begin section 2 as follows: 11To the extent that the new 
system of repurchase would be based on data of reserves, it need not 
r.:t·rest ••••••• 11 



The Manacinc Dlrector Much 28, 1971t 
Joaepb Gel«, ·1. J. Polak, ancl Walter o. Jl&Nrmeier 

Attacbed. i• a INIIOrandum on thi• nl,Ject tor JOU!' appl'Oftl.. 

The h.ct that auah a niemortmiwl ,till be aullmit\ed to the beou.tin 

D:lreatora ftl"Y aoon vaa .:.~ 1n tbe coune of yeatenlai.T'• 

debate in the Dllptati• ot the c-xx. 

cc: The J)epa\y Mam&iDC Director 
Nr. louthal'CI. 
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INTERNATIONAL MONETARY FUND 

J?ossible Changes in the Gene-ral Account 

Prepared by the Legal, Treasurer's, and Research Departments 

Approved by Joseph Gold, w.o. Habermeier, :and J.J. Polak 

1'Iarch 28, -1974 

In response to .a req1~est by eicecu~ive direct.ore, the staff has 

prepared this memorandum to indicate briefly certain matters in 

respect of which changes in the General Account could be. considered. 

Thes~ changes, _which are. of different degrees of importance, would 

require amendment of the Articles. They could be combined with any 

proposal for other a;:nendm.ents whenever such a proposal were made. 

I. · Use of Sped.al Drawing Rights in the Geuernl Account 

It would be desirable to provide a broader role for special 

drawing rights in the General Account by giving members greater freedom 

.to use them instead of gold or currency in all transactions or opera­

tions conducted through the General Account. 

In connection with requests for purchases from the General 

Account that were consistent v.-rith the Artie.lee~ it could be ·provided 

that at the option of the Fund or the purchaser special drawing 

rights would be made available by the Fund in exchange for the pur­

chaser's currency. The Fund has authority at present to sell special 

drawing rights if the member requesting a transaction under Article V, 
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Section: 3(a). agr~es (Article :XXV, Section 7(f))_. The ¢hange .would mean 

that e_i tber the Fund or · the member· .. co~ld decide tci have the transac·tion . 

carried out·in specia,l drawi~g.rights without-the agreement of the other· 

party. The option would _be limited by the amo_unt of .special drawing 

rights held in the.Genera{ Ac~ount. unless ~he Fund had powers.to is~ue 

them-to finance these·transactions ·and cancel them on repurchase. 

In addit:f .. on, it could be provided that any repurchase obligation 

that was . calculated. -in any reserve assets under .Article ·v, · Section 7 (b), 

or under -its successor in amended Articles~ could be dis~harged with 

$pecial drawing rights. This ·right could_be made to·apply to accrued 

repurchase obligations in gold, whe_ther dis.charged or undischarged, 

back to some-prescribed date~ 1'1..embers.could be given the right to use 

special drawing rights outside Arti~le V~ Section 7(b) in repurchase 

of their currency above-75 per cent of quota. At present, membets can 

make these repurchases only to the extent perraitted by the Fund 

(Article XXV, Section 7(c)). 

In _addition, members·might'be permitted to pay all·charges with 

special drawing rights :l.ns~ead of gold •.. The Fund could be authorized 

to_ pay remuneration and distribute net income in special drawing rights.·_. 

· Under the present' Ar.ticles the Fund may require a participant to 

_ sell it;s currency·to_ the Fµnd in replenishmen~ for special drawing 

rights held in the General·Account after 'consultation with the partic­

ipant on alternative ways of replenishment and subject to' the acceptance·.·. 

~imit laid dOw"D. in.Article'.XXV, ·section 4. In ·addit.ion 7 replenishment 
. - . ' . .. . '~ . 

with. spe<;ia:J, .drawirig :~~ghts mt1st·· be mad~ with due ·regard to. t~t:? 

,· 
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pl;:'inciples of designa.tion. Some of these limitations· might ,be elim­

inated. 

II. Gold 

The. Fund might be given authority to buy gold from.members. at 

.. market-r«?,lated "prices·:. in return fQr special dra;ing' rights. issued 

. . . . - . . . . : . -

·for the,. purpose·. ,Iri.. addition:, the Fund,· m:i,ght be authori'zed to sell 
. . . . '· ·, . 

gold in the market and invest such part bf the proceeds as it determi~ed. 

III. Exchange: tr;.uisad:~ons 

1. Stand-by ·arrangement_s 

No provision in the Articles deall,\expressly with stand-by 

arrangements even ·though they have.become th~ ma~n instrument for 

making the Fund's resources available to memberi:;;. The·policies gov,ern-· 
. . . 

ing stand-by arrangements are embodied in decisions adopted in. the· 

·period 1952 through '1968.(s~e Select~d Decisions, Sixth Issue,_pages 

26.:...34)·~ It would be_ desirab.le to lllake express men.tion of stand-by 

arrangements in Article V, Section 3 .. but without limiting the Fund's 

authority to adapt its policie~ "in connection with them~ 

2. · Quantitative limits 

The limit of · 25 per cent of quota . for purchases within tt,relve 

months in Article V ~ Sectio_n 3 (a) (iii) (as · applied under Decis.i.on 

No •.. l.Sl-_(55/52), August 24, ·1955, Selected Decisions, Sixth Issue, 

. p;,igea. 21-22) · i~ comm~n;iy w?iv~d under Article V, Section l:.. The tranche 

policies have fulfilled .tJ.:i,e more important functions of the terms that 
' . . . ' ._ 

the ·Fund might have imposed when_ granting a. waiver. The limit could 
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be abrogated, but there would be less reason to dispense with a cumula­

tive limit, whether it be .the present 200 per cent er a diff~rent limit. 
. . 

3. Use of currencies in transactions and repurchases 

'rhe ·Fund' o policy on the currencies to be u.sed in its trans-

actions is governed by the statement of policy entitled "Currencies to 

be Drawn aud to be Used in Repurchases"· (approved'by Decision No. 1371-

(62/j6), July 20~ 1962·, Selected Decisions, Sixth. Issue, pages 36-42). 

Under that policy a member.wishing to make a purchase consults with 

the Managiug Director regarding the currencies. tobe drawn. It would 

be possible to adopt a provision requiring·the Fund to :adopt policies 

regarding the use of currencies in transactipns and to authorize the 

Fund to specify the currenc'ies to be used by members.in purchases and 

repurchases. With such an amendment, Article V, Section 3(a)(i) 

could be amended to eliminate. the reference to "that currency". In 
. . 

addition; it could ·be made clear ·tha t if a member vs currency were 

purchased, the member would be obligatecl, on the request of the purchas­

ing member, to convert. the· currency into its·rese:tve currency at a rate 

of exchange determined in accordance with such new provisio~ as was 

adopted. 

The same rules with respect to conversion would apply, with 

appropriate adaptation, to the acquisition.by a member of a currency 

to be used.in repurchase.: The issuer of a currency acceptable in 

repurchaae would.be required to provide its currency in return for its 

reserve curren'cy on the reques.t of members wishing to repurchase with 

the issuer's currency • 
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•••• IV. 
.. 

Repurchase and .Monetary Reserv.es 

••• 

1. Reelacement of szstem::.in· Article V, Section 7(b) 

.At present~ there are two complex syste~s of 1;epurchase: · 

under Article V, Sec_tiori. 7 (b)· and outside that provision. ·These· systems 

are basec;l ort provisiqns in the Articles and decisions of the Fund.· A· . ' ' . ' . 

mq.ch simpler system could be. subs_tituted under "t-rh:lch any· increase in 

the Fund's holdings of~ member's currency· above 75 per cent of tbe 
. . 

·member.' s quota would. obl:igat~ the member; to repurchase. the· inc.rease 

within a stated period, whether the increase resulted from a trans­

action, the payment·of charg~s, or from some ~ther- operation.· The 

approl?riate period ·or. occqsion for repurchase. in. respect of types of 

increase. could be rlet.ermined by ge11eral de«;:isions ~ Such a system 

would eliminate t-wo pf:1.nciples 9f the rep.urchaae system to which the 

¢!,rafters of Artie.le v. _Section.7(b) attached illlportance: -eari passu 

use by a member of its pwn reserves in the year in which it makes 

.a purchase that incl:'.eases.th~ 1''u.nd's holdings of its currency above 

·., 75 per cent of quota, and sharing with the Fund'.increases in reserves 

unt:i{ the Fund's ·holdings hav~ been· reduced to :75 · per cent of ·quota. 
. ,•' . ' 

I 

I 

/· 

The principles were d_esigned: _to sup.po~t t~e COI1<;ept of n~ed and' the 

revolving .character.- oi the Fund rs resPttrces, but a revised system of . . . . . 

_, rep'."r_cb~co~ld se,:,,e the' ""."" purpos'.'s • The, ~o . 1:!mi i:s of 7 5 per cent 

ot;qu_ota would .<;o~t1:?-1U~: .. to be. applied!' 
/. 

/ 2. Monetary_ Reserves· 
... 

A new system·.of ·-rep~r,chase nee;! ·not rest on the compiex pro-
~ . . . '' ' . , 

visions of Article X!X' ·OI\ the taidttiation of 'l.ilone'tary reserves. The. 

----·-------------~.:.....-~------·-,.. ..,.:,,-~ .... -~--~--.:--...~---""---..~ _ ....... -.,. .... --..,~-~ I"'·~-·.--.::........--~----.-.--,,,,..,. ... -:.. • ., . .,..._,..- ..... --..-- ~ ~~-.... --""-----

. ·· 1Yl ~\~\Ad---;""'- ;,;1 l, tk M f) \ c Nh ~ v, o·b ti.,..: J )J , <? c-.~ '\}1 
·. 

-, .\ . / \ ' I ',..-. p YD V\ ~.\ \,,"\.v0 ' 6',r,. /-/"fl, t,v:;;.Q 0~ C,l.vVJ,Jvl O.L) .. ,'\I) T~ (11• ,.jCf (· h.,f)v_\.,O I 

I i} { 
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Fund would have to operate·with comm?n concepts of·reserv~s, but.the. 

present concepts could be improved. 

Under the present.Articles, the proportion of a member's· 

monetary reserves to quota determines to·· what extent the member may 

pay charges in its own. currency. :tf. this right were maintained, it 

too could.be linked to a revised concept of reserves. 

The proportion of a member's monetary reserves to its quota 

is also · a criterion for. the possible reduction in the normal 25 p_er 

cent payment in gold on an increase in quota.- The Fund could be 

authorized to determine the proportion of an increased subscription 

to be paid in special drawing rights on the occasion of each.general re­

view of quotas or in connection with the·adjustment of an individual 
. ' 

quota. The diffe~erice between 25 per cent of the increase and the 

proportion payable in special drawing rights could be made subject 

to repurchase. Similar provisions might be adopted with respect to. 

original subscriptions. 

3. Media.of repurchase 

It would be-desirabie to eliminate the complications of the 

distribution of repurchase obligations among types of monetary re­

serves under the present system, even if the system in Article V, 

Section 7(b) were not replaced._ Members might be authorized to use 

gold or SDRs at their discretion, or currencies acceptable to the 

Fund. The acceptability of currencies would., be determined in practice 

by the level of the Fund's holdings and the criteria_for the use of 

currencies in repurchases. Currencies might be acceptable.even though 

they were riot convertible within the meaning of the Articles; 
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V.. Cha,rgef;] ori. t:ranu;ictions in gold tranche. 

In Buff·Statement 73/130, th~ Managing Director.suggested that 

11a11 -interest charge11 might be levied on holdings of cur:rency in the 

baBic gold tranche (i.e., on. holdings in. the range of 75 per cent 

to 100 per cent of quota) at a rate equal to the rate of remuneration. 

VI. !!!._vestment of Reserves 

It would be. possible to confer upon the Fund a power to invest 

its assats_equivalent in amount to·its reserves for the purpos~ of 

meeting of present and prospective deficits • 
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Joi.eph Gold 

Possible Changes in the Genaral Account 

March 28~ 
1974 

Thank you for- your note of :Mai."Ch 27, 1974. I have taken account 
of. all your comments except the last one on the fir.ot pag~. The wol•d 
uo.llocatod" is usod already :i:'or a different purpose 9 . and in a.."ly event 
would not clearly make thG point you are interested in. I suggest 
that the point might simply be r~ised in the discu~sion of.the papG~. 

cc: Mr. Polak. 

:... 

\ 
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MEMORANDUM 

TO: Mr. Gold March 2·1, 19.74 

FROM: J. J. Polak 

SUBJECT: Changes in the General Account 

A paragraph along the fallowing lines mi$ht be inserted: : 

"This approach might be carried one step further if the General 
Account were authorized, under appropriate_ safeguards, to create SDRs for 
use in its transactions in lieu of the use of currencies, with provi_sion .­
for cancellation of SDRs received in repurchases." 

The safeguards I have .. in mind. would be two-fold: 

(a) An understanding that currency holdings would not be reduced 
below 75 per cent of quota. 

(b) For net use beyond a specified proportion of quotas, selected 
in such a way as to provide a reasonable demarcation point between the use 
of SDRs as a substitute for the Fund's holdings of ·currencies and as a 
substitute for replenishment, the requirement of a special majority vote, 
perhaps by the Council. 
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Office Memorandum 

TO Mr. Polak DATE: March 5, 1974 

FROM John S • Smith J,--
SUBJECT : Maintenance of the Gold Value of the Fund's Assets 

Under Executive Dire.s_tors'_Decision No. 321-(54/32) as amended, "The 
Fund does not intend to ... Ladjus~/ its holdings of members' currencies having 
fluctuating rates when there is no practical interest for the Fund or members 
to do so." This decision remained in effect until May 8, 1972, when it was 
terminated by Decision No. 3637-(72/41) G/S. 

The practical effects of adjustments arise in connection with changes 
in Fund's holdings through transactions or when the currency enters into the 
calculation of monetary reserves. (See Joseph Gold, "Maintenance of the Gold 
Value of the Fund's Assets," IMF Pamphlet No. 6, Second Edition, 1971, pp. 21-23.) 

If references to monetary reserves were eliminated from the Articles 
by amendment, if Fund holdings of all currencies were raised to 75 per cent of 
quota, and if all drawings and repurchases in the General Account were thereafter 
carried out in SDRs, the maintenance of go l d value provisions would apparently 
be without practical effects. Under those conditions, the Fund would apparently 
be justified in deciding, in line with the decision quoted above, that no adjust­
ments need be carried out to maintain the gold value of the Fund's assets. 
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DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE FOR 

AGENDA 

EBS/74/53 

CONFIDENTIAL 

February 26, 1974 

To: Members of the Executive Board 

From: The Secretary 

Subject: The Prospective Liquidity of the General Account 

The attached paper on the prospective liquidity of the General 
Account has been prepared by the staff in response to requests by 
Executive Directors. 

This subject has been tentatively scheduled for discussion on 
Monday, March 18, 1974. 

Att: (1) 
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INTERNATIONAL MONETARY FUND 

The· Prospective· Liquidity of the· General Account 

Prepared by the Treasurer's Department 

(In· consultations with Legal~ Research,. and Area Departments) 

Approved by W. o. Habermeier . . . . . . . 

February 25, · 1974 

Introduction. 

This pap~r has been prepared in response'·to requests by Executive · 
Directors for a review of the liquidity· of the General Accdunt in .the 
light of the probability that the extensive shifts that.have or that' 
are expected to occur irt the· distribution of balance of payments · 
surpluses and ·deficits among.members will result in a significant 
increase in the use of the facilities of the General Account. In 
addition to use of existing reserve positions in the Fund arid the 
credit tranches it has also been assumed that an vcoii facility" will 
be in existence and will substantially increase :purchases in the 
General Account. The illustrative calculations discussed in Section 
II envisage the t1se of the currencies of a wide·r range of members than 
has hitherto been used in purchases, thus coming ·closer to the princi­
ples of designation used in the Special Drawing Accouri.t. It should 
also be borne in mind that the amounts of borrowing that are implied 
by these principles of distribution may require some reconsideration 
of the existing policies and practices of the Fund as regards 
replenishment. · · 

Section I of this paper discusses the generar ·considerations that. 
will affect the liquidity of the General Accouiit: · Section II considers 
how the Fund might finance purchases· in the range of SDR 5-9 billion. 

I. General Considerations.Affecting the 
Liquidity of the General' Ac.count 

L The assessment.of the liquidity of.the General Account is 
essentially concerned with the extent to which members can purchase 
currencies fton( the Fund and. are prepared to exercise their rights to. 
do so; and the capa~ity of th.e Fund to meet. these demands by the use .. 
of its existing currency hoid:fogs; or th.rough ,sales of gold or the use 
of SDRs held by th·e· General Account, or througp. the borrowing Qf . , 
currencies. The demands that can be made on the General Account and 
its ability to meet these demands will be largely determined by the 
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distr:i.bution of surpluses and deficits among the Fundvs membership, the 
willingness of members in relatively weak positions to use the Fund's 
resources s the abil:V:y of ·th~ .Fund' to ·use· its existing holdings of the 
currencies of merr.be1·s in relatively strong external positions, and 
possibly also whether the$e members would. lend to the Fund •. · 

2. The extent to which members experienGing· deficits will decide 
to use the resources of the General Account will depend on whether 
they will ·be preparec:l · to run. balance of . payments deficits,; and the 
availability and cost of alternative forms of finance. In view of 
the considerable uncertainties ,involved, no attempt bas been made in 
this paper to forecast the probable use of the General Account over 
the coming year, The illustrative calculations discussed in Sec.tion 
II set out possible distributions of purchases totaling SDR 5 billion 
and SDR 9 billion. 

I 

3. The ability of the General Account to meet the demands that 
arise will depend, in the first·instance, on the availability of the 
Fund:'s hold:ings of· the currencies of those members. that are not making, 
or are not moving rapidly to a pos~tion where ··they m;i.ght make,demands 
on thE; _Fund's resources. · As in the Special Drawing Account, these 
members a~e, .. of course;, likely to be those that are in a relatively 
strong bala!)ce of payments and rl;!serv~ .posiJio,;n, but could also include 
some n.embers in mo.derate deficit. The'e.ffect:·of the sale of a member's 
currency is g~ner.al.ly to reduce its h~l4ip..gs of reserve currencies I 
accmnpard.ed either by a reduct:i,on of i~s.·.\1.se in the credit tranches if 
its currency is, held in excess of quot~h·/Jor by the acquisition of a 
gold tranche position. ·.rt has, in .fact, ·.been i:he policy of the Fund to 
sell_ the cur.rencies of members in a relatively strong balance of 
payments and res.e.rve .. position, and thus the first point to consider 
in assessing. the ability of the Fund to meet· demands on the General. 
Account is the . size and usability of the· Fund's holdings of the 
currenci.es of sqch .membe.rs • 

. / ' 

4. The Fund's ability to use the currencies of members with 
relatively strong external positions may, in practice, be limited by 
two te,chnical considerations. , The first concerns the conversion> of-' 
balances. 9£ currency. -recei~ed ·in purchases. Memb~rs have generally.· :<, .. 

collaborated in. the conversion of balances vf, their currency ·purchased 
from the Fund into their main teserve currency for the benefit of the 
member making the purchase •.. The need for such conversion. has meant 
that, with the exception Q·f sales of U.S. dollars,· the Fund has sold 
only currencies whose issuers would convert the balances received by 
purchasirg 1newbers. In the Spec;ial Drawing Account». the .main .reason 
why the list of participants subject tq. designation is more extensive 
than the list of ·members tiThose currencies are used in. the Genetal 
Account is .. that participants. are obliged to provide currencies· ;::, 
convertible in fact· and· thus no question arises of conversion by1 

designated· participants. The· second techq.ical consideration concerns 
the objections that have been raised in the P".1-St to sales of .currencies 

I 
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with Article XIV status. One objection has been .that as these currencies 
cannot be used in repurchases. the creditor positions created by theiJ; 
sale could be reversed only· by· drawings by their issuers or through the 
replenishment of the Fund's holdings by sales of gold or SDRs. This is 
somewhat less important now in view of the' full automaticity of drawings,, 
in the gold tranche and the abolition of the service charge on such 
drawings. Nevertheless /1 s.ales of Article XIV currencies result in 
greater net.use of~Article VIII currencies in repurchases and this could 
conceivably lead to an elimination of creditor positions in these 
currencies, and consequently, repurchases would have to be made in 
gold or SDRs .II In this connection, it will be recalled that the Fund 
has not sold Article XIV currencies since-1971 because they could not 
be accepted in repurchase. It is for consideration.whether the-Fund. 
should deem balances of Article XIV currencies acceptable in repurchases. 
A memorandum on the legal aspects of this action will be presented to 
the Executive Directors. 

5~ Assuming, however, that all members whose cu~rency the Fund 
would wish to sell will cooperate by converting, at exchange rates 
that provide nequal -value"·, balances sold by the Fund, the next 
question concerns the distribution of the amounts of currencies to .. 
be sold among individual members in accordance with whatever method 
of allocation the Fund applies. 'In the·illustrative calculations· 
discussed below, the amounts have been calculated:in.proportion to 
members 9 gold and foreign exchange holdings, which has been the 
principle of allocation used in the recent past. Since the Fund's 
holdings of members' currencies are unlikely·to reflect their relative 
levels of reserves, this method of allocation wiil probably assign 
to certain members amounts well in excess of the Fund's holdings of 
their currencies. This will tend to be the case if surpluses are 
concentrated on members with relatively small quotas at a time when 
a large·1,number of members are experiencing substantial deficits. 
Nevertheless) the Fund's existing holdings of usable currepcies are 
not the ultimate limiting factor for the liquidity of the General 
Account since the ability of the Fund to borrow enables members that 
are willing to do so to make resources available througµ the General 
Account mechanism in amounts in excess of the-Fund's holdings of 
their currencies. Since both the use of the Fund's e:dsting h,oldings 
of currency and, a fortiori~ the Fund 1s ability to borrow from a:;,_ 
member are likely to be strongly influenced by the willingness. of .. the 
member concerned to acquire claims on the Fund, the attractiveness of 
these claims in terms of yield, security·, and usability in the. case 
of balance of payments need, will be a significant factor in the 
liquidity of the General Account • .!/ 

,, ............ . 
1/ .The question of the terms. and conditions of borrowing. are dealt 

with in a forthcoming staff paper. . . 
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II. Illustrative Calculations of the Liquidity 
of the General Account 

. . .• 

1.. Currencies Considered Usable in. Transactions 

.. In drawing up the usual quarterly curre~cy .budget· no estimates are 
made of prospective balance. of, payments or. reserve changes when selecting 
the currencies to be u~ed in Fund transac,tions. Recent changes in 
members' positions are· normally reflected in the distribution of· currencies 
to be used in purchases and repurchases, w.:i.th greater emphasis·being 
put on repurchases for.countries whose external positions might be 
weakening so1newhat. Furt):iermore:1 if a member 9s position weakens within 
the curre;-icy. budget P!?riod, the Fund would not p.ormally continue to sell 
that currency. In any.event, the quarterly budgets provide opportunities 
for. relat~vely frequent review of members' external positions. In the · 
present exercise the select:i,1:m of currencies that -~ight be regarded as 
usable over the short to medium run involves making a difficult judgement 
of meffibers 9 balance of payments and reserves position over, say, a 
period -of .t~elve. to eighteen months. In present circumstances it is 
particularly difficµlt in view of rapidly changing external positions 
arising from the impact _o{ higher oil .p:rices ·on members I current 
accoiu1t positions, on capital flows and thus on changes of external 
reserves •. 

I 

As a starting point .the countries whose currencies are presently I 
regarded as sufficiently strong to be used in Fund transactions in the, 
General Account and those which were considered sufficiently strong 
(except• for Israel) for designation in co.nnection with. the First 
Desisnation Plan for 1974 have been considered for inclus.ion in the 
illustrative Appendix Tables. In addition, as a further means. of 
improving the liquidity of the General Ac~oun.t, all major:oil 
exporting members have been included .1/ . 

However, .except for the major oil. exp·orting members, · those members 
with reserves or quotas of less than the equivalent of SDR 175 million, 
or wqose reserves amounted to less than 150 per cent of quota, have . 
been excluded. These .cut off points elimi11ate countries with absolutely 
small res~rves. and which could not, on .that account; be expected to ·. 
finance any measurable expansion in the volume of· Fund transactions. 
Furtherraore, although.some of those members have recently benefitted 
from the .. boom. in commodity prices and are ip. the process of reducing 
their international. short-term indebtedness, they could experience 
a weakening in their: external positions as a result of sharply higher 
oil prices .and of ~,possible slowdown in the growth of the world 
economy. Some of the smaller international surplus countries that 
have :1ot been included in the ct1;rr~ncy budget such as Lebanon, 

. i' ; ·( 

!/ It will be recalled that of the major oil exporting countries, 
Kuwait is included in the present currency budget and Indonesia was 
considered for inclusion in the designation plan. 

I 
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Portugal and Singapore, have not been added to the list. of potentially 
usable currencies, · but could well be considered if it. were deemed 
appropriate to maximize · the list of potentially usable currencies, 

2. Prospective Balance of Payments and Reserve Positions 

It is acknowledged, 'of course,. that present balance of payments and 
reserve positions ar~ not necessarily. good ind'icato:ri of ·prospective 
strength over the period relevantfor the practical purpose of 
determining the liquidity of the Fund, i.e., the volume of currencies 
that could b,e us.ed in Fund transactions, and in view of the large 
changes in ba"ian'ce of payments positions that may result because of . 
the oil price. increases, the difficulty of forecasting members I balance· 
of payments and reserves is even more hazardous· than usuaL Neverthe­
less, some indication of possible future reserve and balance of 
payments positions is needed. Regarding the Uni tee( States, it has 
been assumed that ·gross reserves will remain uncharig,ed from their 
present levels because the gross reserve position of the United States 
will not necessarily respond significantly to changes in the balance 
of payments in present circumstances. For other countries with 
currencies judged sfrong e·iiough. to be used ·in Fund· transactions in 
both the General and Special Drawing Accounts, their holdings of gold 
and foreign exchange reserves _have been adjusted by the incremental 
receipts of the major oil exporting countries and by the incremental 
payments of· the net oil importing countries on the basis · of the 
computed increase in oil import costs as shown in EBS/74/145 •. This 
latter measure might be regarded as an extreme assumption of prospective 
weakness as it takes no account of con1pensating changes in the current 
or capital accounts of the balance of payments. 

As a p~ssible correction to the size of this adjustment, it has 
been assumed for the puq,oses of this paper_ that countries _would not 
permit their reserves to fall by more than: 25 per cent from their 
present levels.!/ The countries affected>by' this limitatibn are 
Japan, the Netherlands, Belgium, Sweden and Denni.ark, but it should 
not be implied that. res~rves would. in fact' develop in this manner. 
Consequently, the currencies of these countries.have been included 
in the lists of usable currencies. However, it is.also useful to 
assume that some of the Fund's creditors would not continue to be 
sufficiently strong to have their c·urrencies sold, in order to assess 
the likely impact of silch exclusion on the Fund's liquidity and in 
particularto examine the effects-on the use of Fund's holdings of 
currencies and borrowings on the remaining· members.· The e~tlusion 
of any major creditor would, of course, alter the distribution of the 
use of currencies in sales: arid the. need for replenishment among both 
individual countries and groups of countries. In making the estimates 
in the following pages, it has b~en assumed that Fund creditor members 
with quotas of about SDR 1~8 billion would be excluded from the list 
of us,;ible currencies. In Table 1, the exclusion of Japan, Sweden and 

1/ In SM/74/41 it is assumed 11 that a member would be ready to use 
20 per cent of its reserves (as of the end of 1973) to meet the oil 
impact during the course of 1974QI. 
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Denmark :fa shown in parentheses to show ~he effect on aggregate positions 
of the use·.()~ F~nd holdings of currencies and borrowing •.. · Sim~lar 
results would be obtained if, for example, Belgium, the Netherlands, 
Denmark and Sweden were excluded. 

With regard to· the oil exporting countries, it ·is assumed that 
their official external reserves would reflect fully the rise in their 
current account surpluses arising from· higher oil pric_es, say an increase 
in their surplus of around the equivalent of SDR 50 billion. This is, 
of course, unlikely:·to·::be the case, especially as some proportion of 
their current receipts ~ould be offset by higher imports' debt' repayment' 
and capital outflows.. It is, however, difficult to red_istribute the 
potential receipts of 'these countries with out further information on 
the evolution of their current account balances-_.for example, an 
increase of 30 per cent in.their curren,t paymencs would not importantly 
change the ord~r of magnitude of their surpluses--or on the pattern of. 
their international investments. Of course, any marked decrease in the 
overall surpluses of the oil exporting countries would be reflected 
in reduced .overall deficits of the remaining countries and thus in 
general ease their financing problems and perhaps lessen demands on 
the Fund. In this. ·.rngard, account would be taken of the evolving 
balance of payments an,d reserve positions of these and other members 
in con,nection, with further reviews of the Fund's liquidity and 
particularly on the occasion of consultations with Executive Directors 
on the·· currency budgets which will continue to be presented from time 
to time. it is emphasized that the present paper is n~t a currency 
budget but an explanation of the factors that broadly determine the 
liquid:L:ty position of the General Account. 

3. Hypothetical Use of the Fund's Resources 

For ·purposes of this paper, prospective use of the Fund's resources 
has been put i;it between the equivalent of SDR 5 billion and SDR 9 
billion. The lower figure would be reached if (a) 50 per cent of the 
present level of reserve positions in the Fund would be drawn upon 
(approximately SDR 3. 5 billion); (b) the balance of outstanding stand-by 
arrangements would be used (approximately SDR 250 million); and (c) 
approximately SDR 1.3 billion would be drawn by the developing countries 
under the Oil Facility (SM/74/41, page 5). The upper figure of SDR 9 
billion of drawings would be reached on the assumption that some major 
industrial countries would not only use their existing gold tranches 
but also draw in the credit tr~nches and under the oil facility. It 
should be stressed that these figures are only broad indications of 
possible magnitudes and the use of two figures simply illustrates how 
the proportions between the use of Fund holdings of currency and borrow­
ing would change, adopting the same principle of allocating currencies 
in proportion to members' gold and foreign exchange reserves. Insofar 
as the impact of sizeabl~· drawings on Fund liquidity is concerned much 
depends on which members draw on the Fund, particularly if a member whose 

I 

I 

currency was regarded as usable in drawings itself decided to use the 

1 Fund's resources. 

I 
J. 
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4. Illustrative Sales of Currencies and Borrowing by the Fund 

Potentially usable currencies have been grouped into two· tables~ 
Appendix Table I lists only the currencies. of the non-oil exporting 
members.having Article VIII status and which also appear on the present 
curren.cf budget· or were considered as sufficiently ·strong to be· 
included. in the :current designation plan. All of the currencies listed 
in Appen'dix Table I have previously been used in Fund transactions. 
Appendix'· Table II includes the currencies listed in Table I but is 
extended'. to· include the.· major oil· exporting countries and also some 
non-oil ·~xporting countries ·with Article XIV status -which were considered 
as sufficiently strong to:.be included in -the current designation · · l/ 
plan. The Fund has· previously sold four -of these additional currencies.-

The total number ·of countries listed in Appendix Table II is 32; the 
Fund has previously used the currencies of -19 of them in transactions; 
12.of the,32 members have at present Article XIV status .. The Fund 1s 
holdings of all currencies previously used in transactions amount to the 
equivalent of SDR 11.9 billion; holdings of other prospectively usable 
currencies amount to SDR 1.2 billion. Of the total of SDR 13.1 billion 
of usable currencie,,, Article XIV currencies account for· SDR 1. 9 
billion. As noted earlier, it would be necessary to make appropriate 
arrangements regarding those currencies.that the.Fund has not previously 
used in transactions, including arrangements for conversion, 

In both tables drawings totalling the equivalent of SDR 5 billion 
and SDR 9 billion have been allocated strictly in proportion to adjusted 
gold and foreign· exchange 1·eserves, with the constraint. that· the Fund 
would not reduce its holdings below. 5 · per cent of the quota level. 
Once this point is reached, it is assumed the Fund would need to 
replenish its holdings. of currency, which it is. suggested would in 
pres-ent circumstances be by borrowing rather than by. the sale of gold 
or the use. of SDRs. In all cases it· has been assumed that the Fund 
would use some of its e;dsting curreney holdings, in proportion to 
the gold and· foreign exchange. reserveS" of the issuing members, before 
borrowing is proposed. 

It might be noted that the allocation of currencies to be used in 
drawings strictly in· proportion to gold and foreign exchange. reserves 
might. be somewhat restrictive in present circumstances. For example, 
more emphasis could be given to aC'tual currency. holdings while still. 
remaining fairly close to. allo:eating currencies in proportion to 
reserves. Another alternative woul'd be to attempt to harmonize 
countries w total: reserve positions in the Fund (i.e., including any 
liquid loan claims on .the ... Fund arising from Fund borr9wing) in 
relation to their gold and ·foreign exchange reserves. This .f.',rinc.iple. 

!/ The currencies of Kuwait,· Venezuela, Brazil and Spain .. 
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of allocation, which has been used.in the past, particularly. between I 
1966 and the summer.of 1971~ would.rather quickly harmonize countries' 
reserve positions.in the Fund to their gold and foreign exchange reserves. 
It would·put more emphasis on the use of holdings of the currencies9 
including through replenishment by borrowing, of those,members whose 
reserve positions in the Fund ar~ small in relation to their present 
and prospective gold and· foreign.exchange reserves. In the circumstances 
contemplated in this paper~ thb would mean greater use of currencies 
of the major oil exporting countries (and also those currencies which 
have not been extensively used in Fund transactions) than shown in 
Appendix Table II •. !/ It would also mean that the currencies of those 
members with relatively high ratio~ of reserve positions in the Fund 
to gold and foreign exchange reserves would be given lesser emphasis. 
The Executive Directors have asked the staff to review the principles 
of ,the allocation of currencies used· in the currency budget and g~ve 
consideration to emphasizing the use of c:urrencies of members with 
relatively low holdings of primary.reserves. to: total official reserves. 
The merits of these different approache1:1 can be discussed in connection 
with that review. 

5. Use of U.S. Dollars 

. As noted earlier,· special emphasis could be given to the sale of 
U.S. dollars in present circumstances. Such sales could be determined 
either by using a convention as was done in the present currency budget I 
or, in view of the relatively large amounts involved~ on some 
quantitative indicator such as in some proportion to any fall in the 
United States official liabilities to foreigners. In any. event, 
greater than proportionate use of -some currencies would compensate in, 
part for a possible inability to use some potentially usable currencies 
either because of their Article XIV status or because of the unwillingness 
of issuing members to have their currencies used by the Fund or because 
some of.the countries.would themselves need to draw. Furthermore, if 
it was thought to be not desirable or feasible to replenish certain 
currencies by borrowing, then greater use of other currencies, in 
particular U.S. dollars, from the Fund's holdings would be necessary. 
For example, it is conceivable that borrowing of the amount calculated 
in column 5 of Appendix Table I could be avoided by using from holdings 
the equivalent of SDR 2.3 billion of U.S. dollars rather than SDR 852 
million, and borrowing could be substantially reduced below the figures 
in column 7 of Appendix Table I by even greater use of U.S. dollars, and 
possibly some other currencies (e.g., Canadian dollars) from existing 
holdings. Such flexibility would provide a significant and useful 
leeway for the Fund's liquidity in the absence of replenishment. 

1/ ·The average ratio of RFP tp GFE of the major oil exporting 
countries at the present is around 3 per cent compared to an average 
ratio of around 6 per cent for those members included in the present 
currency budget. 

I 
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6. · Results of the Illustrative Calculations in Appendix Tables I and II 

Table 1 below is a summary of the ·ruainresults of the Appendix Tables 
and also shows the aggregate effects on the Fund's liquidity of excluding 
the currencies of three creditor countries noted on page 5 above. 

Table 1. Summary of Illustrative Tables on the Financing 
of Drawings on the General Account 

(In millions of SDR equival1mts) 

· Fund 
currency Financing of drawings of 
holdings SDR 5 billion SDR 9. billion 

less Fund Fund Fund Fund 
5 per cent hold- borrow- hold- borrow-

Quota of quota ings ings ings ings 

Use of .currencies 
shown in: 

Appendix Table I 14,966 10,300 3,638 1,362 5,275 3,725 

(excluding Japan~ 
Sweden, and 
Denmark) (13,181) (9,343) (3,283) (1,717) (4,748) (4,252) 

Appendix Table II 17,641 12,249 3,167 1,833 4,726 4,274 

(excluding Japan, 
Sweden, and 
Denmark) (15,856) (11,292) (2,948) (2,052) (4 "277) (4,723) 

From the preceding discussion and in the light of results presented 
in the Appendix Tables, four main conclusions might be drawn: 

1. On almost any reasonable assumption regarding the size of the 
list of usable currencies, the Fund might be regarded as relatively liquid 
at the present time and could, without undue distortion of the guidelines 
currently followed in executing the Fund's currency policy, finance net 
drawings up to the equivalent of about SDR 5 billion. Such drawings could 
be accommodated without an urgent need to replenish its currency holdings. 
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· 2. ' An extension of the list .. of usable ... cur:i;encies would. be d~.sirable 
because it would increase the Fund's liquic,lity. The Fund's holdings of 
the currencies of ·the major oil exporting tn~nibers are, however, small in 
relation· to their externai reserves. Extensive·use of their currencies 
would involve substantial borrowing from them because their quotas are· 
small compared with their adjusted external reserves and the present 
allocative principle of using currencies in drawings would rather quickly 
exhaust the Fund's holdings of their currencies·. 

3. The amounts which might be borrowed from the industrial countries 
are relatively small in the circumstances considered in this paper. The 
aggregate amounts which might be b-;;~rowed, largely deutsche mark, would be 
of an order of magnitude. that, _through the.use .of.a different allocative 
principle and especially one that would emphasize the use of U.S. dollars, 
could substantially reduce the need. to replenish the Fund's currency hold­
ings by borrowing, and in' some instances to an extent that replenishment 
by botrowi~g might not-be n~cessary. 

4. · '· Even on the assumption of comparatively large use of the Fund's 
resources and including the· ·use of the currencies of the major oil exporting 
countries, the proportion of .their external reserves that most members would 
take up in the form of Fund positions and claims on the Fund would not, in 
most cases, exceed 10 per cent of their reserves. By historical standards, 
this ratio cannot be regarded as high. 

) . 

I 

I 

I 



• Table I. Allocation of Currencies From ~s Holdings and From Borrowings to 
Meet Drawings of SDR 5 billion and SDR 9 billion (Short List).!/ • 

Article VIII 
members: 

Un!t.ed States 
Germany 
Japan 
Canada 
Netherlands 
Australia 
Belgium 

Argentina 
Mexico 
Sweden 
Austria 
Ireland 
Denmark 
Norway 
Malaysia 

Total 

Quota 
(1) 

6,700 
1.600 
1,200 
1,100 

700 
665 
650 

440 
370 
325 
270 
260 
260 
240 
186 

Adjusted 
gold and 
foreign 
exchange 
reserves 

(2) 

9,1osY 
19,6943/ 

6,481...;. 
4,105 3/ 
3,191-
4,3203/ 
2,13.S-:-

829 
703,J/ 

1,442--
1,768 

609-3/ 
61~ 

1,082 
1,012 

14,966 57,695 

(!n millions of SDR equivalents) 

Fund currency 
holdings less 

5 per cent 
of quota · 

(3) 

5,793 
400 
624 
766 
427 
464 
150 

592 
254 
224 
133 

69 
10,9 
165 
130 

Allocation of 
SDR 5 billion purchases 
in proportion to col.(2) 

Total Borrowings 
allocation from member 

(4) (5) 

841 
1,707 

562 
356 
276 
374 
185 

72 
61 

125 
153 

53 
53 
94 
88 

5,000 

1,307 

35 

20 

1,362 

Allocation of 
SDR 9 billion purchases 
in proportion to col.(2) 

Total Borrowings 
allocation from member 

(6) (7) 

1,514 
3,072 
1,011 

640 
498 
674 
333 

129 
110 
225 
276 
95 
96 

169 
158 

9,000 

2,672 
387 

71 
210 
183 

1 
143 

26 

4 
28 

3,725 

1/ This table assumes the usability of all Article VIII currencies included for sales in the 
pr;sent currency budget and considered sufficiently strong for inclusion in the present designa­
tion plan, but excludes.all major oil exporting countries whether or not included in the currency 
budget or designation plan. 

2/ Gold and foreign exchange holdings assumed unchanged from present levels. 
3/ Assumed that gold and foreign exchange holdings would not fall below 75 per cent of present 

levels. 

' . 
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Table II, Allocation of Currencies from Fund's Holdings and from Borrqwings 
to Meet Drawings of SDR 5 billion and SDR 9 billion (Long List)!/ 

(In million& of SDR equivalents) 

Oil exporting Fund 
.!_eDI_.!?!!!. 

Article VIII 
members: 

*Saudi Arabia 
Kuwait 

*Qatar 
*United Arab 

Emirates 
*Bahrain 

Article XIV 
membera: 

Venezuela 
*Indonesia 
*Iran 
*Nigeria 
*Algeria 
*Iraq 
*Libyan Arab Rep. 
*Oman 

Total 

Other Fund members 

Article VIII 
-hers: 

United States 
Germany 
Japan 
Canada 
Netherland• 
Australia 
BelgiUII 

Argentina 
Mexico 
Sweden 
Austria 
Ireland 
Detmarlr. 
Norway 
Malayaia 

Article XIV 
aabers: 

Brazil 
Spain 

*Yugoalavia 
*Nev Zealand 

Total 

Grand Total 

Quota 
(1) 

134 
65 
20 

15 
_..!Q 

244 

330 
260 
192 
135 
130 
109 

24 
__ 7 

1,187 

1,431 

6,700 
1,600 
1,200 
1,100 

700 
665 
650 

440 
370 
325 
270 
260 
260 
240 

_ill. 

14,966 

440 
395 
207 

_lli 

1,244 

16,210 

Adjusted 
gold and 
foreign 
exchanga 
reaervea 

(2) 

15,253 
5;182 
1,143 

__ _:j 
--111 

21,803 

7,200 
2,441 

10,580 
3,938 
2,839 
4,063 
4,903 
~ 

36,659 

58,462 

9,70~/ 
19,6944/ 

6,481-
4, 1054/ 
3,191-
4,320 
2,135.i/ 

829 
703 

1,44~/ 
1,768 

6094/ 
616-

1,082 
--1...fil 

57,695 

4,252 
4,250 

998 
__ill. 

9,902 

67,597 

17,641 126,059 

Fund currency 
holdings leaa 

5 per cent 
of quota 

(3) 

93 
42 
14 _2, 

__ 7 

156 

202 
247 
134 

95 
91 
76 
16 

861 

1,018 

5,793 
400 
624 
766 
427 
464 
150 

592 
254 
224 
133 

69 
109 
165 

___llQ 

10,300 

301 
271 
218 

-1.il 

931 

11,231 

12,249 

*Currency not previously uaed by Fund in tranaactions. 

Allocation of 
SDR 5 billion purchaaes 
in proportion to col,(2) 

Total Borrowing• 
allocation fr<>11 mt!llber 

(4) (5) 

605 
206 
45 

__ 9 

865 

286 
97 

420 
156 
113 
161 
194 

_J,l 

1,454 

2,319 

385 
781 
257 
163 
127 
171 

85 

33 
28 
57 
70 
24 
24 
43 
~ 

2,288 

169 
169 

39 
_!! 

393 

2,681 

5,000 

512 
164 

31 

__ 2 

709 

84 

286 
61 
22 
85 

178 
_J,l 

743 

1,452 

381 

381 

381 

1,833 

Allocation of 
SDR 9 billion purchaaea 
in proportion to col,(2) 

Total Borrowings 
allocation fro• meaber 

(6) (7) 

1,089 
370 

82 

1,,557 

514 
174 
755 
281 
203 
290 
350 

--2Q 

2,617 

4,174 

693 
1,406 

463 
293 
228 
308 
153 

59 
50 

103 
126 

44 
44 
77 

--11. 
4,119 

304 
303 

71 

-1.2. 
707 

4,826 

9,000 

996 
328 
68 

__ 9 

1,401 

312 

621 
186 
112 
214 
334 

--2Q 

1,829 

3,230 

1,006 

3 

1,009 

3 
32 

35 

1,044 

4,274 

1/ Thia table assumes the uaability of the currencies listed on Appendix Table I and the currencies 
of-the major oil exporting countries and also the currencies of some non-oil exporting members with 
Article XIV status which were considered ss sufficiently strong to be included in the current designa­
tion plan. 

1/ Reserve data not available, Surplus in 1974 estimated by Fund Middle Eastern Department at 
SDR 2,4 billion. Member has also not yet paid its local currency subscription. 

11 Gold and foreign exchange holdings assumed unchanged from present levels. 
!!_I Assumed that gold and foreign exchange holdings would not fall below 75 per cent of present levels. 

I 
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TO 

';fl.Of/, 

SUOJEC"i : 

Mr. Smith 
/· 

John Williamson ~lJ. 
'·-.J ./' 

Accounts and Balance Sheet of 

DATG: 
November 23, 1973 

You may like to note that discussions on reform are seriously considering 
the introduction of at least one further Account in the Fund. This would be a 
"Special Account," as proposed by the French in C/XX/DEP/Doc/73/77, designed to 
hold reserves of countries in excess of a specified maximum level. 

I suppose there is also the possibility that the introduction of an 
Extended Fund Facility would involve the introduction of a separate Account, and 
if the link were to be introduced along Type B lines that Fund assets would come 
to include the bonds of DFis. 

cc: 
/ 

Mr. Polak/ 
Mr. Fleming 
Mr. Schwartz 

//•'~ 
/ 



C Office Memorandum 
,.~1',1.i('t,... 

TO Mr. Polak DATE, November 20 1 1973 

FROM John S. Smith ~ 
SUBJECT : Accounts and Balance Sheet of a Restructured Fund 

The strong similarity between the Fund's General Account and Special 
Drawing Account has been pointed out in SM/73/128. The similarity would be in­
creased if the General Account were restructured along the lines indicated in 
that paper. Nevertheless, it does not follow that the retention of separate 
accounts would be contrived or arbitrary. The flows into and out of the accounts 
are quite different in significant respects. Balance sheet accounts may well 
be established on the basis of the types of flows into and out of them; they 
need not always refer to a particular kind of asset or liability. 

As a concrete case in point, the setup of the IMF Staff Retirement 
Fund can be cited. That Fund is maintained in three accounts--Participants', 
Accumulation, and Retirement Reserve--which are defined in terms of the items 
to be credited and charged to each. The three accounts figure separately on the 
liabilities side of the Retirement Fund's balance sheet, together with items for 
reserve against investment and accounts payable. On the assets side of the 
balance sheet, no distinction by account is made, the items shown being cash 1 

investments, and accrued interest. 

A similar procedure can readily be envisaged for the reformed and 
restructured Fund itself. The General Account could be replaced by a Credit 
Account, whose liabilities would be the SDRs to be created when the Fund extends 
credit to members. The liabilities would also include any SDRs that might be 
created in repayment of members' subscriptions, if it were decided that the Fund 
should retain part or all of the present General Account's holdings of gold and 
SDRs, rather than using them to repay Reserve Positions in the Fund. In addition, 
it could be decided that the Credit Account's liability side should include the 
Fund's General and Special Reserves, although it would perhaps be more logical 
to establish a separate account or accounts for those items. 

The Special Drawing Account could be retained, perhaps under the title 
of an Allocations Account. From the Fund's standpoint, this account has no 
assets or liabilities, since the Fund is neither a recipient of SDRs by alloca­
tion nor a debtor with respect to those SDRs which are allocated to participants. 
Nevertheless, a contra entry for this account could be made on both sides of the 
balance sheet. 

Finally, a Substitution Account would be needed to show the claims on 
reserve centers that were turned over to the Fund by members, in exchange for 
SDR balances held with the Fund. 
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The assets side of the Fund's overall balance sheet would in effect 
be a consolidation of the assets side of each of the individual accounts. A 
sample format for such a balance sheet is attached. In addition, schedules 
for each account could be presented to support the overall statement, giving 
balance sheet data and information on sources and uses of funds. 

Attachment 

cc: Mr. Fleming 
Mr. Schwartz 
Mr. Williamson 



. . " 

IMF Balance Sheet 
as at April 30, 19~ 

Amounts expressed in special drawing rights 

Assets 

Gold with Depositories 

SDR Holdings 

Credits to Members 

Substitution Claims on Reserve Centers 

SDR Allocations (Contra) 

Investment of Reserves 

Other Assets 

Total Assets 

Liabilities, SDRAllocations, and Reserves 

Credit Account 

Substitution Account 

Allocations Account (Contra) 

General and Special Reserves 

Other L~abilities 

Total Liabilities., SDR Allocations, and Reserves 
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DOCUMENT OF INTERNATIONAL MONETARY FUND IJ&vfPWBr2loirffiBc12'36sf5 

RESTRUCTURING THE GENERAL ACCOUNT OF THE FUND 

Execut ive Boa.rd Seminar, Friday, November 16, 1973 

Comments by Mr. Pal amenghi-Crispi 

The staff's exploratory paper (SM/73/128) before us today is an 
ingenious and st imulating approach to the restructuring of the General 
Account. The suggested approach would not only greatly simplify the 
operations of the Fund but would al.so emphasize the pivotal role of SDRs 
in the reformed system, as it would become the only Fund-generated asset. 

Obviously the adoption of such a new structure will depend, as the 
staff rightly points out on page 1, "on the extent to which it may prove 
necessary to overhaul the Arti cles of Agreement . " If, as I think, the 
monetary r eform will require an extensive redr aft of ~he Articles, we 
should not miss this historic opportunity to reform the General Account 
as well; there would be little justification in preserving its present 
cumbersome structure, which was mostly the product of the climate prevail­
ing at Bretton Woods . But I think that there is more in the proposed 
approach than the desire to simplify and streamline the General Account . 
Clearly a General Account based on the creation and cancellation of SDRs, 
while preserving the important aspects of conditionality and the short­
term nature of Fund credit , would all eviate the liquidity problems that 
obliged the Fund to implement the General Arrangements to Borrow and to 
resort to bilateral borrowing . The problem of the l iquidity of Fund 
assets has not been felt for some time now, but we cannot exclude the 
possibility of circumstances a.rising in the future in which liquidity 
constraints might hamper the smooth functioning of the Fund. And it is 
well known that an increase in quotas can alleviate this problem only to 
a limited extent . 

Some argue that in the absence of the present built-in constraints 
there could be an undue expansion of credit by the General Account. But 
this is not necessarily the case as the creation of international liquid­
ity by the General Account , whether "new look" or "old look" is always 
taken into consideration in detennining the volume of 1iquidity to be 
created through SDR allocations . I do not see therefore a:ny great need 
for special constraints on the overall volume of loans by the General 
Account . All we would continue to need are proper lending policies, 
which, I might add, many feel are currently too conservative , witness 
the very low volume of Fund credit outstanding over the last few years 
(i.e. SDR 1 billion, as compared with over SDR 150 billion of totaJ. 
reserves). 

A restructured General Account would not only make the Fund much 
more efficient and allow for an infinitely simpler system of Fund account­
ing , but would also el iminate almost all the problems that have arisen 
in connection with currency budgets, replenishment, mitigation, mainte­
nance of value , not to mention the problems of the currency composition 
of repurchases under Article V, Section 7(b) . 



This approach raises serious problems as regards interest payments 
by the.General Account. At present, oriiy net .creditor positions are 
remunerated., not basic gold ti~anches. · If the General· Account were to 
create SDRs to absorb RPFs, it would be IJaying interest--vfa, the Substi­
tution Account--not just on the super gold tranches but also on basic 
gold tranches. The staff suggests avoiding this problem by having inter­
est paid on members'· holding of SDRs minus 25 per cent of their quota 
(i.e. the basic gold tranche). Of course, this technique wouid run 
into problems should a country run 0~1.t of SDRs. I p1·esume the · st9.ff 
suggested it as a way to increase sutstantially tl.:ie Fund's income. If 
I have fully understood the obscure first paragraph on page 11, the Ftmd' s 
extra income would :r.esul t from ple.cing a charge on "gold tranche II drawings. 
I have reservations as to the desirability of such an approach. 

There is another approach which I should like the staff to examine. 
The General Account would create SDRs only to the ext.ent that its hold­
ings of gold and SDRs were insufficient to cancel rese1·ve positions in 
the Fund. A numerical example may be helpful in this connection. At the 
end of' September 5, the General Account's holdings of.gold. and SDRs stood 
at SDR 5.9 billion, and·wouid thus have been insufficient to cancel com­
pletely all reserve positions in the Funa, which amounted to SDTI 6.2 bil­
lion. It would therefore te necessary for the Substitution Account to 
issue SDR 300 million in exchange for the remaining super gold tr8.nche 
positions. The new style balance sheet of the General Account would now 
be: 

Liabiiities 

SDR 0.3 billion (to Substitution Account) 

SDR 0.7 billion (Reserves) 

SDR 1.0 billion 

Assets 

SDR 1.0 billion (Loans) 

SDR 1.0 billion. 

That is to say, the General Account's assets.would consist only of SDR 
loans to its members, while its liabilities would be the SDRs issued to it 
to cancel RPFs and the Fund's reserves. 

What would happen to the General Account's income? It i.fould increase. 
Total.RPFs of SDR 6.2 billion include SDR 1.7 billion of super gold 
tranches on which the Fund pays interest of 1.5 per cent. Under this 
approach, it would pay the same interest on the SDR 300 million the Sub­
stitution Account had issued to the General Account; moreover, the Gen­
eral Account would cease earning interest on thE:! SDR 500 million it would 
have transferred to members. Interest pa;i,71llents on. net credit positions, . 
i.e. remuneration, would thus be cut in half', a net saving of some SDR 14 
million. It should be unde'rscored that this saying would not result from 
an increase in payments by debtors to the General account. 
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Under neither of these approaches--the staff's and mine--would present 
debtor countries reacquire any part of their go.ld subscriptions. This might pe 
considered somewhat inequitable given that the market price of the metal 
is more than twice its official price. One remedy to this could consist 
in selling gold to all merebers in proportion to their gold subscriptions. 
Creditor countries would buy gold against their RPFs, while debtor coun-
tries would buy gold against SDRs. The General Account would then use 
the SDRs obtained from debtor countries to acquire RPFs of creditor 
countries. The ·balance sheet of the technique I have p1·oposed would of 
course not be affected if the General Accou..'lt used its gold holding:::i in 
this way. , 

I should now like, Mr. Chairman, to comment briefly on two additional 
points: 1. Remuneration of net creditor positions is now at the same 
rate as SDRs, a very low 1. 5 per cent. What would happen if the rate of 
interest on SDRs were raised substantially, say, to 5 per cent? As the 
Executive Directors' Reform Report argued " •.•• large differences between 
interest rr.tes payable on the two Fund-created assets would give rise to 
certain difficulties ••. Thus the remuneration·p:1id on net creditor 1.)0Si­
tions might have to rise to some extent along with that on SDR11 (page ) • 
Therefore, if the structure of the General Account remained unchanged and 
the rate of interest on SDRs were raised substantially, there would have 
to be a large increase in remuneration and, almost certainly, in charges. 
If we switched to an SDR-based General Account, and the rate of interest 
on SDRs were raised, there could be serious problems with the staff approach 
which creates large amounts of SDRs, unless we used the proceeds of sales 
of the General Account's gold to cover the interest shortfall. With the 
approach I have suggested, this problem would not be a very serious one 
since there would be only a very small creation of SDRs to cancel reserve 
positions in the F'und. · 

2. On page 11, point 4, the staff says that in an SDR General Account 
members would no longer be able to pay charges in their own currency. 
This is certainly true, but they could pay charges by simply increasing 
their outstanding SDR balance, which is of course similar to what happens 
when they use their mm currency. 

In conclusion, Mr. Chairman, the international community has already 
decided that the SDR should be the numeraire and the main reserve asset 
of the reformed system. Careful consideration should now also be given 
to making the SDR the only asset of the General Account. I think that 
the bold approach suggested by the staff deserves further study and I 
would be grateful for a second, more detailed draft. I do not think 
that furthering the study of this approach is in any way incompatible 
with the more moderate proposal of undertaking a thorough reiriew of the 
provisions regarding the General Account in the Articles and the Decisions 
of the Executive Board. In fact the two approaches might well coexist 
and I would expect that the proposed review would provide useful material 
for consideration, i;rrespective of the extent to which the General Account 
will in fact be restructured. 
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Changes in the General Account of the Fund 

Introdu·ct ion 

DRAFT 
11/16/73 
RJF:spb 

This paper briefly sets· out possible changes in the General_ Account . which 

could be considered either in conjunction with changes directly consequent··upon -.. 

the reform of the international monetary system, or as a separate matter not 

necessarily dependent upon reform or a major ·restructuring- of the· General ·Ace.aunt..·~·· . _;: 

' The -changes discussed below include several which do not entail. pronounced _ _ - ::..c • 

··shifts -in the Fund's policies or operations. but-which. would-simplify.. the,conduc.t ~::~:;::-~,-~: 

important considerations and, as necessary., detailed paper.s could be. prepared. -· 

analyzing and describing the implicati_ons of a change in a· particular policy or · 

procedure. It- should be noted that no.t all. the possible changes would entail 

amendments to the Articles of Agreement but could-be-implemented by-alterations 

in the Fund's Rules and Regulations or by Decisions. 

Wh:f:le possib.le changes in rules : governing- the. use -of SDRs are discussed .~ 

in-a separate paper which elaborates on the suggestions made in paragraph 29 of 

the First Outline of Reform, this paper also includes references to the use-of 

SDRs in General Account operations. 

For convenience, the changes which could.be considered are grouped in broad 

categories. 

1. ·Fund's Operations with Members. 

a. Drawings on the Fund 

Several questions arise under this heading: . 

(i) should there be any changes in policies and procedures, for 

example changes in the present limits governing total drawings on the General 
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Account without a waiver, or drawings under the compensatory financing facility-;--

(ii) Drawings under the compensatory and buffer stock financing 

facilities "float" above a member's other drawings, the former irrespective of 

the member's position in the Fund, the latter only in the credit tranches. In 

view of the fact that gold tranche drawings are 1.1.ot subject ~o_ challe~g~ by_ the 

Fund, drawings under either of these two facilities could be made subject to 

the _member first drawing the full amount of its gold tranche. Drawings would,- --~c--

however, retain their "floating" character. · _ 

(iii) Should members be able to draw against gold tranche positions 

for ~he purpose of making payments without a repre~entation of need? 

(iv) Wou_ld i.~. be._desirabl.e .. tP .h~v~_l:!_ g~Jl~ral rule that permitted 

tl)e _Fun9, to req_ui:re members ... to_ use SDRs. or .a_ cert~in. curre._ncy . in parti~ul.ar. 

circumstances? 

(v) Six categories of exchange rates are presently recognized under 

the Fund Agreement and by Executive Board Decision - par values, central rates, 

provisional rates for payment of currency associated with a quota increase, 

rates pursuant to Article IV, Section 8(b)(ii), representative rates, and 

provisional rates agreed for pre- par value transactions. The question is_ 

whether the exchange rate structure in the Fund should be simplified and, in 

particular, whether the establishment of a par value or a realistic market rate 

should be a precondition for the use of the Fund's resources. 

b. Repurchases under Article V, Section 7(b) and Schedule B 

Several possible changes may be envisaged: 

(i) One would be the abrogation of these provisions and their 

replacement by a provision under which a member drawing from the Fund would 
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be committed to repurchase within a period /o.f 3-5 years/; -~"'<---·- -

(ii) If it were --considered essential- to retain tire basic- conce.p.t_"::Of0
:-

0 ~-c""..:::=·::.:­

·- temporary- use -of the Fund through a provision· for. ·obligatory.:=repurchases-,.- :l t:: -" ·,._a.:-:-,··.::.­

might nonetheless be considered useful.to abrogate Schedule B (which determines __ 

the media in which obligations are incurred). 

c. Other repurchases · 

Repur·chases which ·are "voluntary0 in character are subject to._approval by: --- ·c­

the 'Executive noard. The need for such approval· might be dispensed with. by :-:-· __ :;;_ . -.:-· 

an amendment to Article V, Section 7(a). 

d. Use of currencies and conversions 

One question· is whether the present· _practices .tegarding-the-~s_e_:o.f. curren_'- -,-

. cies in drawings ;·and repurchases, which- are governed 7by an. Execu.tive Board. , '-'··· 

decision; should be expressly provided for in the-Articles. This raises the 

further question of whether present practices should·be modified, for example":' 

to permit the use of Article XIV currencies in repurchases, or to implement a. 

princ~ple of harmonizing holdings of all primary- reserve assets.· 

Another aspect is whether the Fund should have author1.ty to regulate the 

rates at which currencies used in transactions with the Fund are acquired by a 

repurchasing member or converted by the issuer for.a drawing member so as to 

avoid exchange profits or losses. For instance, there might be a Rule that 

all acquisitions and all conversions should be made at the rates used by the 

Fund, or at rates that should otherwise correspond to internationally agreed 

rules. 

e. Subscription paY!!!ents and the Fund's currency accounts 

(i) Another major question is whether the subscription payments by­

new members and payments in respect of quota increases (Article III, Section 3(b)) 

should be changed in either one of two ways; to allow a member either an option 
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I . . 
to/ pa}" th~ _ _fu_l:L amount. in its currency or an option to pay SDRs in lieu of the 

.: • I 
:1 

goid component; 

(ii) As. regards. the currency payment_s, -questions -hav:e been- periodica-lly -,a-__ _ 

raised about the necessity for the Fund to maintain a ~minimum of 1 p·er-cent~t)f-~=--.:-~ ·--

a member's quota on deposit in the Fund's No. 1 Currency Account, the need to 

take into account the balance in the Fund's No. 2 (administrative) Currency 

Account for various calculations, and the form of securities that members may 

substitute for currency (Article III, Section 5). In connection with the No. 1 

Currency Accounts the ·percentage limit· could be reduced- upon the- request ·of·. a=.·· -0 ~~ = ,- . 

' member, or uniformly, or minimum balances established at the-discretion of 

- the Managing Director. Another possibility would be to abolish the Accounts-' --

on the undertaking of members to encash securities and transfer funds .upon· --- . --· .. 

demand. 

The No. 2 Currency Accounts are used for administrative payments (e.g., 

publications) and the balances, subject to Rule 1-4(b)(ii) which establishes a 

ceiling of 1/10 of 1 per cent of quota, are maintained in the light of the Fund's-· 

use. of the Accounts_ •. One change would be to eliminate. the ceiling, and .also .. 

toexclude the balances in the No. 2 Accounts from all calculations (e.g., gold 

tranche, remuneration payments) relating to a member's position in the:· Fund. 

This would considerably simplify both computations and operations. 

Similar simplication would be achieved if currency valuation adjust­

ments (Art-icle IV, Section 8) were calculated on the basis of the Fund's· hold-ings 

of a currency as shown in the Fund's books of account rather than in a member's 

books, which may differ because of items in transit. 

f. Settlement of charges 

The option members have to pay charges in SDRs rather than gold is govE!I'ned 

hy arr Executive Board Deci":ion under Article XXV, Section 7 (c) (i). It may be 
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desirable to incorporate this option ·in the Articles .. and also- to review the~"'-"----'" 

provisions regarding the payment of charges with currency.,. 

g. Maintenance of the gold value of the Fund's currency h/~dings 

The present procedure regarding the revaluation of the . Fund!.s--hold-ingse:--,.., 

of currencies on the occasion of each use of a currency in a· transaction could~-=----· --· 

be simplied if the members concerned would agree to the Fund advising them of 

the calculations and amounts, not on the occasion of each adjustment,- but.,-:.....,say 

-.... 
quarterly. 

i. Any basic change in the Fund's method of valuation that would---increase :the-<--'=-"-=-

--frequency and number of valuation adjustments would make -simpler procedures=-----'CC' ·------- · 

even more desirable. 

2. The General Accounts' _Holdings and Use of Primary Reserve Assets . 

A. P.rincip~l. issue for consideration is whether the Fund should have wider'=~ 

authority to use its gold and SDR holdings for additional purposes than those 

permissible at present. At present the use of gold is confined to the payment 

of remuneration, certain charges (e.g., on borrowing) and sales to replenish '' 

th~ Fund's currency holdings: should the use be extended to enable the· Fund' "to ... .,..,,·· 

lend or sell gold to members or sell gold in the market? Similar questions· 

arise in regard to the use of the Fund's holdings of SDRs. 

3. The Fund's Finances 

Questions concerning the financing of the Fund's ·expenditures are dealt 

with in separate papers and are not repeated here. 

4. The Fund's Financial Year, Accounts and Audit 

Another possible change in the General Account is in the Fund's fiscal 

year: at present it commences on May 1 and there would be some advantages in 
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changing this to April 1. This could be associated with a review of the Fund's 

accounting practices and budgetary presentation and perhaps also with a review 

of the external audit and a possible change.from a specially appointed Committee 

to the employment of an audit firm. 

5. Definitions 

In General Account operations international reserves are differently defined 

for different purposes. 'There is the definition of monetary reserves for Article V, 

Section 7(b) calculations which differs from the concept of reserves reported in 

International Financial Statistics and used in currency budget and designation 

plan calculations. The question of a change to consistent definitions for 

General Account (and Special Drawing Account) purposes would appear to warrant 

examination. 
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1. There is not much point in selling the Fund's gold to the Substitution 
Account, as you suggested, unless the power to sell gold and invest the 
proceeds is to be given to that Account rather than the General Account. 
If it were not, the Substitution Account would have no source of income 
to pay the interest on the SDRs issued against gold. 

2. If no gold was transferred back to members on conversion to the new 
General Account structure, the following would be the situation: 

(i) SDR 6,223 million1,ould be issued against existing gold 
tranche positions-. . . · 

(ii) nte use of credit tranches would become SDR 1,082 million 
of' debt. 

(iii) The balance sheet of the General Account would look like this: 

" Liabilities Assets 

SDRs issued 6,223 Gold 5,366 
Reserves 738 SDRs 513 

Loans 1,082 
6,961 

~ 

6,961 

Personally, I prefer the simplicity of the General Account never 
actually holding SDRs, but cancelling all it receives and issuing all it 
uses. That would reduce the balance sheet by the same amount 
(SDR 513 million) on each side. ( it would lt~C: \\(.~ iM.eO""-C: v~a.uc~c..J, of COVl:f(;) 

3. Clearly this structure would be totally out of line as regards income 
and expenditure. Interest-earning assets (i.e., loans) would be too small 
a proportion of the total. For example, suppose we have a 5 per cent SDR 
interest .rate; 

Expenditure would be 
' Interest on SDRs issued 

Administrative E.xpenditure (Budget 1974) 
SDR 311 million 

46 million 

Total Expenditure 357 million 

Income would be 
Interest on SDR holdings 
Interest on loans at 2 per cent 

above SDR rate 

Total 

Deficit 

SDR 26 million 

76 million 

102 mlHiot\ 
a,5!5 
i:8=5'" million 

4. But this is not such a substantial problem when one considers that we 
are sitting on SDR 5,366 of gold with a market value presumably at least 
twice its book value. 
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In any event, it would be a highly artificial situation. For example, 
at one extreme, we could simply redeem SDRs by getting rid of all the 
gold. We could offer to make sales against SDRs in proportion to past 
amounts of gold paid to the Fund in subscriptions. Then we would reduce 
the balance sheet to: 

Liabilities 

SDR issued (1-e.t4.t.toJ-rr-dc, ... f·~) 857 .'!!f 
Reserves . 738 ,7 

(• f 1,595 

Income (at 7 per cent) from loans 
Income from SDR holdings_(5 per cent) 

Less Administrative Expenditure 

Gold 
SDRs 
Loans 

Less interest on SDRs in issue (5 per cent) 
C 

Surplus 

Assets 

l ,595lll 

76 
26 

102 

46 
43 

13 million 

I, 1 

I don't, of course, support the return of gold in this way, because I 
think it can obviously be used much more effectively by the Fund than 
it is likely to be used by individual members. But this is just to 
illustrate that there is considerable scope for manipulating the situation 
to deal with a deficit or to build up a surplus. 
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Restructuring the General Account of the Fund 
An Exploratory Paper 

Prepared by the Research Department in Consultation 
with Other Departments 

Approved by J. J. Polak 

June 1, 1973 

It was suggested in. the Reform Report that an expansion of the role. 
of the SDR might also be the occasi.on for a broader review of the provisions 

.~f the Articles relating to.the General Account.bf As a background to such 
a review, this paper compares the method of operation of the General Account 
with that of the Special Drawing Account, and derives from this.comparison 
certain inferences for a possible restructuring of the General Account. 

The emphasis in the paper .is on analysis, not on recomr.iendation. It 
may be useful at the present time to sort out certain ideas on a possible 

/ 

restructuring of the General Account, and the. consequences that would follow 
from them. But it would be premature either to come to a view whether it 
would be advisable to adopt a new (and simpler) structure of the General 
Account or to attempt to devise a precise form for such a structure. On 
both issues, much will depend on the extent to which it may prove necessary 
to overhaul the Articles of Agreement in ariy event as part of the present 
reform of the system and on major decisions to.be made in the framework of 
that reform. The exercise in which this paper is engaged is, therefore~ 
exploratory in nature. 

. . . 

The paper assumes no substantive changes in the Fund 1 s conditional 
operatio~s'._g/ The issues discussed here concern in the first instance matters 
of form. But when form is discussed g_uestions of substance ~nevitably cbme 

g International-Monetary Fund, Reform_of_the Interha;tional_Monetary System, 
A Report by the Executive. Directors to the Board of Governors, 1washington, 
D.C., 1972), pp. 53-54. (All references in this paper are .to the November 
1972 printed version of the Reform Report.) 

2/ Suggestions to that effect may arise in other contexts. For example, it 
has been suggested that there might be an extension of Fund facilities for 
the purpose of providing resources to developing countries to be repaid over 
longer periods than at present. (SM/73/25, "Allocation of SDRs and Financing 
of Economic Development," p. 4.) 
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up for reconsideration as well; the consequent challenge to certain existing 
features of the Fund may appeal to some and not to others. Moreover, form 
itself can be of importance. To cast the conditional operations of the Fund 
in a form that reveals more clearly their economic content may appear to 
some as a welcome substantive modernization, to others as an undesirably 
radical break with established tradition. 

Thus, even if there were little doubt that a simpler structure of what 
is now the General Account would have to be introduced at some time in the 
future, it·could still bean open question whether this transformation should 
become a part of the present reform, or be reserved for some future occasion. 

Comparison between the two Accounts 

On a sufficiently general level there is a strong similarity between 
the financial functions which the two Accounts perform for members: both 
enable a member in deficit to use financial resources that it had not earned 
from a previous balance of payments surplus. The effect of use of the 
resources in either Account on the member.that provides the users with 
foreign exchan.ge ( other than its own currency) is also very similar; this 
member acquires,_ in both cases, reserves in the iorm ·of "Fund related assets": 
a "reserve position in the Fund" (a gold.tranche position or a loan claim 
on the Fund) when the drawing takes place in the General Account and SDRs 
when the drawing member uses its position in the Special Drawing Account. 
There are, of course, important differences between use in the two Accounts. 
These differences relate primarily to (a) conditionality--use of the General 
Account (except gold tranche use) being subject to condition~whereas the 
use of SDRs is unconditional--and (b) the provisions relative to the need 
to restore the previous position of the drawing member. 

· In spite of the fact that transactions in the two Accounts are in many 
respects similar, both. for the user and for the provider of resources, they 
are executed in entirely different ways. In the·General Account, transactions 
are conducted on the basis of a pool of currencies contributed by all members, 
with further contributions in.gold to enable the Fund to acquire additional 
amounts of any currency that it might need; there is also a provision to borrow 
additional amounts of currency. The drawing entitlements are expressed in 
terms of quotas, but the quotas themselves are not exchange reserves available 
to the member; such reserves have to be acquired by drawings.made within the 
framework of the quotas.· Drawings are mo.de in the currencies of· the countries 
that are selected by the Fund to acquire the reserve positions in the Fund; 

·these currencies are usually at once converted by the drawer, so that the 
dnn-,-2e co,:i.ntry experiences a reduction in its holdings of foreign exchange 
ecp~:l to t:n~ increase it its reserve position in the Fund. · In the Special 
D:-c.:.·.-.':i.~'!. !'.cc·,-ll..'1.t, by contrast, given amounts of SDRs representing an equal 
per,_:;;:'.:+~,;:-c.;, c:f q_1-~otas are alJ.ocated from time to time to participants. Use 
of poeit -~0~13 in the Special Drawing Account takes place by the transfer of 
SDRs from one participant to another against convertible currency. 
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Why this difference between the two Accounts in technical financial 
arrangements, if it does not reflect any obvious difference in substance 
between the transactions in these two Accounts? Essentially, the explana-
tion that the SDR Account is both the newer and the simpler of the two 
Accounts. The more complicated form in the older Account has clear histori­
cal reasons: the U.S. negotiators in the discussions that preceded Bretton 
Woods argued strongly that a Fund operating on the basis of ua mixed bag of 
currencies" was more iikely to win Congressional approval than one which 
introduced the unfamiliar concepts of a new international cu;rrency and of 
overdrafts . .;!) By now, the concept of an international currency is no longer 
unfamiliar. While "overdraftsfl do not fit into normal.u~s. bankil:lg practice, 
negotiated credits do. The question arises, therefore, whether there is a 
continuing justification for the present form of the General Account. 

Perhaps the best way to approach this question is as follows. Suppose 
that the founders of the Fund had felt it necessary to concentrate their 
attention on the need for unconditional rather than conditional liquidity 
and for this purpose had created a mechanism such as that contained in .. 
Article XXI and following of the present Articles of Agreement, perhaps 
combined with regulatory provisions with respect to exchange rates, the 
avoidance of exchange restrictions, convertibility, etc. Such a Fund would 
have required quotas both as a basis for the allocation of unconditional 
liquidity and to determine voting power, but not the financial provisions 
of the original Articles of Agreement. Assume further that, despite the 
absence of a learnfng model ,faich the pre-1969 Fund provided for th~ SDR 
mechanism, the provisions on SDRs were exactly those of Article XXI and 
following Articles (with the exception of references to the General Account). 
If then, at some later time, when the SDR facility had been running smoothly 
for a considerable period, the Fund had reached the conclusion that it would 
be opportune to provide, side by side with the SDR facility, a conditional 
facility under which members would be entitled to obtain financial resources 
from the Fund for temporary use, how would it have gone about this? 

A General Account Patterned on the Special Drawing Account 

It would seem unlikely that in order to provide this new facility the 
Fund would have found it necessary to ask each member to make a contribution 
in gold and in its own currency. Rather, it should have appeared natural 
that the Fund would have made provision for the creation of additional SDRs 
for the amount of credit it extended·, these SDRs to be cancelled when Fund 
credit was repaid. This would be in line with the pr.oposition that the 
extension of international cred1t by the Fund involves an expansion of 
reserves, and the repayment of such credit a contraction of reserves--a 
proposition which did not become valid until gold tranche positions began 

1/ J. Keith Horse~ield~ The International Monetary E\!~~45-1965, Vol. 1, 
pp. 28-30. · .'. 
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to be regarded as reserves in the early 196os.y' By that time the approach 
originally chosen--i.e., that the Fund would not be a 11bank 11

, creating 
international money by extending 11 creditll..:-had1Jeen overcome by the economics 
of the situation •. Once the Fund made the transition from the almost exclu­
sive use of U.S. dollars to the use of a number of major.currencies, it 
became necessary in practice to monetize the resources that members made 
available to the -Fund: members whose currencies ·were used were willing 
(sometimes eager) to see a change in the composition of their reserves, 
but not a decline in them. Thus it was found that reserve creation as a 

· by-pr9duct to credit extension was a necessary element of a smoothly 
functioning Fund. At the same·time, the attempt never took })old to view 
transactions through which the Fund made resources available to members in 
payments difficulties as a mere exchange of one currency for another. Fund 
transactions (geyond the gold tranche) are now generally regarded as the 
extension of 1/alance -of payments credit. This view is reflected, for 
example, in the adoption of the concept of "credit tranchesf!. and in the 
widespread use of the term "repayment11 as both more general and :more 
meaningful than "repurchase." 

The balance-of this paper explores how the equivalent of what is now 
the General Account of the Fund could be run on the basis of the creation 
and,cancellation of SDRs, and what the consequences of this would be on 
various features of the Fund._g/ It is assumed throughout that arry technical 
restructuring of the General Account should not affect the balance between 
cohd.i tibnal · and unconditional access to the Fund, . which would continue to 
be determined·by quota reviews, the Fuhd's policies on access to conditional 
credit, and SDR allocations. It should also be recalled that there would 
be no _effect on reserve creation. The creation and cancellation of reserves 
that now takes.place as the by-product of credit tranche transactions in 
the General Account, in the.form of fluctuations in the amount.of reserve 
positions in the Fund, wo~ld be replaced by a similar creation and cancella­
tion in the form of SDRs made available by the Special Drawing Account to 
the General Account as needed by the latter for its operations. The 
allowance now made for expected net reserve creation in the form of reserve 
positions in the Fund in the estimate of the need for reserve creation 
through the allocation of SDRs would have to be replaced by a similar 
allowance for the net amount of SDRs that would be expected to be·made 
available to the General Account. 

y For a brief discussion see J. Marcus Fleming, "The Fund and Interna­
tional Liquidity," IMF Staff_Papers, Vol. XI, No. 2 (July 1964) pp. 183-85. 
A more detailed·description is given in Hannan Ezekiel, "The Present System 
of Reserve Crl?ation in the Fund, 11

. Staff Papers, Vol. XIII, No. 3 (November 
1966) PP• 398-420. _ . .._ .. 

g/ In the discussion of the Extended Fund Facilities to which re,1erence 
was made in footnote 2 of page 1, it was.suggested that such operations 
would be financed by means of special issues of SDRs, which would be can­
celled upon repayment of loans (cf. SM/73/25, p. 5). 
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If·' operation of the conditionaJ. side of the Fund took,·place :i,n :'SDRs, the 
country that obtained Fund credit would normally use the SDRs to acquire 
currencies, for which the designation mechanism could conveniently be used. 
Nothing new wouid· be required for this purpose, but it would be necessary to 
create·sufficient flexibility in the acceptance obligations so ·as to ensure 
that there would be takers for the additional SDRs put into circulation by 
the Fund's credit operations. 

It is possible that a more important new feature might be required to 
enable countries to repay Fund credit in SDRs. Countries would have to be in 
a position to acquire such SDRs against the holdings of reserve currencies. 
If the Reform provided for an open-ended substitution facility, as suggested l/ 
under the third approach for asset settlement described in the Reform Report~­
this would take care of the problem. Under different settlement arrangements 
it might be necessary to introduce into the SDR mechanism a system of what 
might be called !!reverse designation" to regulate which countries would have 
to make available SDRs against convertible currencies, and in what amounts 
(in contrast to the designation mechanism that regulates the countries that 
are to make available convertible currencies against SDRs).g/ 

The Fund's conditional drawing facilities would remain subject to the 
prevailing quantitative limitations which include normal maximwn use of 25 per 
c~nt of quota per year, a normal upper limit of 100 per cent of quota, and, 
within the latter limit, the tranche policy of increasing intensity of 
scrutiny depending on the extent of the use of Fund credit in terms of a 
member's quota. There would, of course, no longer. ·.be automatic drawing 
rights in what is ·now called the gold tranche, because 11 gold tranche. posi­
tions11 would not arise. As noted below, existing gold tranche positions 

-would be replaced by holdings of SDRs or, possibly in part, gold. 

Credit extended by the Fund in SDRs would naturally be repayable in SDRs, 
the maxinmm duration of the credit being subject to the:3-5 year· rule.· If it 
were desired to maintain some of the underlying principles of t'he repurchase 
provisions of Article V:, Section 7(b); there could be pr'ovisions for acceler­
ated repayment in the light of the member's balance of payments and reserve 

'j} Op.cit., p. 39. 
g/ In the present SDR 'facility there are only the most rudimentary provi­

sions for "reverse designation!! because the need for it is unlikely to arise 
on any significant scale. In theory, a participant may, on "specification" 
by the·Fund, be obliged to sell SDRs for !!currency convertible in fact 11 for 
the purpose.of enabling another participant to meet its obligations to pay 
charges and assessments (Article XXVI, Section 5 and Article XXX, Section 3) 
or its reconstitution obligation under Schedule G, paragraph l(a); but the 
stock of SDRs held by the Genex·al Account makes it unlikely that these provi­
sions will ever become operative. It should be noted that the sale of SDRs 
by the General Account against convertible currencies does not avoid the sub­
stantive problem, but .transfers it to that Account. The question thus 
becomes the selection of countries that are to give up reserve positions in 
the Fund, rather than SDRs, against convertible currency. 
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position. .This position is already used as a criterion in the operation of 
tpe designation system which affects the reversal of net use of SDRs in a 
m~nner somewhat akin to the repurchase provisions in the General Account,!/ 
using, however, data on reserves based on a more flexible definition than 
that laid down in Article XIX to guide the repurchase provisions. 

The liquidity necessary to meet the needs for convertible currencies of 
the members that used the credit facility would be ensured by the size of the 
acceptance obligations, which, as mentioned, would have to be large enough to 
permit designation in relation to the total amount of SDRs that would at any 
time exist, whether arising :from allocation or from ~ondi tional craiit operations. 

Liquidity Aspects 

· The technical problem that arises in this connection is not different from 
that related, e.g., to the issuance of SDRs in substitution for reserve curren-

.cies.g/ But there would be a special-effect on the liquidity of the General 
Ace.aunt. Financing of that account by means of SDRs with a corre~ponding 
increase in acceptance obligations would by itself reduce a liquidity constraint 
that now affects, at least potentially, though by no means precisely, the 
operations of the General Account. The liquidity of the General Account is 
proportionally nru.ch smaller than that of the Special Drawing Account.JI 

Y J.J. Polak, 11Some Reflections on the Natur~ of Special Drawing Rights," 
International Moneta:i;-y Fund Pa,mphlet No. 16, p. 17. 

g/ Cf. Reform Report, pp. 52-53. . : . · . 
1/ The measurement of the. liquidity of the two Accounts raised many difficult 

is.sues that cannot be treated in any fully satisfactory manner. The most ex­
tensive discussion of this question is contained.in SM/67/92 of July 25, 1967 
("Drawing Rights and Required Resources in Schemes for Reserve Creation"), on 
which the following is based. The. assets of the General Account consist, 
rougply, of 25 per cent of total quotas in gold and 75 per cent in currencies. 
The gold can always be used, but at.times (in 1966) only about one third of the 
Fund's to:{:;al hqldings of currencies _{i.e., about 25 per cent of quotas) were 
considered as suitable for drawing. Thus the Fu..'1d 's available assets might be 
as low as half of total quotas, while at the same time potential demands on 
these might be as high as 125 per cent of quotas (gold tranche plus four credit 
tranches) of the two thirds (measured in terms· of quot~s) of the membership 
that was in a weak payments position, or 83 per cent of. total quotas. In the 

·SDR system, on the other hand, the desire of two thirds of the participants 
(measured in terms of allocations) to use the full amount of their allocation 
could in theory just be met by the obligation of the other.third to accept an 
amount.equal to twice their allocation. Measured on this basis--which clearly 
involves a number of debatable assumptions--the liquidity of the Special Draw­
ing Account would be l 2/3 times (1; 50) as great as that of the General 
Account. The liquidity of the Genera183 Account as originally envisaged was 
close to that of the Special Drawing Account, being based on the assumption 
that U.S. dollars would always be usable and that no allowance need to be made 
for the contingency of use of the Fund's resources by the .United States. 
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Assimilation of reserve positions in the Fund·with SDRs and a corresponding 
increase in total acceptance obligations would therefore introduce considera­
bly more room for acceptance than exists now with respect to General Account 
operations. Additional room would be created by the merger of the acceptance 
obligations of the two Accounts, inasmuch as their "peak needs" might not 
coincide. This tendency would be reinforced if, as part of the Reform, the 
absolute size of acceptance obligations were substantially increased to make 
room f~r SDRs issue·d in substitution for reserve currencies. · And the possi­
bility has also been mentioned that there might be no lL~it on the acceptance 
obligat.ion for SDRs .y 

· Concern over its liquidity is not the orily--or even the most important-­
factor limiting the operations of the General Account •. Control over the 
extent of the operations of this Account, and hence on the magnitude of their 
contribution to reserve creation, is primarily exercised in a number of other 
ways. 

(a) By decisions on quotas. 

(i) The absolute size of quotas provides the scale that determines 
the amounts that can be 'drawn under given policies·expressed in terms of 
percentages of quota. 

(ii) The distribution of quotas among likely surplus and deficit 
countries affects the probable size of desired use of Fund resources and the 
availability of "usable currencies." 

(b) By decisions on policies on the use of Fund resources, such as 
tranche policies, the compensatory financing and bu~fer stock financing 
policies, etc. 

(c) By decisions on the lending of currencies under the General Arrange­
ments to Borrow that are taken by participants in these arrangements with a 
special majority. Such decisions are made with respect·to individual requests 
for drawings by such participants, and are preceded by a special scrutiny of 
these requests. 

(d) By the Fund's policies on repurchases. 

It should be noted that quota decisions and decisions on the use of 
resources are subject to various restraints of a legal or conventional 
character. Changes in quotas proposed as a result of a general review re­
quire an 85 per cent majority and other quota changes an Bo per cent 
majority.~ As a result of the adoption of Article V, Section 3(d), the 

i/ Reform Report, p. 53. · · - .~ - ---
Y Article III, Section 2. · . ·· · 
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Fund no longer has ·the· power to create any new facility in the General Account 
for the unconditional use of its resources.bf In the design or expansion of 
nonautomatic facilities, the Fund pays careful attention to the liquidity 
implications. g/ 

A question for consideration would be whether the present decision­
making_,process would be sufficient to control the size of the Fund's condi­
tional financing activity in the absence of a potential constraint exercised 
by the resources available to the Fund; whether this process would need to 
be strengthened; or whether some other total constraint would need to be 
introduced, e.g., in terms of a maximum of conditional credit outstanding, 
with perhaps the possibility of exceeding the maximum if approved by a high 
qualified majority. 

Gold and Quota Aspects 

A Fund mechanism based on credit extension in terms of SDRs would not 
require Fund holdings of gold for liquidity reasons. The Fund could still 
hold gold as a result of a variety of transactions or operations. The Fund 
has large gold holdings·at present, arising mainly from subscription payments 
in gold, <and it might be felt 1:;hat no'.:•pu:rpose would be served by returning 
this gold to members. As long as gold remained a reserve asset, members 
should presumably be able to discharge their obligations to the Fund in 
,gold, as well as in SDRs. There could also be arrangements under which 
the Fund wouid·acquire gold from members against newly issued SDRs.1/ 

There would be no technica~ problem in requiring members to transfer 
gold to.the Fund--against SDRs or a reduction in their use of Fund credit-­
when .. they joined the Fund or when their quotas were increased. However, 
since the Fund would not need the gold for liquidity reasons, the question 
would arise whether (i) gold payments by new members and (ii) gold (or SDR) 
payments·on the occasion of quota increases, still .. served a useful purpose. 

In the past, gold payments for quota increases have been thought to be 
useful to restrain undue pressure for such increases; the effectiveness of 
any such restraint may have been reduced by the fact that, for any country, 
a larger share in total quotas now entails a larger share in SDR allocations. 
In any consideration of .this question, two facts would in any event need to 
be allowed for: 

g International Monetary Fund, Proposed Amendment of Articles of Agreement, 
(Washington, n.c., April 1968), p. 25. 

y See, for example, the section on uChanges in the Compensatory Facility 
and Fund Liquidity11 in Compensatory :financing of E!J?ort Fluctuations, ·A 
Second Report by the International Monetary Fund---Z-Washington, D.C. 1966), 
pp. 27-28; and a comparable section in the report containing the proposal for 
Fund financing of members' contributions to commodity stocks (International 
Monetary Fund, "The Problem of Stabilization of Prices of Primary Products, 11 

Scope for Action by the Fund, Washington, D.C. 1969, p. 19). 
1/ Reform Report, p. 51. 
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(a) As part of the ~eform, members might,.:lo?'ell become ent.itled to-
use SDRs to pay the 11gold . compm:ient II of their, ,contribution .related t0 quota. 
increases. 

~t ( • 

(b) · Presumably, members in. payments difficulties would 'be ab1/'i~ the 
future; as they were in the past, to stretch their gold payments to the Fund, 
or the equivalent of such payments, over a number of years while yet receiving 
the quota increases ~t once.;!) 

In a Fund constructed on an SDR basis, the consideration under (a) would 
make the requirement to make "gold payments!' meaningless for countries that 
did not use Fund credit: they would--if they used the SDR option--buy SDRs 
from the Fund with SDRs. Even in the Fui;id as presently structured countries 
would be very little affected by an obligation to increase their creditor 
position in the Fund in exchange for a reduction of their holdings of SDRs. 
For countries indebted to the Fund the position would also change little--
in the sense that, as before, those in a weak payments and reserve·position 
would have the option to make.their "contribution" in the context of a quota 
increase by a.modest acceleration in the repayment of their outstanding Fund 
credit.g/ 

A Fund that extended co:ndi tiona1·· credit against the issuance of SDRs 
could, in addition to gold, hold other assets.purchased against SDRs, if 
that were desired, such as reserve currency balances acquired under substi­
tution arrangements, or claims on development financing institutions arising 
under "link. 11 arrangemen:ts. 

Technical Aspects of Transition to a General Account Based on SDRs 

Adoption of the approach to credit operations of the Fund outlined 
above would involve a major amendment of the Articles of Agreement. Some 
of the present provisions dealing with the General Account would become 
redundant; there would have to be many conseqµential changes, e.g., in the 
provisions that indicate debtor or creditor positions by reference to the 
Fund I s holdings of a member's cu:rrency compared to its quota; and the 
liquidation provisions might need to be completely revised. 

Y In the 1958 and 1964 general quota reviews, this was made pos'sible by 
allowing members to make a special drawing for an amount equal to the gold 
payment, the drawing to be repurchased in three (1958) or five (1964) equal 
annual instalL."'llent_s; in the 1969 re.view, members with lOW' reserves were en­
titled -(under the provisions of Article III, Section 4(a)) to avail themselves 
of the opportunity to make a reduced ·gold payment, but were then required to 
repurchase the resulting additional currency subscription in five equal 
annual installments. 

g/ Quantities are j_mportant in this connect:i.on. The 1964 and 1969 quota 
reviews resulted for many members in quota increases by 25 per cent. These 
wouid involve normal gold payments of 6.25 per cent of quota, or, if spread 
over 5 years, annual payments of 1.25 per cent of quota. 
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. , ·Technically, the traQ.sition from a _Fund in' terms of curI'.encies to one 
in terms of SDRs is not complicated. The transition would involVE:! the Fund 
repaying members' subscriptions, thus changing the quota from a balance 

. ~he,et e~try into being exclusively a yardstick for members' rights and obli­
. gati_ons,. as. it is already· in the Special Drawing Account. · The ·repayment 
of subscription wouid be made in'the first instance in the member's · 
currency. Where the Fund ,·s holdings were insufficient for ·this purpose--
i. e., where the member had a gold tranche position~-the balance could be 
paid in_f:;lDRs create<l.ad hoc, or, to the.extent that this were desired, in 
_g9ld. Total gold tranche positions at the end of 1972 were SDR 6.9 billion, 
representing.an equivalent amount of re~erves in the form.of Reserve 

.. Positions in the Fund. If these were fully paid off, this component of 
reseryes would disappear, being replaced by SDRs and gold to the extent 

. _that the Fund used· either one, or both .. The amount of SDRs used would be 
made available to the General Account _by the Special Drawing Account; the• 
gold would enter countries' reserves from the.Fund holdings (where it does 
not form part of' countries' reserves). Where the Fund's holdings of a 
member·'s currency exceeded its quota, the excess. could be converted into-­
or considered as--an SDR credit to that·member. The magnitude of the Fund's 
reserves would of course remain unchanged. 

Effects.on Certain Present Features of the Fund 

The preceding summary description of how conditional credit transac­
tions could be arranged. on an SDR basis sketches a mechanism that_would 
lack most of the esoteric characteristics of the present F~d and would 
thus be easier to understand •. Thus there would be no need for concepts 
such as the "gold tranche," the·. "basic.·.gold tranche/' the 11super gold: · 
tranche," the "currency budget," "reserve positions in the Fund," "Fund 
positions" (net, gross, and cr_edi tor'), "remuneration," ahd "scarce curren­
cies. 11 A reformed· mechanism would also avoid some dif'f'icult· and divisive 
issu~s that have arisen in the F~d's history and t4at may arise again' in 
the future under present provisions. Among these mention may·be: made in· 
particular of the replenishment provisions (with gold, SDRs and through 
borrowing), the provisions on the ·usability of SDRs in payments to and by· 
the General Account, and--unless gold payments on quota increases were· 
eliminated--mitigation of the direct and indirect reserve effects of such 
pa;yments ~. 

Beypnd these general effects, a number of features would, as a minimurn, 
have ·to ·he reconsidered on their merits. The present structure of the Fund 
is responsible for many features that would not necessarily be incorporated 
if one started from scratch, but that have, nevertheless:, acquired a certain 
status. Some of these would lapse in a restructured·Fund--unless·a specific 
decision were taken to introduce their equivale.nt in a different form. It 
would be difficult--and perhaps hardly worthwhile at this stage-·-to give a 
complete ·1:isting of such features;· some that. c.ome _read_ily to mind are 
briefly rioted below. 

. . 
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l. Abs,ence. of r.emuneratiori on the. basic gold tranche. In the present 
Fund,- lllembers contribute· to the· cost of 'the operation of .the Fund to the 
extent that they ho14 a· '\)as:ic gold tranche position on which they do not 
re.ceive income, while: t};ley receive interest (or its equivalent) on super­
gold tran~he po~itions, loan claims on the Fund, and holdings of SDRs. A 
corresponding arrangement in a restructured Fund would be for the Fund to 
pay interest on a member's holdings of SDRs. only on amounts in excess of 
25 per cent of quota. This change would have no financial effect on members 
that hold a gold tI'.anche position of25 per cent.of quota or more; but it 
would.remoye th~ anomaly in present arrangements that a member can earn 
interest·on SDR holdings while using part or all of its basic gold tranche 
interest.free. The alternative arrangement suggested would, on a recent 
date (October 31, 1972), apply to some additional SDR 2.5 billion; which 
wollld mean an extra net income'in the form of saving on SDR interest pay­
ments for.the Fund as a whole,.at l 1/2 per cent per annwn, of·about SDR 38 
million. The arrangement would create an area of interest-free·use of SDRs 
(up to holdings of 25 per cent of quota)~ If.it were desired to eliminate 

. this, it would be necessary to add to SDR charges rather than subtract from 
SDR interest.payments, and stipulate that·charges would be levied not only 
on the net cumulative allocation but also on an a.mount equal to 25 per cent 
of the member's quota; interest would then be paid, as at present, on a 
member's total holdings of. SDRs. This change would subject an additional 
SDR 0.6 billion (at the same date) to interest payment, from which the Fund 
would earn (at the rate of l 1/2 per cent) an additional SDR 9 million., 

2. Merger of super-gold tranche positions with SDR holdings.- The 
absence of super-golq tranche positions as. separate reserve assets :would 
eliminate the possib,~l~ty in the present Articles to adjust the Fund's 
finan~es by allowing a slight difference between the rate of remuneration 
and the SDR interest rate. 0

·, ,., , 

3. Scarce currency provisions. Under these provisions of the Articles, 
the Fund is entitled to take action against a country in an extreme creditor 
position as reflected in the Fund's holdings of that member's currency; and 
such action then authorizes members to introduce discriminatory provisions 
with respect to the currency that has been declared scarce (Article VII, 
Section 3). While this provision in the Articles was initially hailed as 
an important part of the adjustment process directed against persistent 
creditor positions, it has since become recognized that it "does not in its 
present form provide a practical means of applying pressure on surplus 
currencies, 11!./ so that any desired action with respect to extreme creditor 
countries will in any event have to be based on a different criterion. 

4. Payment of charges in a member's own currency. This option, which 
members have in certain circumstances,k/ and which amounts to adding interest 
due to the outstanding balance, would lapse in an SDR-based Fund. 

jJ Reform Report, p. 18. 
g/ Article V,.Section 8(f). 
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5. Effect of the provision for uniform change in par values on the 
value of positions in the Fund. The present Articles provide a possibility 
to scale down members' debtor and creditor positions in the Fund as a result 
of a uniform downward change in par values, accon;panied by a decision not 
to apply the provisions on the maintenance of the gold value of the Fund's 
assets.J:J 

6. Effect on non-participants. If all Fund transactions were conducted 
in SDRs, any of the few members that are not participants might have to be 
able to hold SDRs when obtaining conditional credit from the Fund and when 
repaying, such credit. The holding of SDRs for this purpose need only be 
transitional, in much the same manner as many countries now briefly hold 
currencies that they do not normally have in their reserves in connection 
with purchases and repurchases in these·currencies. Less transitory hold­
ings of SDRs.would arise for these members if the Fund repaid their gold 
tranche positions in SDRs. 

7. Special ri 1ts for creditors in the General Account. These rights, 
relating to voting in certain circumstances Article XII, Section 5(b)) and 
the appointment of executive directors (Article XII, Section 3(c)), would 
lapse as there would no longer be a separate creditor position in the General 
Account. If desired, similar rights could be established as·a function of 
members' positions in the Fund as a whole, expressed in terms of holdings of 
SDRs compared to net cumulative allocations. 

8. Effect on administrative expenditure. The Fund would need a provi­
sion to acquire currencies against SDRs for its administrative expenditure. 
This expe~diture is now financed by reserve creation in the form of reserve 
positions in the-Fund; in a restructured Fund it would be financed by reserve 
creation in the form of SDRs. 

,!'·' 

1/ Article IV, Sections 7 and 8(d). Both decisions require an 85 per 
cent majority of the total voting power of the Board of Governors. 

• 
f 



MEMORANDUM 

TO: 

FROM: 

Members of the Executive Board 

The Secretary 

SUBJECT: Restructuring th~ General Account of the Fund 
An E?92loraFory Paper 

May 31, 1973 

In his statements to Ex~cutive Board Meetings 73/7 (January 31, 
1973)and 73/ ___ ,(May ___ , 1973) the Managing Director made reference to a 
study underta1:en by the staff comparing the methods of qperations of the 
General Account and the Special Drawing AccQ~nt. The attached paper 
preaentB the results of this study. . 

The Managing Director intends to raise with Directors at some 
later time whether they desire to have a discussion of this paper either 
in a seminar or in an informal meeting. · 

Attachment: 

Other Distribution: 



MEMORANDUM 

TO: . Members of the Executive April 25, 1973 

FROM: 

SUBJECT: the Fund 

In his statement to E~ cutive Board Meeting 73/7 (January 31~ 
1973--Buff 73/12) the Managing ector indicated that the.staff had 
been engaged on a study compar ng he methods of operations of the 
General Account and the Specia Dra ng Account. The attached paper 
presents the results of thiij tudy. 

Attachment: 

Other Distribution: 



MEHORANDm1 

TO:. 

FRON: 

Hr. HelJbard 

J. J. Polak 

April 25, 197.3 

SUBJECT: Restructuring the General Account of the Fund 
An Exploratpr;r: Paper 

Please see the attt:1ched paper and draft cover note. I would 
expect that Directors would want to have a Seminar discussion on this 
paper, but it might be preferable for the Managing Director to bring 
this up as a question at an early Board Meeting rather than suggest.it 
in the cover note. 
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Office Memorandum 

TO Mr• Polak .~ 

FROM R.J. Familton ' 

wa,ccr( ~ ;f the Gene~~ ~ 

DATC: April 13, 1973 

This is in response to your request tor further technical and detailed 
comments on the draft paper dated December 18, 1972 (with pages 1 and 15 revised). 
These are set out below: 

In Mr. Habermeier's absence and with little time available to reconsider 
the draft these are not necessarily all that ve may have to otter it the draft is 
to be further discussed before issuance. In this connection I am still dubious 
about issuing the paper at the same time as other papers are being put up proposing 
possible additional uses of SDRs (e.g., Consolidation). I have reread your reply 
ot December 19 to Mr. Habermeier's note and I am still hesitant about iroposing 
sweeping changes in the General Account without mentioning the possibility of an 
alternative, more gradual approach. I would also suggest some discussion of the 
relationship of a Substit\ltion Account to the present or changed General Account 
and Special Drawing .Account. The detailed comments are as follows: 

Page 2 1 first paragraph: The phrase "on a sufficiently genera1 leTel" 
presumably is to cover the point that there are differences as well as a strong 
similarity between the financial functions ot the two accounts. This might be 
made more explicit. While the Special Drawing Account contrasts with the General 
Account in terms of reserves being initiall.y allocated rather than having to be 
earned, "reserve" positions subsequently can be earned in both accounts. Also, 
SDRs have been used for direct settlement between participants without directly 
or immediately affecting the reserve assets ot others. It would seem to deserve 
mention that while the use ot SDRs is unconditional, an important factor influencing 
their use is the reconstitution prOTisions. Finally, a minor point that might also 
be noted is that SDR holdings exceed gold tranche positions and, for most members, 
by a significant amount. 

~/ Page 3 1 first main paragraph, first line: The "technical arrangements" 
t/\ are mainly f'inanci&l. in character and this might be mentioned. The use ot the v word "Junior" in the next sentence might be questioned, I would suggest "never". 

Page 51 line 4: Insert after "of" "convertible". This would link up 
with the reference on page 6 to "reverse designation". 

Page 13; The argument in the second paragraph that conceptionally, the 
transition is not complicated, may not be :rul.ly accepted. One could argue that 
the acceptance of' the quotas as a yardstick tor rights and obligations in the 
Special Drawing Account was facilitated by the tact that it had a financial 
meaning in the General Account. The use of' the credit facility (and voting rights) 
geared to quotas that have no financial expression could lead to pressure tor larger 
quotas, the danger that repayment conditions would be diluted, and possible problems 
in reconciling the "requirement of' need" in relation to use of' unconditional SDRs 
with the conditions governing the use of credit. Moreover, it is unclear when 
members would be expected to use the conditional credit facility and it would be 
uncertain how many SDRs would be created or destroyed over a given period. 
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MEHORANDUM 

TOI 

FROM1 

Managing Director 

J . J . Polak 

January 9 • 1973 

SUBJECT : Restructuring the General Account of the Fund 
An §xploratory Paper 

A version of this paper was circulated on December 18, 1972 , 
and diecuased in a meeting chaired by Mr. Southard. I now attach a 
revision of the first paRe and of page 15. There are some small changes 
I would want to make elsewhere in the paper but these do not affect its 
general character. 

We discussed a nwnber of alternative ways of circulating the paper 
without creating the impreeeion that the staff was pushing a "plan. " It 
was more or lees agreed that it vould be helpful from this point of view 
if the paper were presented as being personal rather than on the responsibility 
of the staff as a whole . A number of possibilities for the form in which the 
paper 111.ght be issued were discuaeed--as a pamphlet, 88 an article in Staff 
Papers , or &8 a 'NI. On further conaideration, I would be inclined to believe 
that the beat solution aight be to circulate it outside of any established 
series with a covering note from the Secretary indicating its atatua and 
suggesting the possibility of discussion in a Board Seminar. if there were 
sufficient interest for this. 

The suggestion was alao made that Mr. Morse should be aware of the 
paper before it was issueds I do not think this would raise any difficulties . 

cc1 Deputy Manasing Director 
Mr. Gold 
Mr . Del Canto 
Mr. Habermeier 
Mr. Sturc 
Mr. Whittome 
Mr . Crockett 
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Restructuring the General Account of the Fund 

An Explorato!)' Paper 

It was suggested in the Reform Report that an expansion of the role 

of the SDR might also be the occasion for a broader review of the proviaiOIUI 

of the Articles relating to the General Account.!/ Alt a background to such 

a review, this paper compares the method of operation of the General Account 

with that of the Special Drawing Account , and derives from thia comparison 

certain inferences for a possible restructuring of the General Account . 

The emphasis in the paper ia on analysis , not on recomnendat1on. It may 

be useful at the present time to sort out certain ideas on a possible restructuring 

of the General Account , and the consequences that would follow fro,a them. But 

it would be premature either to come to a view whether it would be advisable to 

adopt a new (and stapler) structure of the Gener 1 Account or to attempt to 

devise a precise form for such a structure. On both issues , much will depend 

on the extent to which it may prove necessary to overhaul the Articles of 

Agreement in sny event as part of the present reform of the system and on 

111Bjor decieione to be made in the framework of that reform. The exercise in 

which this paper ia engaged ia , therefore, exploratory in nature. 

The paper does not start out from any notion that it would be desirable 

to aake substantive changes in the Fund ' s conditional operationa.l/ The issues 

discussed here concern in the first instance matters of form. But when fol'Dl 

ie discussed 

l/ International Monetary P'und, Reform of the International Monetary System, 
A Report by the Executive Directors to the Board of Governors , (Washington, D. C. 
1971) , pp . S3-S4. (All references in thia paper are to the November 1972 printed 
version of the Reform Report . ) 

2/ Suggestions to that effect may arise in other contexts . For example, it 
has- been suggested that at least some portion of any SDRs allocated for develop­
ment purposes misht be applied to the financing of nev types of drawing by 
developing countries from the General Account. (SM/72/220, "Allocation of 
SDRs and trinancing of Economic Development , " p . 5 . ) 



.. 
- la -

questions of substance inevitably come up for reconsideration as well; the 

consequent challenae to certain exiatina features of tha Fund may appeal to 

some and offend others . Moreover, form itself can be of importance . To 

cas~ the conditional operations of the Fund in a form that reveals more 

clearly their econoaic content aay create an iapreaaion on some of a welc0111e 

substant ive aodernizat1on1 on otbera of an undesirably radical break with 

established tradition. 

Thus , even if there vere little doubt that a aillpler atructure of what is 

nov the General Account would have to be introduced at some time in future , 

it could still be an open question whether this tranaformation should beaawlna 

tacked on to the present refoxa, or reserved for soma future occasion. 
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Effect• on Certain Present Features of the Fund 

The preceding summary description of how conditional credit transactions 

could be arranaed on an SDR basis sketches a mechani81l that would lack most of 

the esoteric characteristics of the present Fund and would thus be eaaier to 

understand. Thua there would be no need for concepta •uch as the "&old t•anche , " 

the "baaic gold tranche , " the "super gold tranche , " the "currency budget , " 

•reaerva position& in the Pund, " "Fund poaition•" (net gross. and creditor) , 

"rnuneration, " and "scarce currencies . " A reformed mechaniam would also 

avoid some difficult and divisive iesaes that have arisen in the Fund's history 

and that may arise again in the future under preaent proviaiona. Amon& these 

mention aay be made in particular of the repleniabment proviaiona (with gold, 

SDRs and through borralling) , the provision• on the usability of SDlls in pay­

aenta to and by the General Account , and~unleaa gold payment• on quota increase• 

were eliminated--mlti1ation of the direct and indirect reserve effecta of auch 

payments . 

Beyond these general effects, a number of features would, as a minimum, 

have to be reconsidered on their 1118rita. The present etructure of th• Fund 

ia reaponaible for many features that would not neceaaarily be incorporated if 

one started from scratch, but that have, nevertheleaa , acquired a certain 

status. Some of these would lapse in a restructured Fund--unleaa a apeeific 

decision were taken to introduce their eq6ivalent in a different form. It 

would be difficult--and perhapa hardly worthwhile at this ataae--to aive a 

coaplete listina of such featurea; some that come readily to 111.nd are briefly 

noted below. 



MEMORAf1DUM 

TO: 

FROM: 

Acting Managing Director 

J. J. Polak 

December 19, 1972 

SUBJECT: Restructuring the General Account of the Fund~An Exploratory Paper 

I attach a draft paper on the above subject, to which I referred 
first in my memorandum of November 14th. In the meantime, the paper baa 
benefitted from comments by colleagues in other Departments . 

The purpose of the paper is to initiate a discussion in the Board 
on the subject of a possible new structure of the General Account , that 
might be introduced as part of the Reform. Thia is a complicated subject 
and it would probably be desirable for the Board to give it at leAst some 
prel:lainary consideration in the near future , when the Board has ample time 
available. 

Directors and governments obviously cannot effectively weigh whether 
it is worth the considerable effort to proceed to a ~estructuring of the 
General Account without a rather detailed staff paper spelling out the iaplica­
tions . At the same time, it is difficult to present such a paper without 
creating the impression that the staff is pushing a plan. I have done 1lly best 
to avoid this impression by the subtitle and the first page. Some Board members 
may also recall that I mentioned to the Board , about a year ago , that the 
present Reform might still be too early an occasion to modernize the General 
Account. A possible further way to remove any impression of pressure by the 
staff might be for the Managing Director to raise the question in general 
with the Board before a paper was circulated . And there aight be other 
techniques to achieve the same end. 

cc: Managing Director (on return) 
Mr . Gold 
Hr. Del Canto 
Mr. Habermeier 
Mr . Sturc 
Mr . Whittome 
Mr. Crockett 



December 18 , 1972 

Restructuring the General Account of the Fund 

An Exploratory Paper 

Prepared by the Research Department in Consultation with 
Other Departments 

Approved by J . J . Polak 

It was suggested in the Reform Report that an expansion of the role 

of the SOR might also be the occasion for a broader review of the provisions 

of the Articles relating to the General Account.!/ As a background to sucn 

a review, this paper compares the method of operation of the General Account 

with that of the Special Drawing Account , and derives from this cmaparison 

certain inferences for a possible restructuring of the General Account . 

The emphasis in the paper is on analysis , not on recommendation. It 

may be useful at the present time to sort out certain ideas on a possible 

restructuring of the General Account , and the con.sequences that would follow 

from them. But it would be premature either to come to a viev whether it 

would be advisable to adopt a new (and simpler) structure of the General 

Account or to attempt to devise a precise form for such a structure . On 

both issues , much will depend on the extent to which it may prove necessary 

to overhaul the Articles of Agreement in any event as part of the present 

reform of the system and on major decisions to be uaade in the frame.work of 

that reform. For the time being , therefore , the exercise in which this 

paper is engaged is exploratory in nature . 

1/ Interuational Monetary Fund , Reform of the International Monetary 
System, A Report by the Executive Directors to the Board of Governors , 
(Washington , D.C . 1972) , pp . 53-54 . (All references in this paper are 
to the November 1972 printed version of the Reform Report . ) 
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Comparison between the two Accounts 

On a sufficiently general level there is a strong similarity between 

the financial functions which the two Accounts perform for members: both 

enable a member in deficit to use financial resources that it had not 

earned from a ~.avioua balance of payments surplus. The two main differences 

between use of the two Accounts relate to conditionality--uae of the General 

Account (except gold tranche use) being subject to conditions whereas the 

use of SDRs is unconditional--and to the need to restore the previous 

position after use . For members that provide the users with foreign 

exchange the effect of any use of the resources of either Account is also 

very similar; they acquire , in both cases , reserves in the form of "Fund 

related assets": a "reserve position in the Fund" (a gold tranche position 

or a loan claim on the Fund) when the drawing takes place in the General 

Account and SDRs when the drawing member uses its position in the Special 

Drawing Account . 

In spite of the fact that transactions in the two Accounts are so 

similar , both for the user and for the provider of resources , they are 

executed in entirely different ways . In the General Account , transactions 

are conducted on the basis of a pool of currencies contributed by all 

members , with further contributions in gold to enable the Fund to acquire 

additional amounts of any currency that it aight need ; there is also a 

provision to borrow additional amounts of currency . The drawing entitlements 

are expreaaed in terms of quotas , but the quotas thems&lves are not exchange 

reserves available to the member; sucn reserves have to be acquired by 

drawings made within the framework of the quotas . Drawing• are made in 

the currencies of the countries that are selected by the Fund to acquire 

the reserve positions in the Fund; but these currencies are normally at once 
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converted by the drawer , so that the drawee country experiences a sub­

stitution of a reserve position in the Fund for holdings of foreign exchange. 

In the Special Drawing Account , by contrast , given amowits of SDRa repre­

senting an equal percentago of quotas are allocated from time to time to 

participants . Use h made in the Special Drawing Account by the transfer 

of SDRs from one participant to another against convertible currency . 

Jby this difference between the two Accounts in technical arrangements , 

if it does not reflect any obvious difference in substance between the 

transactions in these two Accounts? Essentially , the explanation is that 

the SOR account is both the junior and simpler of the two Accounts . The 

more complicated form in the senior Account has clear historical reasons : 

the U. S. negotiators in the discussions that preceded Bratton Woods argued 

s,:rongly that a Fund operating on the basis of "a mixed baa of currencies" 

was more likely to win Congressional approval than one which introduced 

the unfamiliar concepts of a new international currency and of overdrafts.!/ 

By now, the concept of an international currency is no longer unfamiliar • 
• 

While "overdrafts" do not fit into normal U.S. banking practice , negotiated 

credits do . In the light of this , is there a continuing justification for 

the present forur of the General Account? 

Perhaps the best way to approach this question is as follow• • Suppose 

that the founders of the Fund had felt it necessary to concentrate their 

attention on the need for unconditional rather than conditional liquidity 

and for this purpose had created a me 1anism such as that contained in 

Article XXI and following of the present Articles of Agreement , perhaps 

combined with regul~tory provisions with respect to exchanae rates , the 

1/ J . Keith Horsefield, The International Moneta!] Fund1 1945- 1965, · 
Vol. 1, pp . 28-30. 
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avoidance of exchange restrictions , convertibility , etc . Such a Fund would 

have required quotas both as a basis for the allocation of unconditional 

liquidity and to determine voting power , but not the financial provisions 

of the original Articles of Agreement . Assume further that , despite the 

absence of a learning modal which the pre- 1969 Fund provided for the SDR 

aechanism, the provisions on SDRs were exactly those of Article XXI and 

following (with the exception of references to the General Account) . If 

then, at some later , •1en the SDR facility had been ruaai@g smoothly 

for a considerable period , the Fund had reached the conclusion that it 

would be opportune to provide , side by aide with the SDR facility , a 

conditional facility under which members would be entitled to obtain 

financial resources from the Fund for temporary use , how would it have 

gone about this? 

A General Account Patterned on the Special Drawing Account 

It would seem unlikely that in order to provide this new facility the 

Fund would have found it necessary to ask each member to make a contribution 

in sold and in its own currency . Rather , it should have appeared natural 

that the Fund would nave made provision for the creation of additional SDR.~ 

for the amount of credit it extended . these SDRs to be cancelled when Fund 

credit was repaid . Thie would be in line with the proposition that the 

extension of international credit by the Fund involves an expansion of 

reserves , and the repayment of such credit a contraction of reserves--a 

proposition wbich did not become valid witil gold tranche positions began 

to be regarded as reserves in the early 1960s.~ By that time the approach 

1/ Pora brief discussion see J . Marcus Fleming, 0The Fund and Interna­
ti'c;'nal Liquidity, " IMP Staff Papers , Vol . XI , No . 2 (July 1964) pp . 183-85 . 
A 'lllOre detailed description is given in Hannan Ezekiel , "The esent ·stem of 
Reserve Creation in the Fund , " Staff Papers , Vol . Y..III , No . 3 (November 1966) , 
pp . 398-42 • • 
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originally choaen-i . e . , that the Fund would ,!!2.!. be an 7 IU&Sloaai "bank" , 

creating intecnational money by extending "credit"--had been overcome by 

the econOlllics of the situation. Once the Fund 11l8de the transition from the 

almost exclusive use of U. S. dollars to the use of a wide variety of 

currencies , it became necessary in practice to monetize the resources that 

members made available to the Fund : members whose currencies were used 

were willing (sometimes eager) to see a change in the composition of their 

reserves , but not a decline in them. Thua it was found that reserve 

creation as a by-product to credit extension is a necessary element of a 

smoothly functioning Fund. At the same time , the attempt never took hold 

to view transactions through which the Fund made resources available to 

members in payments difficulties as a mere exchange of one currency for 

another . Fund transactions (beyond the gold tranche) are now generally 

regarded as the extension of balance of payments credit . This view is 

reflected , for example , in the adoption of the concept of "credit tranches" 

and in the widespread use of the term "repayment" as both more general and 

more meaningful than the legal "repurchaee " 

The balance of this paper explores how the equivalent of what is now 

the General Account of the Fund could be run on the basis of the creat ion 

and cancellation of SDRs , and what the consequences of this would be on 

various features of the Fund . It is assumed that any technical restructuring 

--

unconditional 
of the General Account should not affect the balance between conditional and / 

access to the Fund . The balance between these would continue to be determined 

by quota reviews . the Fund ' s policies on access to conditional credit , and 

SDR allocations . 
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If operation of the conditional aide of the Fund took place in the 

form of credit creation in SDRs , the country that obtained Fund credit 

would noraally use the SDRs to acquire currencies , for which the designation 

mechanism could conveniently be used. Noth new would be required for 

this purpose , but it would be necessary to create sufficient flexibility 

in the acceptance obligations so as to ensure that there would be takers 

for the additional SDRs put into circulation h the Fund's credit operations . 

It ia possible that a more important new feature might be required to 

enable countries to repay Fund credit in SDF.s . Countries 1ould nave to be 

in a position to acquire such SDRs against the holdings of reserve currencies . 

If the Reform provided for an open-ended substitution facility , as suggested 

under the third approach for asset settlement described in the Reform Report ,!/ 

this would take care of the problem. Under different settlement arrangements 

it might be necessary to introduce into the SDR mecha a system of what 

might be called nreverse designation" to regulate which countries would have 

to make available SDRs against convertible currencies , and in what amounts 

(in contrast to the designation mechanism that regulates the countries that 

are to make available convertible currencies against SDRs).lf 

1/ Op. cJ.t., P• 39. 
2/ In the present SDR facility there are only the moat rudiment ry pcovt.­

aiona for "r vers dasiRnation" because the need for it is unlikely to ari•e 
on any significant scale . In theory , a particip nt may , on "specification" 
by the Fund , be obliged to sell SDRs for "currency convertible in fact" for 
the purpose of enabling another participant to meet its obligationa to pay 
charges and assessments (Article XXVI , Section 5 and Article XXX, Section'.)) 
or its reconetltution obligation under Schedule G, paragraph l(a); but the 
stock of SDRs held by the General Account makes ·it unlikely that these pro­
visions will ever become operative. It should be noted that the sale of 
SDRs by tho General Account against convertible currencies does not avoid 
the substantive problem, but transfers it to that Account . The question 
thus becomes the selection of countries that are to give up reserve positions 
in the Fund , rather than SDRs , against convertible currency. 



- 7 -

The Fund's conditional drawing facilitiea could be subject to the same 

quantitative liai~ations as at present such as a normal maximum of 25 per 

cent of quota per year and a normal upper limit of 100 per cent of quota . 

and , within the latter limit . to a tranche policy of increasing intensity 

of scrutiny depending on the extent of the use of Fund credit in terms of 

a member's quota. There would . of course. be no occasion for the introduc­

tion of automatic drawing rights in wh,~ is now called the gold tranche , 

because "gold tranche positions" would not arise . AB noted below, existing 

aold tranche positions would be replaced by holdings of SDRs . 

Credit extended by the Fund in SDRs would naturally be repayable in 

SDRs . The Fund could set conditions for the duration of the credit such 

as the present 3-5 year rule . There could further be p~ovis1ona for 

accelerated repayment in the light of the member ' s balance of payments 

and reserve position. Thia position is already used as a criterion in the 

operation of the designation syat~m which affects the reversal of net use 

of SDRs in a manner somewhat akin to the repurahase provisions in the General 

Account.):./ using. however. data on reserves based on a more flexible defini­

tion than that laid down in Article XIX to guide the repurchase provisiona . 

The liquidity neeessary to meet the needs for convertible currenciea 

' of the members that used the credit facility would be ensured by the size 

of the acceptance obligations . vhich 9 as mentioned, would have to be large 

enough to permit deaignation in relation to the total amount of SDRs that 

would at any time exist , whether arising from allocation or from conditional 

credit operations . 

1/ J • .J. Polak, "some Reflectiona on the Hature of Special Drawing Rights ," 
International Monetary Fund Pamphlet No. 16. p. 17. 
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Liquidity Aspects 

The technical problem that arises in this connection is not different 

from that related . e . g • • to tbe issuance of SDRs in substitution for reserve 

currencies.!/ But there would be a special effect on the liquidity of the 

General Account . Financing of that account by means of SDRs with a corre­

sponding incr ease in acceptance obligations would by itself reduce a 

liquidity constraint that now affects at least potentially. though by no 

means precisely , the operations of the General Account . The liquidity of 

tho General Account i• proportionally much smaller than that of the Special 

2/ 
Drawing Account.- Assimilation of reserve positions in the Fund with SDRs 

and a corresponding increase in total acceptance obligations would ther efore 

introduce considerably more room for acceptance thab exiats now with respect 

to General Account operat i ons . Addit ional room would created y the 

lf Cf. lafori. • 32-53. 
2/ 'Die .... 11 di.ty of the two Accounts raised many dif-

ficult issues that cannot be treated in any fully aatiafactory manner . The 
1l10St extensive discussion of tbia queation is contained in SM/67/92 of 
July 25 . 1967 ("Drawing Rights and Required Resources in Schemes for Reserve 
Creation") . on which the following is based . The assets of the General 
Account consist , roughly . of 25 par cent of total quotas in gold and 75 per 
cent in currencies . ' The gold can always be used , but at times (in 1966) 
only about one third of the Fund' s total holdinaa of currencies (ii••, about 
25 per cent of quotas) were considered as suitable for drawing. Thus the 
Fund ' s available assets might be as low as half of total quotas , while at 
the same time potential demanda on these might be as high ae 125 per cent 
of quotas (gold tranche plus four credit tranches) of the two thirds 
(measured in terms of quotaa) of the aembership that was in a weak payraenta 
position, or 83 per cent of total quotas . In the SDR ayatea, on the other 

, hand . the desire of two thirds of the participant• (aeaaured in teraa of 
allocationa) to use the full amount of their allocation could in theory 
just be met by the acceptance obligation of the other third for twice the 
amount of their allocation. Measured on this basis--which clearly involves 
a number of debatable aaauaptious-- e liquidity of the Special Drawing 
Account would be 1 2/3 ti11811 {l + as great as that of the General Account . 
nie liquidity of the General Acco ••a originally envisaged was cloae to 
that of the Special Drawing Account , being based on the assumption that U.S . 
dollars would always be usable and that no allowance need to be made for the 
contingency of use of the Fund ' s resources by the United States . 
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merger of the acceptance obligations ot the tvo Accounts , inas1DUch as 

their "peak needa" might not coincide. This tendency vould be reinforced 

if , as part of the Reform, the absolute size of acceptance obligations 

were substantially increased to make room for SDRa issued in substitution 

for reserve currencies . And the possibility haa also been mentioned that 

there might be no limit on the acceptance obligation for SDRs .!/ 
Concern over its liquidity is not the ouly--or even the most iaportant­

factor liaiting the operations of the General Account . Control over the 

extent of tha operationa , and hence on the magnitude of its contribution 

to reserve creation, is primarily exercised in a number of vaya . 

(a) By decisions on quotas . 

(1) The absolute size of quotas provides the scale that determines 

the amowits that can be drawn under given policies expressed in terms of 

percentages of quota. 

(ii) The distribution of quotas am()Jlg likely surplus and deficit 

countries affect• the probable size of desired use of Fund resources and 

the availability of "usable currencies . " 

(b) By decisions on policies on the use of Fund resources , such as 

tranche policies , the compensatory financing and buffer stock financing 

policies , etc . 

(c) By decisions on the lending of currencies under the General 

Arranaements to Borrow that are taken by participants in these arrangements 

vith a aajority1 Suc1 deciaiona are -d• vith respect to individual 

r equests for r: such partici s , are preced A 

scrutiny of these requests in larking Party No . 3 of the OECD. 

1/ Refog Report . p. 53. 
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(d) By the Fund ' s policies on repurchases . 

It should be noted that quota decisions and decisions on the use of 

resources are subject to various restraints of a legal or conventional 

character . Changes in quotas proposed a, a result of a general review 

require an 85 per cent majority and other quota changes an 80 per cent 

majority.!/ As a result of the adoption of Article v, Section 3(d) , 

Fund no longer has the power to create any new facility in the General 

Account for the unconditional use of its resources.]:./ In the deaign or 

expansion of nonautomatic facilities , the Fund pays careful attention to 

the liquidity implications.A/ 

A question for consideration would be whether the present docision­

makin process would be sufficient to control the size of the Fund ' s 

conditional financing activity in the absence of a potential constraint 

exercised by the resources available to the Fund; rhether this process 

would need to be strengthened; or wnetber some other total constraint would 

need to be introduced , e . g., in terms of a maximum of conditional credit 

outstanding, with perhaps the possibility of exceeding the maximum if 

app~oved by a high qualified majority . 

Gold and Quota Aspects 

A Fund mechanism based on credit extension in terms of SDRs would not 

require Fund holdinga of gold for liquidity reasons . Tne Fund could still 

1/ Article III , Section 2. 
7./ International ionetary Fund , Proposed Alllendllant of Articles of Aar .. mant, 

(~as1ington, D.c . April 1968) , p . 25 . 
3/ See, for example , the section on 11

l~ .. ·1 L Y(:"1 in the Compensatory Pacility 
and Fund Liquidity" in Com ensato Finao.cin of Ex ort Fluctuations, Second 
Report by the International Monetary Fund Washington, n . c . 1966 , pp . 27-28; 
and a c parable section in the report containing the proposal for Fund 
financing of members' contributions to commodity stocks (International 
onetary Fund , "The Problem of Stabilization of Prices of Primary Products , " 

Scope for Action by the Fund , Washington , D.C . 1969 , p. 19) . 
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hold gold as a result of a variety of transactions or operatione . The Fund 

has large gold holdings at present , arising mainly from subscription payments 

in gold , and it might well be felt that no good purpose would be served in 

returning these to members . As long as gold reaained a reserve asset , 

members should preaumably be able to discharge their obligations to the Fund 

in gold , as well as in SDRs . There could also be arrangements uncler which the 

Fund would acquire gold from members against newly issued SDRs JJ 
There would be no technical problem in requiring members to transfer 

gold to the Fund~against SDRs or a reduction in their use of Fund credit-­

when they joined the Fund or when their quotas were increased . However , 

since the Fund would not need the gold for liquidity reasons , it would have 

to come to a judgment whether (i) gold payments by new members and (ii) gold 

(or SDR) payments on the occasion of quota increases still served a useful 

purpose . 
thought to be 

In the past , gold payments for quota increases have been/useful to 

restrain undue pressure for such increases; the effectiveness of this 

restraint QSY have been reduced by the fact that larger quotas now entail 

larger SDR allocations . In any consideration of this question , two facts 

would in any event need to be allowed for: 

(a) As part of the Reform, members would probably become entitled to 

use SDRs to pay the "gold component" of their contribution related to quota 

increases . 

(b) PreeUll&bly , members in payments difficulties would be able in 

the future , as they were in the past , to stretch their gold payments to 

y Reform a.port , P• 51. 
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the Pund, or the equivalent of such payments . over a number of years while 

yet receiving the quota increase at once.1/ 

In a Fund constructed on an SDR basis . (a) would make the requirement 

to make "gold payments" aeaninglaea for countries that did not use Fund. 

credit: they would--if they used the SDR option--buy SDRs from the Fund 

with SDRa . Even in the Fund as presently structured countries would be 

very little affected by an obligation to increase their creditor position 

in the Fund in exchange for a reduction of their holdings of SDR.a . For 

countries indebted to the Fund the position would also change little--in 

the sense that , as before , those in a v,eak. payments and reserve position 

would have the option to make their "contribution .. in the context of a 

quota increase by a modest acceleration in the repayment of their out­

standing Fund credit..!/ 

A Fund extending conditional credit against the issuance of SDRs could , 

in addition to gold, hold other assets purchased against SDRs , such as 

reserve currency balances acquired under substitution arrangements , or 

claims on development financing institutions arising under "link" 

arrangements . 

1/ In the 1958 and 1964 general quota reviews , this was made pos•ible by 
allowing Ulelllbera to make a special drawing for an amount equal to the gold 
payment , the drawing to be repurchased in three (1958) or five (1964) equal 
annual installments ; in the 1969 review, members with low reserves were 
entitled (under the provisions of Article III , Section 4(a)) to avail tllem­
aelves of the opportunity to make a reduced gold payment , but were then 
required to repurchase the reaulting additional currency subscription in 
five equal annual installments . 

2/ Quantities are important in this connection. The 1964 and 1969 quota 
reviews resulted for ~any members in quota increases by 25 per cent . These 
would involve normal gold payments of 6. 25 per cent of quota , or , if spre d 
over 5 years , annual payments of 1. 25 per cent of quota , 
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Technical Transition to a General Account Based on SDRs 

Adoption of the approach to credit operations of the Fund outlined above 

would involve a major amendment of tho Articles of Agreement . Some of the 

present provisions dealing vith the General Account would become redundant; 

there would have to be many consequential changes , e.g., in the provisions 

that indicate debtor or creditor positions by reference to the Fund ' s 

holdings of a member ' s currency compared to its quota; and the liquidation 

provisions might need to be completelv revised . 

Conceptually , the transition from a Fund in terms of currencies to one 

in terms of SDRs is not COlllplicated. The transition would involve the Fund 

repaying members ' subscriptions , thus changing the quota from a balance sheet 

entry into being exclusively a yardstick for members' rights and obligationa , 

as it is already in the Special Drawing Account . The repayment of subscription 

would be made in the first instance in the member ' s currency. Where the 

Fund ' s holdings were inaufficient for this purpose--i. e. , vhera the member 

had a gold tranche poaition--the balance could be paid in SDRs created 

.!2.!!.2£., or , to the extent that this were desired , in gold. Where the Fund ' s 

holdings of a member ' s currency exceeded its quota , the excess could be 

converted into--or considered as-an SDR credit to that member. The Fund' s 

reserves would of course remain unchanged . The effect on the balance sheet 

of the General Account as of April 30 , 1972 , would be as ahown below, assuming 

that payments to countries with gold tranche positions of SDR 6. 2 billion 

were made fully in SDRs, for which the General Account's holdings of SDRs 

(SDR 0. 9 billion) were used first , and SDR 5. 3 billion in new SDRs was 

created • .!/ 'nlis happens to be the same amount as the Fund's gold holdings 

!/ , la Fund that finances its credit operations by the issuance of SDRa 
would pr sumably not show SDR holdings on its balance sheet , just as a 
Central Bank does not show unisaaed bank notes on its balance sheet. 
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on that date , when the use of Fund credit was no larger than the Fund's 

reserves . However , such use bad been 'ldch higher in the past; it was in 

excess of SDR 4 billion at the end of 1959. 

General Account Balance Sheet as of AJ>ril 301 1972 

Billions of SDRs 

Gold 
SDRs 
Currencies!/ 
Total Asset.al/ 

5. 3 
0 . 9 

23. 4 
2976 

Quota Subscriptions 
Reserves 

Total Liabilities~/ 

28. 8 
0 . 8 

29 . 6 

Hypothetical General Account Balance Sheet as of April 301 1972 

Billions of SDRs 

Gold 
Use of Fund Credit 

s. 3 
o.s 
6.1 

SDRs 
Reserves 
Total Liabilities 

5. 3 
0 . 8 
6.1 

Sourcesa IMl' Annual Report for 1972, pp. 104-5; IFS , June 1972. 
1/ Includes securities and balances of initial q~as, not due. 
I/ lnaluding minor items . 

The recasting of the balance sheet of the General Account suggests a 

further point of refarm, which would arise in particular from other more 

substantive reform proposals, viz., that there 111&y no longer be a point in 

distinguishing separate Accounts in the Fund. One could readily imagine 

an integrated Fund balance sheet that carried as assets SOUie or all of the 

following: 

gold 
currencies arising from substitution arrangements 
conditional credit extended 
SD~ allocations 
claims on development finance institutions 

and as liabilities 

SDR.s 
reserves . 
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Effects on Certain Present Features of the Fund 

The preceding summary description of how conditional credit transactions 

could be arranged on an SDR basis sketches a mechanism that would lack most 

of the esoteric characteristics of the present Fund and would thus be easier 

to understand . Thus there would be no need for concepts such as the '*gold 

tranche , " the ''basic gold tranche , " the "super gold tranche , " the "currency 

budget , " "overwhelming benefit of any doubt , " "reserve positions in the Fund , " 

"Fund positions" (net , gross , and creditor) , "reauneration , " and "scarce 

currencies . " A reformed mechani811l would alao avoid some of the most difficult 

and divisive issues that have arisen in the Fwid ' s history and many of which 

may arise again in the future under present provisions . Aaong these mention 

may be made of the automaticity of drawing in the gold tranche , "floating in 

the gold tranche" (applicable to compensatory financing but not to buffer 

stock financing) , maintenance of the gold (or SDR) value of the Fwid 1s assets 

(except in respect of currencies acquired under substitution arranga111Buts and , 

perhaps , administrative cash balances) , the General Arrangements to Borrow , 

bilateral borrowing , replenishment of currency holdings with gold , the 

usability of SDRs in payments to and by the General Account . and--if gold 

payments on quota increases were eliminated--mitigatioo of the direct and 

indirect reserve effects of such payments . 

Beyond these goner l effects , there would be a number of special effects , 

some important , some less , some perhaps advantageous , others perhap• on balance 

leas desirable. The present structure of the Fund is responsible for many 

features that would not necessarily be incorporated if one started from 

scratch , but that have , neverthelees , acquired a certain status . It would be 

difficult--and perhaps hardly worthwhile at this stage--to give a coaplete 

listing of these secondary effects; some that come readily to mind are briefly 

noted below. 
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1 . Absence of remuneration on the basic gold tranche . In the present 

Fund , members help to finance operation of the Fund and to make possible a 

relatively low average rate of charge on the use of Fund credit , to the 

extent that they hold a basic aold tranche position on which they do not 

receive remuneration , while interest or its equivalent is paid ~on ~ 

super.gold tranche poaitione , loan claims on the Fund . and holding• of SDRs . 

A corresponding arrangement in a restructured Fuud would be for the Fund to 

pay interest on SDR holdings only on amounts in excess of 25 per cent of a 

member ' s quota . It would have no financial effect on members that hold a 

gold tranche poeition of 25 per cent of quota or more; but it would remove 

the anomaly in present arrangements that members can earn interest on SDR 

holdings while using part or all of their basic gold tranches interest freo . 

The alternative arrangement suggested would , on a recent date (Octob~r 31 . 

1972) . apply to some additional SDR 2. 5 billion . which would mean an extra 

net income in the form of saving on SDR interest payments for the Fund as a 

whole . at 1~ per cent per annum. of about SDR 38 million . The arrangement 

would create an area of interest-free use of SDRs- (up to holdings of 25 per 

cent of quota) . If it were desired to eliminate this , it would be necessary 

to add to SDR charge• rather than subtract fro~ SDR interest payments , and 

stipulate that charges would be levied not only on the net cwaulative allocation 

but also an amount equal to 25 per cent of the membor ' s quota . with interest 

being paid , as at present , on all holdings of SDRs . This would add another 

0 . 6 illion at the jat• on I the earn (at the rate 

of 1 per cant) an additional SDR 9 million. of - 0 

tranche positions as separat e r eserve assets would eliminate the possibility 

in the pr esent Articles to adjust the Fund ' s finances by allowing a slight 

difference between the rate of r emuner ation and the SDR interest rate . 
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i. Scarce currency provisi ons . Under these provisions of the Articl es , 

the Fund i• entitled tot action ta country an cred tor 

reflected in the · ldin 

such action then authorizes members to introduce diacr inatory provisions 

with respect to the currency that has been declared scarce (Article VII , 

Section 3) . While these proviaiona of the Articles were initially bailed 

as an important part of the adjustment process directed againat persietent 

creditor positions , it has since bee reco1t1lzed that this provision "does 

not in its present fonn provide a practical aean8 of 

aurplua currencies ,"!/ so tnat any other action with 

creditor countries will to any event have to be 

;lu pressure on 

c to extreme 

on a different criterion. 

3. Parneut of charges in a member' s own currency . This optioP , which 

members have in certain circumstances,.!/ ich a1110unte to adding interest 

due to the outstanding balance , would in an SDR-based Fund. 

4 . Effect of the _provision for uniform chanae in par values on tha 

value of positions in the Fund. The pr sent Articles provide a possibility 

to scale down members' deb~or and creditor positions in the Fund as a result 

of a uniform downward change in par values . accOffll)anied by a dacieion not 

to apply the provisiona on the maintenance of the ~old value of the Fund ' B 

assets.l/ 

5. Effect on non-par ticipants . If all Fund transactions were con-

ducted in SDRs , any of tile few members that are not participants might have 

to be able to hold SDRa when obtaining conditional credit froa the Fund and 

1/ Reform Report , p . 18. 
2/ Article v. Section 8(f) . 
J/ Article IV, Sections 7 and 8(d) . 

cent majority of the total voting power 
Both deciaioua roquire an 85 per 
of the Board of Governors . 
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when repaying such credit . The holding of SDRs for this purpose need only 

be transitional , in mucn the same manner as many countries now briefly hold 

currencies that they do not normally have 1n their reserves in connection 

with purchases and repurchases in these currencies . Less transitory holdings 

of SDRs would arise for these members if the Fund rep id their gold tranche 

positions in SDRs . 

6 . Special Rights for Creditors in the General Account . These rights , 

relating to voting in certain circumstances (Article XII , Section 5(b)) and 

the appointment of executive directors (Article XII , Section 3(c)) , would 

lapse as there would no longer be a separate creditor poaition in the General 

Account . If desired , similar rights could be estaelished as a function of 

members ' poaitions in the Fund as a whole , expressed in terms of holding• 

of SDRe compared to net cumulative allocations . 

7. Effect on administrative expenditure . The Fund would need a provi-

sion to acquire currencies against SDRs for its administrative exp nditure . 

This expenditure is now financed by reserva creation in tbe form of reserve 

positions in the Fund; in a restructured Fund it would be financed by reserve 

creations in the form of SDRs . 



MEMORANDUM 

TO: 

FROM: 

Mr. Nicoletopoulos 

J . J . Polak 

Decenber 19 , 1972 

SUBJECT : Restructuring the General Account of the Fund- An Exploratory Paper 

I want to return to one point of your memorandum of December 1st , 
namely the question you raise regarding the merger of acceptance obligations 

:h the two Accounts . It seems to me that this is (or should be) a nonissue . 
Once the Fund extends conditional credit by creating SDRs , it can no longer 
make a distinction between the origins of the SDRs which members hold and 
which they may want to use through the designation mechanism. These SDRs 
may have come from allocations, from recent conditional drawings , from 
conditional drawings a long time ago , from transfers among participants with 
or without designation , from interest paid by the Fund, etc. To suggest the 
possibility of different acceptance obligations implies a need to trace each 

remher ' s holdings of SDRs back to its origin--and hOII far back? It also 
implies that members themselveR would have to consider some SDRs as potentially 
less usable than others . 

I trust this is enough to convince you on this point . 

cc: Mr. Cold 

• 
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MEMORAllDID-f 

TOI Mr . Sturc December 19 , 1972 

FROM: J . J . Polak 

SUBJECT : Restructuring the General Account of the Fund-- An Exploratory Paper 

You will have noted that I have benefitted considerably from your 
memorandum of ?lovamber 28th, partly by changes in substance , partly by 
clarification of points that were apparently not evident in the previous 
draft . 

On one point I remain unconvinced . namely that it would be useful 
for members to pay in some gold or SDRs on the occasion of quota increases 
because one could then let the member have their own money back on an un­
conditional basis . I cannot believe that our tranche policies need this step 
to be effective and that we could not just as well start with the first credit 
tranche . 

The restructuring suggested has no impact on the balance between 
conditional and unconditional liquidity creation and while this is , of 
course , an important subject I see no need to discuss it in the context of 
the present paper. 

cc: Mr . Gold 
Mr. Del Canto 
Mr . Habermeier 
Mr . Whittome 
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TO 

FROM 

SUBJECT : 

Office Memorandum 

Hr. Polak / 

Ernest Sturc ~-

Reform of the General Account 

DATE, November 28, 1972 

1. Ny colleagues and I have enjoyed reading the paper. It does, at first 
reading, seem to be a neat surgical operation, eliminating difficult concepts 
and procedures, without sacrificing much of substance. 

2. While it may be logical to dispense with the members' contribution 
altogether, I believe there is a practical value in retaining a partial contribu­
tion in gold (or SDR). This is a tangible way each member contributes to a 
cooperative arrangement. Acceptance obligations also serve this purpose, but 
in a less obvious way. I also believe that it is useful to retain the counter­
part of such contribution which is the unconditional access to the use of Fund 
resources. This makes tranche policies, with its main element of a progression 
of conditionality, more effective. 

3. On page 6 you raise the possibility of making timing of repayment a 
function of the rate of interest. The original idea behind interest rates 
rising with the period of use was to discourage anything but a very short-terI'l 
use of the Fund's resources. At that time it was believed that members should 
make routine use of the Fund, and drawings and repayments should occur at short 
intervals. This is not however the way the Fund has evolved, and there is little 
reason to expect that rising interest rates will preserve the revolving nature 
of the Fund. 

4. In our view, it would be a serious mistake to abandon the 3-5 year 
rule. Apart from its contribution to the maintenance of Fund liquidity, it now 
forms the heart of the Fund's conditionality by providing a time horizon for the 
improvement of the member's balance of payments. Without such a time constraint, 
conditionality would become a vague concept and the Fund's role in helping to 
bring about balance of payments adjustment would greatly weaken. 

5. We recognize that the 3-5 year rule may not be appropriate for all 
types of balance of payments problems. This is why in the past it has been found 
necessary in some instances to continue the stand-by relationship for successive 
years, thus, in effect, extending the period of repayment. In our view, a better 
expedient in these exceptional cases would be a special facility under which 
members may make longer-period and perhaps larger use of the Fund's resources. 

6. A subject that needs further treatment is the nature of constraint 
on conditional liquidity creation, in particular whether in addition to limits 
on the access of individual members, one should also devise ways of setting 
a total limit on conditional credit outstanding. In this connection, it is 
important to stress the need for a balance between conditional and unconditional 

\ I
I li~_~r!=.~;ion. Our view is that periodic quota · t ·eviews ' iihould ·continue,_,~ 

and quota adjustments should determine the size of conditional liquidity. 
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7. The system of assessment levied on members' quotas, mentioned on 
page 14, to meet_ the Fund's administrative expenses appears undesirable. 
We would like to see interest rates on conditional resources to vary as 
at present, which would create a margin between interest rate earnings from 
users of SDR credit and payments to SDR holders. 

8. Finally, it does not seem to us appropriate at this time to press 
for a large-scale amendment of the Articles. The changes suggested'wotild·--­
give the Fund more of an appearance of an international central bank. 
Whether this is appropriate or not would depend very much on what role the 
Fund would be asked to play in the future. We need to know the results of 
the current negotiations on reform before we can form a clear idea of wh...tbg; 
and how to simplify the procedures relating to the General Account. p 

cc: Mr. Gold 

• 

Mr. Del Canto 
Mr. Habermeier 
Mr. Whittome 
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MEMOIWlDUM 

TO: 

F'ROM: 

Mr. llabermeier 

J . J . Polak 

December 19 , 1972 

SUBJECT : Restructuring the General Account of the Fund~ An Exploratory Paper 

Thank you for the "basic comments" in your memorandum of December 
5th. AB indicated in my memorandum to the Acting Managing Director, the 
subject of a restructuring of the General Account is complex and has important 
implications. An intelligent discussion requires that these complexities be 
set out in some detail. Members can then decide whether they are prepared 
to buy the pnckase or not. 

No useful purpose would be served by an incomplete exposition of the 
implications , in hopoa that this might look lees radical, and thus more readily 
accepted. One cannot follow the advice of the Swedish wag who thought that a 
total switchover from driving on the left to driving on the right was too radical , 
and wanted to make the transition gradually by categories of vehicles, first 
buses , then taxis, etc. 

I believe you overstate somewhat the difference between the ideas put 
forward by you on November 10 and those contained in the present paper. The 
present paper advocates no change in the balance between conditional and un­
conditional liquidity. Any suggestion that the General Account finance its 
transactions in part by the issuance of SDRs negates the principle of the 
separation of the two Accounts , which was explicitly based on the proposition 
that each Account would finance its operations from its own resources , the 
General Account from its holdings of assets and the Special Drawing Accowit 
by the creation of SDRs. Since the term "assessment" seems to raise an 
instinctive negative reaction (see Mr. Sturc' s memorandum of November 28th) 
I have dropped that term in the present draft . 

If there were a gradual way tovards changing the structure of the 
General Account , I would favor that that would be put forward too. However, 
it seems clear that the suggestions contained in your memorandum of November 
10th would raise just about as many problems of principle (the issuance of 
SDRs to finance conditional Fund transactions) and of amendment without 
producins a "clean" form for the General Account . In particular, by retaining 
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currency holdings and at the same time conducting transactions in newly 
created SDRs , it would raise complicated (and I think useless) questions 
of the measurement of members' positions in the Fund. 

In my own view the important preparatory work baa bean done over 
the past 10 years by raising the quality of reserve poaitions in the Fund 
so as to make them as close to SDRs as the present approach permits . The 
gap that now still exists will have to be vaulted in one jump . 

Various other things can usefully be done but it would be better 
not to confuse them with a possible nev structure for the General Account . 
These include a wider use of SDRa for aold and currencies in the General 
Account , ae envisaged before Stockholm. They also include a greater use 
of SDRs in drawings and repurchases: but ae you youraelf recently pointed 
out , there are severe limitations to this , arising from the fact that the 
General Account has its own principles of harmonization. 

cc: Mr . Gold 
Mr . Del Canto 
Mr. Sturc 
Hr. Whittome 
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TO Mr. Polak DATi., December 5, 1972 

FROM w. o. Habermei~ 

suBJi.CT , Reform of the General Account 

At this time I have just a few basic comments on the note prepared by 
the Research Department. If the discussion of it were to continue we would 
offer further general and also detailed comments. 

1. The ideas contained in the above note are extremely far-reaching 
and one can have strong doubts about the advisability of bringing them for­
ward at this time. Together with the ideas about gold sales of the Fund to 
the market and the conversion of Fund gold into SDRs these new concepts 
might truly be called "radical". Indeed, if the mark is overshot these 
new departures could easily prove to be lamentably unacceptable to govern­
ments even after the reform discussions have reached a more advanced stage. 

2. This does not mean that no progress can be made nor that we are 
adverse to it. In fact, the recent note submitted by us for debate was 
meant to explore, in a more gradual way, such new frontiers. It was, how­
ever, kept deliberately low-key, advocating only a gradual substitution of 
SDRs for gold and currencies in a pragmatic, discretionary way. Above all, 
we had hoped to avoid a mandatory, inflexible, gold-SDR fund. The only 
exception to a basically evolutionary line was our idea to empower the 
General Account to create SDRs in place of super gold tranche positions, 
but even this we put forward with a good deal of diffidence. 

3. You will, of course, be aware that there are at least a handful 
of other essential differences between the line taken by Research and that 
taken by us. For example, we did not seriously propose a conversion of 
"basic" gold tranches into SDRs at an early stage, nor a merger of the 
finances of the two Accounts; neither did we contemplate any change in the 

II balance of conditional or unconditional liquidity bel!eving this was a 
matter connected with the "link0

• Moreover, we did?ilint to do away al­
together and at once with currencies, especially with reserve currencies, 
and we strongly prefer income over assessment as a means to finance the 
Fund's expenditures. 

4. Reflecting on the sweeping character of the changes contemplated 
in the Research Department paper I am inclined to the view that it may have 
been even too early for us to argue for a special creation of SDRs by the 
General Account to substitute for super gold tranches. It would be possible 
to be much more modest as the existing Articles allow for a growing use of 
SDRs in Fund transactions side-by-side with currencies and gold; the more 
SDRs there would be in existence, for example, through a successful opera­
tion of a Substitution Account, the more SDRs might be channeled through 
the Fund, and perhaps this could even be encouraged. To do this a few, 
less incisive,amendments would of course be desirable for allowing greater 
flexibility, such as substituting SDRs for gold in subscriptions and for 
gold and currencies in certain repurchases, as well as perhaps to allow 
the General Account to become a vehicle for a certain type of "link" 
(financed either from the Fund's own resources or as supplemented by a 
transfer of some part of the regular SDR allocation). 
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5. As regards further procedures, we have doubts that a staff seminar 
would be useful on policy papers designed to lead up to amendment. Should, 
nevertheless, a staff seminar be convened it would, I believe, be proper for 
other participants to circulate their wotking 4ocuments also. In addition to 
the note which I submitted recently we can offer a fairly comprehensive study 
of the financial aspects of a reform of the General Account. This study, which 
was prepared last spring by Mr. Cutler, after some discussion in this department, 
was not circulated earlier because it also went in for some rather far-reaching 
changes. I would hope very much that any paper on this matter would be the 
subject of jointly prepared papers which we can all support. 

cc: Mr. Gold 
Mr. Del Canto 
Mr. Sturc 
Mr. Whittome 
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' 0 Office Memorandum 

TO Mr. J. J. Polak oATli, December 1, 19 72 

FROM 1 G. Nicoletopoulos ~I 

sUBJliCT : Memorandum on Reform of the General Account-­
Draft of No-vember 20 1 1972 

We have the following co1111Dents on the November 20 draft of your memorandum: 

Page 6 1 line 2: I would not stress the quantitative limitation of 25 
per cent of quota per year. In practice it is waived routinely, and the 
tranche policy has taken its place. 

Last paragraph: While we do not wish to pursue the question, 
we still have doubts regarding the merger of acceptance obligations in the two 
Accounts. The problem would not arise if, as suggested on p. 7, the absolute 
size of acceptance obligations were increased substantially, or the limit on 
them were removed. Without such a solution difficulties could arise for the 
separate and independent operation of the General Account, especially if the 
"peak needs" of the two Accounts were to coincide. 

~ Page 71 lines 14-17: It may be helpful for the reader if the arithmetics 
of this sentence were clarified. 

Page 81 paragraph (c): The first part of the second sentence may well 
be deleted; and the point of the remaining part of that sentence could be 
better expressed by reference to "decisions on borrowing by the Fund." 

/ Moreover, would it not be appropriate to mention policies on repurchases, 
replenishment, and gold? 

'? , 

Page 10, and carry-over paragraph top. 11: This discussion is difficult 
to square with the idea of an SDR-baaed General Account. The concepts of 
gold subscription and mitigation have no inherent rationale in that context. 
If gold were to be held for "a variety of reasons" as this is suggested on 
p. 9, it may be appropriate to derive criteria for gold transactions with 
members from these reasons explicitly rather than to recreate the present pro­
visions in a new guise. These criteria would presumably also take into account 
whether there is any need for a requirement that members make gold payments 
to the Fund, whether on the occasions of joining the Ftmd, quota increases, or 
otherwise. 

Footnote, line 4 from bottom: The correct reference is to Article III, 
Section 4(a). 

General Account Balance Sheet: 
for "quotas". 

"subscriptions" should be substituted -
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Page 14, second full paragraph: It may be useful to discuss also how 
charges on the use of the Fund's resources may also finance the costs of 
the Fund's operation ( rather than "operations") , and how higher charges in 

4' the upper credit tranches may also serve to make possible lower charges in 
the lower credit tranches. 

If it is intended to maintain the existing system of differentiated 
charges on levels of holdings, a substitute mechanism, based on outstanding 
credit, would have to be devised. This may be mentioned. 

Footnote: There is a presentational problem here, in that the footnote 
refers to assessment in a reformed Fund, while the idea of making assessments 
for subsidizing low charges is introduced only later on the page. Regarding 
the idea itself, SDR creation for this purpose may be mentioned as a con­
ceivable alternative technique. 

Page 15 1 scarce currens, provision: We are still puzzled by the dis­
cussion of this provision here. In a simplified system there may be no 
scarce currency provision as such, but in all likelihood there would be other 
provisions intended to induce or force surplus countries to take adjustment 
measures. 

Line 5 from bottom of page: Strictly speaking, the Articles provide a 
possibility, not a "theoretical" possibility. In any event, is it advisable 
to take a position in this respect in such definite terms? 



.. • 
- 9 -

was for 

help to 

25 per cent of any quota increase in gold 

considered an important disciplinary factor that would 

e pressure for quota increases. Although the Articles 

of Agreement provi 

ments by a member wit 

decided in both 

this provision. 

for increases in 

possibility of a reduction in the gold pay­

reserves (Article III, Section 4(a), it was 

the 1964 general quota increases not to apply 

given on both occasions was that the "proposal s 

on the idea of a cooperative effort 

by the members of the resources against contingencies 

that might affect any general character of that 

effort should be preserved.!/ 

Fund for actual gold. The economic meaning o the transaction would be 

even further reduced if countries were 

not possess now) to substitute payment in 

countries that were using the Fund in the 

right (which they do 

hand, the gold payment was the equivalent of an 

credit received from the Fund. These and other 

reversal of the position of the principle 

1./ "Enlargement of Fund Resources Through Increases 
Washington, 1958, p. 17; 1965 Annual Report, p. 126. 

gold. For 

ches on the other 

repayment of 
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Quinquennial 

the provisions of Article III, Section 4(a): in the Fifth 

(1969), members with low reserves were entitled to 

the opportunity to make a reduced gold payment. 

difference in treatment between the earlier and the 

later quota reviews 

might 

members encountering pay 

the change in the formal position 

was minimal. On both of the earlier occasions, 

difficulties through the reduction of their 

reserves that ent would involve could make a drawing for the 

corresponding amount, to be 
m 

equal annual installments; an 

epurchased in three (1958) or five (1964) 
mbers 
that availed themselves of the possibility 

of reduced gold payments under 

to repurchase the resulting 

e 1969 review were required to undertake 

annual installments. 

I~ a member that receives 

gold and makes a drawing for the 

not changed. For a member that uses 

arrangements under the various quota 

acceleration of repurchases of 

in five equal 

increase does not pay gold or pays 

its position in the Fund is 

in the credit tranches, the 

s therefore amount to some 

Fund credit and some 

commitment to build up a gold tranche positio. 

2. Transactions with the Fund in gold. e provisions with respect 

to the sale of gold by members to the Fund and sale of gold by the Fund 

to members can be seen as p.roviding an indirect me hanism assuring members 

of the usability of gold in their reserves to settl transactions with 

other members •. . The two provisions that, together, cold provide this 

chain are Article V, Section 6(a) dealing with gold 

the Fund and Article VII, Section 2(ii) under which 

members to 

can acquire 



- INTERNATIONAL MONETARY FUND 

TO 

FROM : 

November 24, 1972 

Mr. Polak _ (2 ,I ,,ff 
E. W. Robichek[/ tf//!L 

We feel your dra~ paper on reform of the 

General Account would provide a very good basis for 

a staff seminar, and we have no specific comments 

to make on the dra~. 

cc: Mr. Del Canto 

-



TO 

FROM 

Mr. Polak 

Jrw-'tl 
W.R. White 

r 

DATE, November 24, 1972 

SUDJ:rCT I Requested Comments on your "Reform of the General Account 11
, 

November 20 draft 

1. The material on p.4 seems to be handling the subject from several 
conflicting viewpoints. Is there a possible source of confusion in your 
apparent belief that before the treatment of the gold trancl:e.as reserves 
the Fund's loans did not create reserves? In reality, it would seem that 
insofar as members borrowed from the Fund to pay for deficits with the U.S. 
there was no change in reserves, but insofar as they borrowed (dollars) 
from the Fund to cover deficits with other countries--who presumably added the 
dollars to their reserves there·was a creation of reserves by the Fund even 
under the old procedures. (Of course as you point out the U.S. started to 
gain reserves from drawings of dollars paid to the U.S. by the drawer once 
the associated rise in the U.S. gold tranche position became counted as 
reserves.) 

Another possibly confusing element here is that, before the convention 
of counting gold tranche in reserves; initiallx_ to the extent that members' 
subscriptions were paid in other currencies and gold, total reserves went 
down. And from this point of view any outpayment of .reserves by the Fund 
was a net addition to reserves. 

A final element, the position on which might be worth clarifying for 
the reader, is that contingent assets such as Fund credit tranches and con­
tingent liabilities such as drawings of those tranches are not being counted 
as reserves or deductions from reserves. 

If these interpretations are accepted then the material on this page 
would say that the Fund under the early procedures was not a creater of 
reserves to the extent its loans did not exceed gold and hard foreign currency 
payments toward member's 1 quotas, although once the quotas were taken as given 
the Fund's credit operations did create and destroy credit the way SDR ope~ations 
would (except to the extent that members drew dollars to pay for deficits with 
the U.S.). Hence the proposed use of SDRs in place of drawings on quotas would 
not constitute so radical.a change in the credit-creating aspect of the Fund's 
operations. 

:2. Page 1: Insert in second line of second paragraph after "had": 
"in general'~? That would provide for the exception to the stated result that 
exists in the case of gold tranche drawings. 

The 6th line of the second paragraph calls the use of SDRs "unconditional". 
Is there not still a requirement that the member state a present or impending 
balance of payments nee.d (with the implication that the Fund might change its 
treatment if event tended to prove the member wrong on its forecasts)? If' so 
should any qualification be introduced for the benefit of the legal department 1.s 
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blood pressure level? The distinction between "negotiated credits" on line 4 
of page 3 and overdrafts may not be clear to some readers since overdrafts are 
themselves often contingent on existence of an (unused) negotiated line of credit. 

3. Add to first paragraph, p.6? The equivalent of a gold tranche position 
would of course exist because an equal amount of reserves, usable completely 
at its own discretion, would be held under the SDR alternative to the General 
Account in place of the gold t:r;,anche position held if the general account 
existed. 

4. P.6, linesl2-13:Are "timing of repayment" and "rate of interest" 
interchanged? 

5. The main reason given on p.7 for the SDR alternative to be more 
liquid ,than the present general. account arrangement appears to be that the 
existing practice for SDRs of requiring willingness to accept additional SDRs 
beyond initial allocations equal to 200% of the latter could be extended to 
the conditional SDR loan arrangements: member's quotas for providing real 
resources (through accepting SDRs) would be set at twice their conditional 
quota for borrowings of SDRs. But is it clear that members would accept 
such an arrangement (or if they would that they would not accept it now, 
under the present~rangements) in which case the new arrangements cannot 
claim to have a net liquidity advantage? Accepting the obligation to lend 
twice the value of reserves (SDRs) received as a pure gift need not imply 
willingness to accept such an obligation merely in exchange for a conditional 
loan of the basic amount of reserves. If it should be true that the bait 
would then seem insufficient for the incurring of the contingent obligation, 
your implicit assumption for such an increase in contingent obligation--and 
for a zero quid pro quo--would have to be defended explicitly. 

The last line of this page--unlimited acceptability of SDRs-should imply 
also unlimited (or at least greatly enlarged) acceptance of the obligation 
to provide currencies in excess of quota under the present system (provided 
that the super gold tranche position was equally as well rewarded with interest 
payments as excess holdings of SDRs would be), 

6. P.10, line 4 says that the Fund would not need gold for liquidity 
reasons. That presumably holds only if the worries about members' 
willingness to enlarge greatly their obligation to give up resourc~ ~rgued 
above will prove unjustified, Any reason to qualify the stated freedom 
from need for gold for liquidity reasons? 

7. The simplification of Fund terminology, concepts and regulations 
described in pp. 13-14 would.also be diminished somewhat if the question 

of liquidity of the SDRs remained an issue for the reasons given earlier. If 
the members' willingness to accept extra SDRs were not increased by an amount 
sufficient to meet all future needs, then scarce currency would again be possible: 
~lthough perhaps under a different name) and the general agreement to borrow, 
etc. might have to be revived. Similarly, as indicated earlier, if provision 
o~ adequate liquidity for SDRs was in fact in question, the retention of some 
sort of payment of part of quotas in gold would remain an alternative to GABs etc .. 
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8. P.15 "scarce currency"provisions: that the Fund could take action 
against a country in an extreme credit position "as reflected in the Fund's 
holdings of the member's currency" has significance that the audience may miss, v~ 
that (if I am not mistaken) members.with strong BOP can avoid scarce currency 

sanctions by lending their currency to the Fund as needed. Would not a comparable 
loophole to that one,which--as you point out--makes the clause worthless, also 
exist in case of an SDR fund? Members who had absorbed their obligatory amount 
of SDRs could no longer be influenced in any way by the Fund (except of course 
to the extent that their SDR acceptance quota is by assumption larger than their 
currency quota in the Fund). 

In any case, should not a new Fund have introduced other means to achieve 
the scarce currency clauses' purpose'!· From that point of view shifting to .an 
SDR Fund would have no advantage with respect to the scarce currency clause; 
that clause would have been made unnecessary by the monetary reform's sanctions 
for BOP disequilibria, 

~ 9. Item 3, p.15. Should outstanding credit balance be outstanding 
debit balance (or, at least, outstanding credit)? 

10. Item 5, p.16. Insofar as non-participants in SDRs have.stayed out 
because they did not want the obligation to accept large amounts of SDRs in 
excess of those allocated to them, they might continue to insist on the same. 
privilege with respect to the (former) "general account" SDRs--at least to 
be free of compulsory allocations. That might be thought to give them a 
privileged position~ If so, is it worth discussion? 

! 
I, 

11. What about dealings with non Fund members who do not accept any SDRs. • 
Would the Fund be permitted to sell gold to members who have deficits with such 
countries? Would an extra obligation to accept designation for sale of gold. 
or acceptable currencies for payment to such non-members have to be added t:o 1 

the rules? If this involved, in particular, a loss of gold by the countrie1s' 
designated, it might cause difficulty. 

I ' 

,·' I . 
,' j 
'i 
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0 Office Memorandum 

TO Mr. Polak DATEffovember 24, 1972 

FROM R.R. Rhomberg {l {t ( 
SUBJECT : Reform of the General Account 

Page 6, second paragraph: Designation is akin to repurchase in the 
General Account only in certain instances, namely when the country designated 
has previously used SDRs. Perhaps this qualification would be helpful to the 
reader. The page reference in the footnote seems to be incorrect; perhaps it 
refers to the DM version of the same paper. 

Page 7, middle: The description of the liquidity of the General Account 
makes it appear particularly illiquid. There do not seem to be enough resources 
(100 per cent of quota) to permit drawing of 125 per cent of quota. However, if 
half of the members, measured by quota, were to draw the currencies of the other 
half of the members, the Fund's holdings of these currencies, plus the gold sub­
scriptions of both halves would be just sufficient to permit drawings by the def­
icit members of 125 per cent of their quotas. 

Page 9, first full paragraph: In the context of the preceding comment 
and of this paragraph it may be relevant that credit in the form of SDRs could 
in principal be given to all members, or almost all members, simultaneously-­
although this would require a very unlikely world payments situation. By con­
trast, the General Account could at present not be used to extend full credit 
(100 per cent of quota) to, say, all members other than the United States; in 
the event of such a dollar-shortage situation credit to the membership would be 
limited by the amount of the U.S. currency subscription plus the gold subscrip­
tion of all members. 



Reform of the General Account 

Prepared by the Research Department 

Nov. 20, 1972 

It was suggested in the Reform Report that an expansion of the role 

of the SDR might also be the occasion for a broader review of the provisions, 

1/ of the Articles relating to the General Account.- As a background to such 

a review, this paper compares the method of operation of the General Account, 

.with that of the Special Drawing Account, and ·derives from this comparison 

certain inferences for a possible reform of the General Account. 

Comparison between the two Accounts 

On a sufficiently general level there is a strong similarity between 

the financial functions which the two Accounts perform for members: both 

enable a member in deficit to use financial resources that it had not earned ' 

from a previous balance of payments surplus. The two main differences between 

use of the two Accounts relate to conditionality--use of the General Account 

(except gold tranche use) being subject to conditions whereas the use of 

SDRs is unconditional--and to the need to restore the previous position 

after use. For members that provide the users with foreign exchange the 

effect of any use of the resources qf either Account is also very similar; 

they acquire, in.both cases, reserves in the form of "Fund related assets": 

a "reserve position in the Fund" (a gold tranche position or a loan claim 

on the Fund) when the drawing takes place in the General Account and SDRs 

when the drawing member uses its position in the Special Drawing Account. 

: I 
1/ International Monetary Fund, Reform of the International Monetary System, i 

A Report by the Executive Directors to the Board of Governors, (Washington, D~C~ 
1972), pp. 53-54. · (All references in this paper are to the November 1972 :! I 
printed version of,. the Reform Report.) 

I 
I 

'! 
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In spite of the fact that transactions in the two Accounts are so 

similar, both for the user and for the provider of resources, they are 

executed in entirely different ways. In the General Account, transactions 

are conducted on the basis of a pool of currencies contributed by all 

members, with further contributions in gold to enable the Fund to acquire 

additional amounts of any currency that it might need; there is also a 

provision to borrow additional amounts of currency. The drawing entitlements 

are expressed in terms of quotas, but the quotas themselves are not exchange 

reserves available to the member; such reserves have to be acquired by 

drawings made within the framework of the quotas. Drawings are technically 

made in the currencies of the countries that are selected by the Fund to 

acquire the reserve positions in the Fund; but these currencies are normally 

at once converted by the drawer, so that the drawee country experiences a 

substitution of a reserve position in the Fund for holdings of foreign 

exchange. In the Special Drawing Account, by contrast, given amounts of 

SDRs representing an equal percentage of quotas are allocated from time to 

time to participants. Use is made in the Special Drawing Account by the 

transfer of SDRs from one participant to another against convertible currency 

Why this difference between the two Accounts in technical arrangements, 

if it does not reflect any obvious difference in substance between the 

transactions in these two Accounts? Essentially, the explanation is that 

the SDR account is both the junior and simpler of the two Accounts; the more 

complicated form in the senior Account has clear historical reasons: the 
I 

. I 
' I 

U.S. negotiators in the discussions that preceded Bretton Woods argued strongly[ 

that a Fund operating on the basis of "a, mixed bag of currencies" was more 
. I 

.I 
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I 
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likely to win Congressional approval than one which introduced the unfamiliar 

concepts of a new international currency and of overdraftJ.:./ By now, the 

concept of an international currency is no longer unfamiliar. While"overdrafts" .• 

do not fit into normal U.S. banking practice, negotiated credits do, !n the 

light of this, is there a continuing justification for the present form of 

the General Account? 

Perhaps the best way to approach this question is as follows. Suppose 

that the founders of the Fund had felt it necessary to concentrate their 

attention on the need for unconditional rather than conditional liquidity and: 
' 

for this purpose had created a mechanism such as that contained in Articles 

XXI and following of the present Articles of Agreement, perhaps combined with, 
' 

regulatory provisions with respect to exchange rates, the avoidance of exchange: 

' 

I : 'I restrictions, convertibility, etc. Such a Fund would have required quotas· 

both as a basis for the allocation of unconditional liquidity and to determine, 

voting power, but not the financial provisions of the original Articles of 

Agreement •. Assume further that:,. despite the absence of a learning model. 

which the pre-1969 Fund provided for the SDR mechanism, the provisions on 

SDRs were exactly those of Article XXI and following (with the exception of 

references to the General Account). If then, at some later time, when the 

facility had been running smoothly for a considerable period, the Fund had 

reached the conclusion that it would be opportune to provide, side by side 

with the SDR facility, a conditional facility under which members would be 

entitled to obtain financial resources from the Fund for temporary use, hofr 

would it have gone about this? 

];/ J. Keith Horsefield, The International Monetary Fund, 1945-1965,, 
Vol. 1, PP• 28-30. · 
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A General Account Patterened on the Special Drawing Account 

It would seem unlikely that in order to provide this new facility the 

Fund would have found it necessary to ask each member to make a contribution 

in gold and in its own currency. Rather, it should have appeared natural 

that the Fund would have made provision for the creation of additional SDRs 

for the amount of credit it extended, .these SDRs to be cancelled when Fund 

credit was repaid. This would be in line with the proposition that the 

extension of international credit by the Fund involves an expansion of re­

serves, and the repayment of such credit a contraction of reserves--a pro-

! j 

, r: 

position which did not become valid until gold tranche P.ositions began to be 

regarded as reserves in the early 1960's • .!/ By that time the approach originally 
i 

chosen--i.e~, that the Fund would not be an international "bank", creating 

international money by extending "credit"--had·been overcome by the economics· 

of ~he situation. Once the Fund made the transition from the almost exclusive 

use of U.S. dollars to the use of a wide variety of currencies, it became 

necessary to monetize the resources that members made available to the Fund:· 

members were willing (sometimes eager) to see a change in the composition of 
. by roduct to credit extension is a n element of a , 

their reserves, but not a decline in them. Thus as a smoothly 

I. 
functioning Fund. At the same time, the attempt never took hold to view 

transactions through which the Fund made resources available to members in 

payments difficulties'as a mere exchange of one currency for another. Fund 

transactions (beyond the gold tranche) are now generally regarded as the 

! 
extension of balance of payments credit. This view is reflected, for example' 

in the adoption of the concept of "credit tranches" and in the widespread 

use of the term "repayment" as both more general and more meaningful than 

the legal "repurchase." 

1/ For a brief discussion see, J. Marcus Fleming, "The Fund and International 
Liq~idity, 11 IMF Staff Papers, Vol. XI, No. 2 (July 1964) pp. 183-85. A more :. i 
detailed description is given in Harran·E~ekiel, "The Present System of Reserve 
Creation in the Fund," STaff Papers, Vol. XIII, No. 3 (November: 1966), pp.398~420

1
• 
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If ops,ration of the conditional side of the Fund took place in the forin 

of credit creation in SDRs, the country that obtained Fund credit would 

normally use the SDRs to acquire currencies, for which the designation 

mechanism could conveniently be used. Nothing new would be required for 

this purpose, but it would be necessary to create sufficient flexibility 

I i 

in the. acceptance obligations so as to ensu.:e that there would be takers 

for the additional SDRs put into circulation by the Fund's credit operations.: 
a 

It is possible that/more important new feature might be required to 

enable countries to repay Fund credit in SDRs. Countries would have to be 

in a position to acquire such SDRs against the holdings of reserve currencies 

I I· 
I 
i 

If the Reform provided for an open-ended substitution facility, as suggested 

under the· third approach for asset settlement described in the Reform Report,1/ 

this would take care of the problem. Under different settlement arrangements/ 

it might be necessary to introduce into the SDR mechanism a system of what 

might be called "reverse designation" to regulate which countries would have 
! ! 

to make available SDRs against convertible currencies, and in what amounts 

(in contrast to the designation mechanism that regulates the countries that 

are to.make available convertible currencies against SDRs).1/ 

. I ;q 

1· 

[: 
I 
I 

i 
I· 

l_/ Op • cit. , p. 39. 1· 

J:./ In the present SDR facility there are only the most rudimentary prov1s19ns 
for "reverse designation" because the need for it is unlikely to arise on any I' I 
significant scale. In theory, a participant may, on "specification" by the 
Fund, be obliged to sell SDRs for 11 currency convertible in fact" for the . 
purpose of enabling another participant to meet its obligations to pay charge$ 
and assessments (Article XXVI, Section 5 and Article XXX, Section 3) or its j 
reconstitution obligation under Schedule G, paragraph l(a); but the stock 
of SDRs held by the General Account.makes it unlikely that these provisions 
will ever become operative. It should be noted that the sale of SDRs by 
the General Account against convertible currencies does 3not avoid the sub­
stantive problem, but transfers it to that Account. The question thus 
becomes the selection of countries that are to give up ~eserve positions in· 
the Fund, rather than SDRs, against convertible currency. : i: 

IL 
I ; 

I I 
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The Fur{d's conditional drawing facilities could be subject to certain 

quantitative limitations such as a normal maximum of 25 per cent of quota 

per year and a normal upper limit of 100 per cent of quota, and within 

the latter limit to a tranche policy of increasing intensity of scrutiny 

depending on the extent of the use of Fund credit in terms of a member's 

quota. There would, of course, be no occasion for the introduction of 

automatic drawing rights in what is now called the gold tranche, because 

in the absence of gold payments and the sale of members' currencies, flgold 

tranche positions" would not arise. 

Credit extended by the Fund in SDRs would naturally be repayable in 

SDRs. The Fund could set conditions for the duration of the credit (e.g., 

' I 
I 

3-5 years) or it could make timing.of· repayment a function of the rate of 

interest payable, along the lines of the provisions of Article V, Section 8(d). 
I ' 

' I[' I 

I 
I 
' 

There could further be provisions for accelerated repayment in the light of 

the member's balance of payments and reserve position. This position is 

already used as a criterion in the operation of the designation system which 

affects the reversal of net use of SDRs in a manner somewhat akin to the 

repurchase provisions in the General Account,-!/ using,. however, data on 

. I 

a 'I 

reserves based on/more flexible definition than that laid down in Article XIX 

to guide the repurchase provisions.· 
! 
I. 

The Fund liquidity necessary to meet the needs for convertible currenci.~s J ,;i 

.Ji 
of the members that used the credit facility would be ensured by the size. of i','k. 

the acceptance obligations, which, as mentioned, would have to be large 

' "" . enough to permit designation in relation to the total amount of SDRs that 

would at any time exist,.whether arising from allocation or from conditional, 

credit operations. 

1/ J. J. Polak, "Some Reflections 
International Monetary Fund Pamphlet 

' :: i 
I I 

on the Nature of Special Drawing Right:3)' ' 
No. 16, P• 7. 

• I 
,; 1 

I 
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Liquidity Aspects 

The technical problem that arises in this connection is not different 

from that related e.g., to the issuance of SDRs in substitution for reserve 

currencies • .!/ But there would be a special effect on the liquidity of the 

General Account. Financing of that account by means of SDRs with a correspo~d­

ing increase in acceptance obligations would by itself greatly reduce a 

liquidity constraint that now affects at least potentially, though by no means 
' j 

precisely, the operations of the General Account. The liquidity of the ; 

General Account is proportionally smaller than that of the Special Drawing 

Account. While the acceptance obligations in the Special Drawing Account 

(in excess of allocations) equal twice the outstanding holdings of SDRs, the 

General Account holds, in broad outline, 25 per cent of total quotas in gold 
i 

and 75 per eent of quotas in currencies to meet potential drawings of 125 per/ 
I 

cent of quotas (gold tranche plus four credit tranches). Assimilation of 

reserve positions in the Fund with SDRs and a corresponding increase in total 

acceptance obligations would introduce about double the room for acceptance 

' that exists now with respect to General Account operati<!:lns. Additional room i 

would be created by the merger of the acceptance obligations of the two I: 

Accounts, inasmuch as their "peak needs" might not coincide, This tendency 

would be reinforced if, as part of the Reform, the absolute size of ~cceptance 

obligations were substantially increased to make room for SDRs issued in 

substitution for reserve currencies. And the possibility has also been 

mentioned that there might be no limit on the acceptance obligation for SDRs.l/i 

I I 
'I 

l 

l 

I. 

1:, 

. '' Ii 

' : : 
: ' . ,' 

. l:' 

·1 
f, 
!, 
:1 

]:/Cf.Reform of the International Monetary System, 
Directors to the Board of Governors, (Washington, D.C. 

l:..I Ibid., p. 53. 

i I I 
A Report by the Exe cu ti ve !f 

1972), PP• 52 ... 53. · i ! f ,i) 
I 1 

i . 
1 .j 

I 11 

;. j 

r 
l 
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Concern over its liquidity is not the only--or even the most important-, 

factor limiting the operations of the General Account. Control over the 

extent of the operations, and hence on the magnitude of its contribution to 

reserve creation, is primarily exercised in a number of other ways. 

(a) By decisions on quotas •. 

(i) The absolute size of quotas provides the scale that determines; 

the amounts that can be drawn under given policies expressed in terms of 

percentages of quota. 

(ii) The distribut:f:on·of quotas among likely surplus and deficit 

countries affects the probable size of desired use of Fund resources and the 

availability of "usable currencies." 

(b) By decisions on policies oh.the use of Fund resources, such as 

tranche policies, the compensatory financing and buffer stock financing 

policies, etc. 

I• 

r' 

(c) By decisions on individual large transactions. Mention may be i' 1 

made here in particular of the special scrutiny in Working Party No. 3 of 

the OECD of drawings requested by participants in the General Arrangements 

to Borrow, and to the decisions on the lending of currencies under the GAB, 

that are taken by these participants with a special majority. 

It should be noted that quota decisions and decisions on the use of . I i 
I 

I I 
resources are subject to various restraints of a legal or conventional I 

character. Changes in quotas proposed as a result of a general review requirJ 
I 

an 85 per cent majority and other quota changes an 80 per cent majority • ..!/ i 
I 

):/ Article III, Section 2. 

i 

I! 
' ' • p 

'I. ',, 

; !f 
; 1' 

I, 

, 'I . I 
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As a result of the adoption of Article V, Section 3(d), .the Fund no longer 

has the power to create·any new facility in the General Account for the un-

d. ' 1 f · . l/ I th d ' . f con itiona use o its resources.-· n e esign or expansion o non-

automatic facilities, the Fund pays careful attention to the liquidity 

· 1· t · 21 imp ica ions.-

A question for consideration would be whether the mechanism to control 

the size of the Fund's conditional financing activity would be sufficient 

in the absence of a constraint on the resources available to it, whether it 

would need to be strengthened, or whether some other total constraint, e.g., 

in terms of a maximum of conditional credit outstanding, woi1ld need to be 

introduced. 

Gold and Quota Aspects 

A Fund mechanism based on credit extension in terms of SDRs would not 
j 

I' 

require Fund holdings of gold for liquidity reasons. The Fund could still 

hold gold for a variety of reasons. The Fund has large gold holdings at 

present, and it might well be felt that no good purpose would be served in 

I I f: 
I' 

returning these to mem~ers. As long as gold remained a reserve asset, members 

should presumably be able to discharge their obligations to the Fund in gold,. I 
as well as in SDRs. There could also be arrangements under which the·Fund J 

I 
I '' 3/ 

would acquire gold from members against newly issued SDRs.-

: I 1/ International Monetary Fund, Proposed Amendment of Articles of ~reement, 
1 (Washi.ngton, D. C. April 196 8) , p. 25. · 1 

Jj See, for example, the section on "Changes in the Compensatory Facility i ! 
and Fund Liquidity" irt'Compensatory Firtancing·of Export Fluctuations, A Second! 
Report by the International Monetary Fund (Washington, D.C. 1966) p. 27-28; arid/ 
a comparable section in the report containing the proposal for Fund financing! ! 

of members' contributions to commodity stocks (International Monetary Fund, I 
"The Problem of Stabilization of Prices of Primary Products, 11 Scope for Actiori 
by the Fund, Washington, D.C. 1969, p. 19). :11 

·: :}_I Reform Report, p. 51. . i 
i :i 
, ,I 
I ,1 ., 

! I 
I_,: 

I 
I 

, I 

I I 
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There would be no technical problem in requiring members to transfer 

gold to the Fund--against SDRs or a reduction in their use of Fund credit-­

when they joined the Fund or when their quotas were increased. However, 

since the Fund would not need the gold for liquidity reasons;·'it would be 

able to judge on their merits the questions of (i) gold payments by new 

member and (ii) gold payments--or alternatively payments in SDRs--on the 

' ' I 

occasion of quota increases. 

With respect to the second question, gold payments were thought to be 

1 

useful also to restrain undue pressnr~ for quota increases; the effectiveness1 

of this restraint may have been affected by the fact·that SDR allocations are! 

tied to quotas. In any consideration of this question, two facts would in 

any event need to be allowed for: 

(a) As part of the Reform, members would probably become entitled to 

use SDRs to pay the "gold component" of their contribution related to quota 

increases. 

(b) Presumably, members in payments difficulties would in the future, a~ 

they were in the past, be able to stretch their gold payments to the Fund, or 

the equivalent of such payments, over a number of years while yet receiving 

the quota increase at once • .!/ 

In a Fund constructed on an SDR basis; (a) would make the requirement to: 
I 

make "gold payments" meaningless for countries that did not use Fund credit: 

I I 

'I 
! ' 

: I 
i. 

they would--if they used the SDR option--buy SDRs from the Fund with SDRs. Eveµ , 

in the Fund as presently structured there would be very little meaning in 

1:/ In the 1958 and 1964 general quota reviews, this was made possible by 
allowing members to make a special drawing for an amount equal to the gold 
payment, the drawing to be repurchased in three (1958) or five (1964) equal 
annual installments; in the 1969 review, members with low reserves were entit+ep 
(under the provisions of Article III, Section (f)(a)) to avail themselves of : 
the opportunity to make a reduced gold payment, but were then required to ' ' 
repurchase the resulting additional currency subscription in five equal annual 
installments. I 

I' 

: I 
: i 
'I 

' 
I ' 
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countries' increasing their creditor position in the Fund in exchange for 

a reduction of their holdings of SDRs. For countries indebted to the Fund 

the position would also change little--in the sense that, as before, those 

in a weak payments and reserve position would have the option to make their 

"contribution" in the context of a quota increase by a modest acceleration 

in the repayment of their outstanding Fund credit • .!/ 

A Fund extending conditi_onal credit against the issuance of SDRs could, 

.in addition to gold, hold other assets purchased against SDRs, such as reserv~ 

currency balances acquired under substitution arrangements, or claims on 

development financing institutions arising under "link" arrangements. 

Technical Transition to·a General Account Based on SDRs 

Adoption of the approach to credit operations of the Fund 

would involve a major amendment of the Articles of Agreement. 

outlined above 1 

i 
Some of the . i 

present provisions dealing with the General Account would become redundant; 

I 

I 

there would have to be many consequential changes, 
\ . 

i 

e.g., in the provisions that/ 
I, 

indicate debtor or creditor positions by reference 
' J' 

to the Fund I s holdings• of 1. 

a member's currency compared to its quota; and the liquidation provisions 

might need to be completely revised. 

Conceptually, the transition from a Fund in terms of currencies to one .1 

in terms of SDRs is not complicated. · The transition would involve the Fund I 

I 

I ' I· , 
repaying members' subscriptions, thus changing the quota from a balance sheet! 

I 

I 
entry into being exclusively a yardstick for members rights and obligations, I 

as it is already in the Special Drawing·Account. The repayment of subscripti6nl 
I 

l 

1/ Quantities are important in this connection. The 1964 and 1969 quota 
reviews resulted for many members in quota increases by 25 per cent. These 
would involve normal gold payments of 6.25 per cent of quota, or, if spre~d 
over 5 years, annual payments of 1. 25 per cent of quota. 

' . 

I 

:I 
II 

I :1 
•I ',, 

. ,I 
·i ii 
I ii 
I 'i ! 
'1! 
'I 

; ·i 
I" 

I 

, I 
'Ir 

·1 
. ·I 

I,: 
\ I 
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would be made in the first instance in the member's currency. Where the 

Fund's holdings were insufficient for this purpose--i.e., where the member ! 

had a gold tranche position--the balance could be paid in SDRs created 

ad hoc, or, to the extent that this were desired, with the Fund's gold. 

Where the Fund's holdings of a member's currency exceeded its quota, the 

excess could be converted into--or considered as--an SDR credit to that 

member. The Fund's reserves would of course remain unchanged. The effect 

on the balance sheet of the General Account as of April 30, 1972, would be as 

shown below, assuming that payments to countries with gold tranche positions 

of SDR 6.2 billion were made fully in SDRs, for which the General Account's 

i 
I 

I 

I ! I' 

holdings of SDRs (SDR 0.9 billion) were used first, and SDR 5.3 billion in 

new SDRs was created •. !/ (This happens to be the same amount as the Fund's gold; 

holdings on that· rate.) 

General Account Balance Sheet as of April 30, 1972 

Billions of SDRs 

Gold 
SDRs 
Currencies.!/ 
Total Assets!:./ 

5.3 
0.9 

23.4 
29.6 

Quotas 
Reserves 

Total Liabilities.?./ 

28. 8 I 

0.8 

29.6 , 

Hypothetical General Account Balance Sheet as of Apr11·Jo; '1972 

Billions of · SDRs 

Gold 5.3 
Use of Fund Credit 0.8 
Total Assets 6.1 

SDRs 
Reserves 
Total Liabilities 

Sources: IMF Annual Report for 1972; IFS, June 1972. 

5.3 
. 0.8 

6.1 

1/ Includes securities and b~lances of initial quotas, not due. 
2/ Including minor items 

I' I 'i 

I
. I: 

i' 
I' 

.: i '; i 
Ii I , 
1: I . ' 

I
I 

• ·::1 

' I 

: I 

--------------------------------------------,:-. i 1/ A Fund that finances its credit operations by the issuance of SDRs, wou.ld: 
presumably not show SDR holdings on its balance sheet, just as a Central Bank/ I 
does not show unissued bank notes on its balance sheet. , 11 : 

' ' ,, 
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The recasting of the balance sheet of the General Account suggests a 

further point of reform, which would arise in particular from other more 

substantive reform proposals, viz. that there may no longer be a point in 

distinguishing separate Accounts in the Fund. One could readily imagine 

an integrated Fund balance sheet that carried as assets some or all of the 

following: 

gold 
currencies arising from substitution arrangements 
conditional credit extended 
SDR allocations 
claims on development finance institutions 

and as liabilities 

SDRs 
reserve. 

Effects on Certain Present Features of the Fund 

The preceding summary description of how conditional credit transactions 

could be arranged on an SDR basis sketches a mechanism that would·lack most 

of the esoteric characteristics of the present Fund and would thus be easier 

to understand.· Thue; there would be no need for concepts s_uch as the !'gold 

tranche," the "basic gold tranche," the "super gold tranche," the "currency 

I 
I 

I 

I 

I I 

budget," "overwhelming benefit of any doubt," "reserve positions in the Fund,'! 

"Fund positions" (net gross, and creditor), "remuneratio.n," and "scarce [ 
I 

currencies." A reformed mechanism would also avoid some of the most 'difficult± 

and divisive issues that have arisen in the Fund's history and many of which 'I: 

may arise again in the future under present provisions. Among these mention 

may be made of the automaticity of drawing in the gold tranche, "floating in 

the gold tranche" (applicable to compensatory financing but not to buffer 

stock financing), maintenance of the gold (or SDR) value of the Fund's assets 
' ' 

(except in respect of currencies acquired under substitution arrangements andl 
I I 

! i 

,, i 
I 

' 

:, 1! 

' 

I 

'' 
I 

f, 

i I 
I 1 

i i 
i i 

: i 
,, 
I 

I 
ii 
I 

'i' I, 
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perhaps, administrative cash balances), the General Arrangements to Borrow, 

bilateral borrowing, replenishment of currency holdings with gold, the 

usability of SDRs in payments to and by the General Account, and--if gold, 

payments on quota increases were eliminated--mitigation of the direct and 

indirect reserve effects of such payments. 

r r . I 

Beyond these general effects, there would be a number of special effects, 
i ' !1 

• I JI 

some important, some less, some perhaps advantageous, others perhaps on bala~ce; 

less desirable.. The present structure of the Fund is responsible for many 

features that wouiJA not necessarily be incorporated if one started from 

scratch, but that have, nevertheless acquired a certain status. It would be 

difficult--and perhaps hardly worthwhile at this stage--to give a complete 

listing of these secondary effects; some that come readily to mind are briefly 

'' i 

I 

noted below. I i 
! I I, 

1. Interest payments o.n SDRs equivalent to the basic gold tranche. In 
: I. 

the present Fund, members help to finance the Fund's operations and make 

possible a relatively low rate of charge on the use of Fund credit to the.extent ! 

that they hold a basic gold tranche position on which they do not receive 
r 
I 

remuneration •. !/ The equity of a contribution on this basis is open to questidn. 
I . 
I I 

Members. of whose currency the Fund holds 100 p~r cent of quota or more do not ii: 

share in it, and members in the 75 to 100 per cent bracket share in it only I: 

partially. Members that hold a corresponding amount of their reserves in the!, 
I 

form of SDRs rather than as a basic gold tranche position do not forego incomJ 

on these assets. In a reformed Fund, this arrangement would more naturally 

be replaced by an assessment levied _on all members' quotas, e.g., at the rate
1 

1 

I 

I 
of one-fourth of the SDR interest rate; this would follow the approach adopteq 

-----------:--:-. I 
1/ The possibility that now exists for a difference between the SDR intere~ti 

rate and the rate of remuneration would have been replaced by the possibility!: 1 

to change the rate of assessment. 
i 

',I 

' 'I 
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to finance the cost of the Special Drawing Account by an assessment on net 

cumulative allocations. All SDR holdings, including those arisi.ng from gold 

tranche positions in the General Account, would carry the same rate of interest. 

2 •. Scarce currency provisions. Under these provisions of the Articles, 

the Fund is entitled to take action against a country in an extreme creditor. 

position as reflected in the Fund's holdings of that member's currency; and 

such action then authorizes members to introduce discriminatory provisions 

with respect to the currency that has been.declared scarce (Article VII, 

Section 3). While these provisions of the Articles were initially hailed as 

' I 

an important part of the adjustment process directed against persistent .crediJor 
I 

positions, it has since become recognized that this provision "does not in its 

I present form provide a practical means of applying pressure on surplus 

currencies.,,]) 

3. Payment of charges in a member's own currencyo This option, which 

j 
I I 
! ,; 

' 
members have in certain circumstances,1/ and which amounts to adding interest/: 

due to the outstanding credit balance, would lapse in an SDR-based Fund. 

~~ Effect of the provision for uniform change in par values on the 

value of positions in the Fund. The present Articles provide a theoretical 

possibility to scale down members' debtor and creditor positions in the Fund 

as a result of '1niform devaluation in par vales accompanied by a decision 

not to apply the provisions on the maintenance of the gold value of the Fund's 
i 
I 

assets)./ The practical significance of this possibility may be doubted. I 1 

1/ Reform Report, p. 18. 
2/ ,Article V, · Section 8(f). 
3/ Article IV, Sections 7 and 8(d). 

. ' 
: ,r 
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5. Effect on non-participants. If all Fund transactions were conducted 

in SDRs, any of the few members that are not participants might have to be 

able to hold SDRs when using the Fund's conditional credit and when repaying 

such credits. The holding of SDRs need only be transitional, in somewhat 

the same manner as many countries now make purchases and repurchases in 

currencies that they do not normally hold in their reserves. 

6. Effect on administrative expenditure. The Fund would need a provision 

to acquire currencies against SDRs for its administrative expenditure. 

i ' 

l 1
1 

' ,, 

,, ' 
I 



MEHORANDUH 

TO: Mr. Gold November 24 , 1972 

FROM: .J . J . P@lak 

SlIBJECT : Recaetj.ng the General Account 

As we have agreed , recasting the General Account would involve 
quite subetant~al amendment of the Articles . For my own amusement I have 
gone through tba Articles to note the places where changes would be needed , 
and their •pproximate character (leaving out of acco-nt the withdrawal and 
liquidation proviaioils) . 

You find my list attached . You will find that it consiota to a 
very large extent of deletions and reasonably simple conforming changes . 
Only one issue of important subatance arises , namely that of "specification" 
(the reve~se of designation) . There may , in addition. be important quations 
of terminology ·to be decided , e . g . , whether on~ sticks to "uae of the Fund ' s 
resoUT"ces" and to "exchange transactions . " And I do not underestimate the 
large amount of technical work to be done on the withdrawal and liquidation 
provisions , althouRh these will almost certainJY h~ve to be revised in any 
event . 



1 
~ . 

I 

I 

I 

Introductory Article 

Article III . 3 , 4 

5 

Article IV. 8 

Article V. 2 

Article V. 3(A) 

(d) 

6 

7(a) 

7(b) , (c) , 

8(a) • (c) , 

(f) 

~ 

Article VI . 2 

Article VII 

Article VIII . 4 

Article XII . 2 

Article XIII . J(c) 

Article XII . 3(1) 

5(b) 

6 

Recasting the General Account 

(ii) It (iii) 

(d) 

(d) 

Conforming changes . 

Delete , possibly provide for gold payment to 
be made by new members . 

Probably keep . rephrasing last sentence . 

Maintain , but only relevant to substitution 
account currencies and administrative balances . 

Revise broadly . 

Recast in credit terms . Delete (ii) and 
reference to gold tranche . 

Delete reference to gold tranche . 

Replace by provision regulating acquisition 
of SDRs against gold. 

Replace by right to redeem SDR credit vith 
gold. Perhaps r.edundant , depending on V. 6. 

Replace by pr~vision that Ftmd vill set rules 
on repayment of SDR credits . 

Recast in terms of chamaes on use of credit . 

Replace gold by SDRs . Delete 2nd sentence . 

Delete . 

Delete 

Delete 

Introduce option of payment in SDRs . Delete 
(b)(iv) and conform (b)(v) . 

Conforming changes . 

Delete . 

Delete penultimate sentence. 

Delete . 

Reduce to substance of second sentence . 



-
L 

\, 

~ Article XVX(a)-(h) 

I 

I 

(j) 

Article/ XVII 

Article XXV. 7 

Article XXVI . 4 

5 

Article XXXII(c) 

Schedule B 

.i-
i 

- 2 -

Probably delete, since there would be no 
application of these definitions . 

Delete . 

Conforming changes (probably mostly deletion 
of (1) and (2)) . 

Replace by provision that a member can di•-
erge any obligation to the Fund in SDRs. 

Introduce new provision to the effect that a 
member that needs to acquire SDRs to make any 
payment due to the Fund shall be entitled to 
obtain them from a (member) (participant) 
which the Fund shall specify . 

Probably delete aR a conforming change. 

Delete (except last sentence?) . 

Delete . 

Delete. 

~t,!:.{ ftcqk VVI I/ 

6ll I f' o. c. c. 

t-,.a J€ ~ 4 G, l 
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MEMORANDUM 

TO: Mr. Gold Novecber 21. 1972 

FROMs J . J . Polak 

SUBJEtT : Reform of the General Account 

Most of the points in your aemorandum of November 14th are . of 
course . well taken and are reflected in the rather substantial redraft . 
Below are listed those points which I could not take , and the reasons . 

1. 2. 
a transitional 
which the Fund 
applies . 

It should be clear from the new text that I do not envisage 
phase . The old Articles will apply until a certain date on 
repays the quota contributions. Thereafter the new regime 

I . 4. We have accommodated reserve creation to the fact that the 
General Account produces ahort-tera fluctuations in reserve creation. The 
trend of reserve creation by the General Account is allowed for in the 
anount of SDRs to be created; the ups and dovne are ignored. I do not 
believe that the General Account could operate affectively otherwise than 
by reserve creation. In any event . the issuance of SDRs held in the General 
Account or borrowing of the type now practiced by the General Account. would 
equally involve reserve creation. 

I . 5. Most of the changes in the Special Drawing Account arise in 
any event under the reform options . Insofar as they did not need discussion 
in the R~form Report . I do not think they need it here . 

I . 6. The only effect on the Fund ' s income is discussed . In general 
one would not expect such effects from a change in fora. 

With respect to the specific commentsJI have oaitted suggestions 
for additions that make the story more complete but also less easy to follow. 
For example , I see no need to insert in the comparison between the two 
Accounts a discussion of reconstitution or of the use of SDRa in the General 
Account; nor do I think one need to single out the unusual case of Fund sale 
of a currency held in excess of quota. I do not think that the idea of 
separate acceptance obligations for identical SDRs has any future . Wheu we 
consider the Pund as a banking institution. I think it is logical to speak 
of lllelllhere making resources available !2. it rather than through it. 



I 

I 

I 
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I have cut down somewhat on the claims·for simplJ.fication. Note , 
however , that these extend beyond the elimination of certain sections of 
the Articles. The transposition of the General Account to a more reason-
able basis (i . e. , measuring credit extended in one direction and resource& 
made available in another direction) would in itself be a major simplification 
to all but the initiated. I am aware of the fact that the aniendments would 
be massive but the most difficult ones (those related to liquidation and 
withdrawal) would arise in any event if the Fund caree to hold currencies and 
claims on development institutions against which it had issued SDRs. It would 
not notably coaplicate the liquidation provisions if one had at the same time 
to find a solution for holdings of credit claims financed in the same way . 



MEMORANDUM 

TO: 

FROM: 

Mr. Gold - ~~ 
Mr. Del Canto---
Mr. Habermeier 
Mr. Sturc 
Mr. Whittome 

J . J . Polak 

SUBJECT: Reform of the General AccoWlt 

November 21 , 1972 

The attached baa been prepared for delivery in an informal 

way, e.&., as a staff seminar paper. I would be very grateful for 

comments , preferably by the end of this week. 
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TO: 

FROM: 

Mr . Hicks - W~ 
Mr. Rhomberg v' 
Mr. Blackwell - 1'<0 

Mr. Wm. White,/ 

J . J . Polak 

SUBJECT: Reform of the General Account 
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It was suggested in the Reform Repor, that an expansion of the role 

of the SDR might also be the occasion for a broader review of the provieiona 

of the Articles relating to the General Account .!/ Aa a background to such 

a review, this paper compares the method of operation of the General Accotmt 

with that of the Special Drawing Account , and derives froa this comparison 

certain inferences for a posaible reform of the General Account . 

C011parison between the two Accounts 

On a aufficiently general level there is a strong similarity between 

the financial functions which the two Accounts perform for members: both 

enable a member in deficit to use financial resources that it had not earned 

froa a previous balance of payments surplus . The two main differences between 

use of the two Accounts relate to conditionality--use of the General Account 

(except gold tranche use) being subject to conditions whereas the use of 

SDRs is unconditional--and to the need to restore the previous position 

after use. For members that provide the users with foreign exchange the 

effect of any use of the resources of either Account is also very similar: 

they acquire, in both cases , reserves in the fonn of "Fund related assets" : 

a " r eserve position in the Fund" (a gold tranche position or a loan claim 

on the Fund) when the drawing takea place in the General Account and SDRs 

when the drawing member uses its position in the Special Drawing Account. 

1/ International Monetary Fund, Reform of the International Monetary Syatem, 
A Report by the Executive Directors to the Board of Governors , (Washington, D. C. 
1972) , pp . 53-54. (All references in this paper are to the November 1972 
printed version of the Reform Report . ) 
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In spite of the fact that transactions in the tvo Accounts are so 

similar , both for the user and for the provider of resources , they are 

executed in entirely different ways . In the General Account , t r ansactions 

are conducted on the basis of a pool of currencies contributed by all 

members , with further contributions in gold to enable the Fund to acquire 

additional amounts of any currency that it might need; there is also a 

provision to borrow additional amounts of currency . The drawing entitlements 

are e:xpressed in terms of quotas, but the quotas themselves are not exchange 

reserves available to the member; such reserves have to be acquired by 

drawings made within the framework of the quotas. Drawings are technically 

made in the currencies of the countries that are selected by the Fund to 

acquire the reserve positions in the Flmd; but these currencies are normally 

at once converted by the drawer , so that the drawee country experiences a 

substitution of a reserve position in the Fund for holdings of foreign 

exchange . In the Special Drawing Account , by contrast , given amounts of 

SDRs representing an equal percentage of quotas are allocated from time to 

ti1!1e to participants . Use is made in the Special Drawing Account by the 

transfer of SDRs from one participant to another against convertible currency . 

Why this difference between the two Accounts in technical arrangements . 

if it does not reflect any obvious difference in substRnce between the 

transactions in these two Accounts? Eaaentially, the explanation ii that 

the SDR account is both the junior and simpler of the two Accounts; the more 

complicated form in the senior Account has clear historical reasons: the 

U. S. negotiators in the discussions that preceded Bretton Woods argued strongly 

that a Fund operating on the basis of "a mixed bag of currencies" was more 
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likely to vin Congressional approval than one which introduced the unfamiliar 

concepts of a new international currency and of overdraft l/ By now, the 

concept of an international currency is no longer unfamiliar. While"overdrafta" 

do not fit into normal U.S. banking practice , negotiated credits do • .fn the 

light of this , ia there a continuing justification for the present form of 

the General Account? 

Perhaps the beat way to approach this question is as follows. Suppoee 

that the founders of the Fund had felt it necessary to concentrate their 

attention on the need for unconditional rather than conditional liquidity and 

for this purpose had created a mechanism such es that contained in Articles 

XXI and following of the present Articles of Agreement, perhaps combined with 

regulatory proviaiona with reapect to exchange rates , the avoidance of axchan e 

restrictions , convertibility , etc. Such a Fund would have required quotas 

both ne R baeis for the allocation of unconditional liquidity and to determine 

voting power, but not the financial provisions of the original Articles of 

Agreem nt . AssUJ88 further that, , despite the absence of a leal'tling model 

which the pre-1969 Fund provided for the SDR mechanisa, the provisions on 

SDRs were exactly those of Article XXI and following (with the exception of 

references to the General Account) . If then, at some later time , when the SDR 

facility had been running S1110othly for a considerable period, the Fwid had 

reached the conclusion that it would be opportune to provide, aide by side 

with the SDR facility , a conditional facility under which members would be 

entitled to obtain financial resources from the Fund for temporary use, bow 

would it have gone about this? 

1/ J . · ~ti ' Horsefield , The International Monetary Pund, 19t5-1965, 
Vo1'7 1, pp. 28-30. 
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A General Account Patterened on the Special Drawing Account 

It would seem unlikely that in order to provide this new facility the 

Fund would have found it necessary to ask each 111ember to make a contribution 

in gold and in its own currency. Rather , it should have appeared natural 

that the Fund would have made provision for the creation of additional SDRs 

for the amount of credit it extended , these SDRs to be cancelled when Fund 

credit was repaid . This would be in line with the proposition that the 

extension of international credit by the Fund involves an expansion of re­

serves , and the repayment of such credit a contraction of reservee--a pro-· 

position which did not become valid until gold tranche positions began to be 

regarded as reserves in the early 1960'e.!I By that time the approach originally 

chosen-i . e ., that the Fund would~ be an international nbank" , creating 

international money by extending "credit"-had been overcome by the economics 

of the situation. Once the Fund made the transition from the almost exclusive 

use of U. S. dollars to the use of a wide variety of currencies , it became 

necessary to monetize the resources that members made available to the Fund: 

membere were willing (sometimes eager) to see a chan~e in the comp,psition
1
of 

-b~~.,L4., a...~ ~ a_ 

their reserves, but not a decline in them. Thus reserve creator as a smoothly 

functioning Fund . At the san1e time , the attempt never took hold to view 

transactions through which the Fund made resources available to members in 

payments difficulties as a mere exchange of one currency for another . Fund 

transactions (beyond the gold tranche) are now generally regarded as the 

extension of balance of payments credit. This view is reflected , for example , 

in the adoption of the concept of "credit tranches" and in the widespread 

use of the term "repayment" as both more general and more meaningful than 

the legal "repurchase." 

1/ For a brief discussion see , J . Marcus Fleming , "The Fund and International 
Liq~idity , " IMF Staff Papers , Vol. XI , No . 2 (July 1964) pp . 183-85 . A more 
detailed description is given in Hanan/Ezekiel , "The Present System of Reserve 
Creation in the F,md , " STaff Papers , Vol. XIII , No . 3 (Novmnber 1966) , pp . 398-420. 
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If operation of the conditional side of the Fund took place in the form 

of credit creation in SDRs , the country that obtained Fund credit would 

normally u6e the SDRs to acquire currencies , for which the designation 

mechaniem could conveniently be used. Nothing new would be required for 

this purpose, but it would be necessary to create sufficient flexibility 

in the acceptance obligations so as to ensure that there would be takers 

for the additional SDRe put into circulation by the Fund's credit operations . 
a 

It is poasible that/more important new feature might be required to 

enable countries to repay Fund credit in SDRs . Countries would have to be 

in a position to acquire such SDRs against the holdings of reserve currencies . 

If the Reform provided for an open-ended substitution facility , as suggested 

under the third approach for asset settlement described in the Reform Report,!/ 

this would take care of the problem. Under different settlement arrangements 

it might be necessary to introduce into the SDR mechanism a system of what 

might be called "reverse designation" to regulate which countries would have 

to make available SDRs asainst convertible currencies, and in what amounts 

(in contrast to the designation mechanism that regulates the countries that 

are to aake available convertible currencies againat 

j/ Qp. cit., P• 39 . 
l,/ In the present SDR facility there are only the moat rudimentary provisions 

for "reverse deaignation" because the need for it is unlikely to arise on any 
significant scale. In theory , a participant may, on "Bl>•cif1cat1on" by the 
Fund , be obliged to sell SDRe for "currency convertible in fact" for the 
purpose of enabling another participant to meet its obligations to pay charges 
and assessments (Article XXVI, Section 5 and Article XXX, Section 3) or its 
reconstitution obligation under Schedule G, paragraph l(a); but the atock 
of SDRs held by the General Account makes it unlikely that these proviaiona 
will ever become operative . It should be noted that the aale of SDRs by 
the General Account against convertible currencies does not avoid the sub­
stantive problem, but tra11Sfers it to that Account . The question thus 
becomes the selection of countries that are to aive up reserve poaitions in 
the Fund, rather than SDRs , against convertible currency. 
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The Fund's conditional draving facilities could be subject to certain 

quantitative limitations such as a normal maximum of 25 per cent of quota 

per year and a normal upper limit of 100 per cent of quota, and within 

the latter limit to a tranche policy of increasing intensity of scrutiny 

depending on the extent of the use of Fund credit in terms of a member's 

quota. There would, of course, be no occasion for the introduction of 

automatic drawing rights in what is now called the gold tranche, because 

in the absence of gold payments and the sale of members' currencies, "gold 

tranche positions" would not arise. 

Credit extended by the Fund in SDRs would naturally be repayable in 

SDRs . The Fund could set conditions for the duration of the credit (e.g., 

3-5 years) or it could make timing of repayment a function of the rate of 

interest ppyable, along the lines of the provisions of Article V, Section 8(d). 

There could further be provisions for accelerated repayment in the light of 

the member's balance of payments and reserve position. This position is 

already used as a criterion in the operation of the designation system which 

affects the reversal of net use of SDRs in a manner somewhat akin to the 

repurchase provisions in the General Account,JJ using, however, data on 
a 

reserves based on/wore flexible definition than that laid down in Article X!X 

to guide the repurchase proviaiona. 

The Fund liquidity necessary to meet the needs for convertible currencies 

of the members that used the credit facility would be ensured by the size of 

the acceptance obligations, which, as ntioned, would have to be large 

enough to peJ:llit designation in relation to the total amount of SDRs that 
. 

would at any time exist , whether arising from allocation or from conditional 

credit operations. 

!/ J • .J. Polak, "Soae Reflectiona on the Nature of Special Drawing Rights.'' 
International Monetary P'und Paq,blet No. 16 , p . 7. 
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Liquidity Aspects 

The technical problem that arises in this connection is not different 

from that related e.g., to the issuance of SDRs in substitution for reserve 

currencies.!/ But there vould be a special effect on the liquidity of the 

General Accot.mt. Financing of that account by means of SDRa with a correapond­

ing increase in acceptance obligations would by itself greatly reduce a 

liquidity constraint that now affects st least potentially, though by no means 

precisely, the operations of the General Account. The liqufdity of the 

General Account ia proportionally smaller than that of the Special Drawing 

Account. While the acceptance obligations in the Special Drawing Account 

(in excess of allocations) equal twice the outstandin1t holdings of SDRs, the 

General Account holds, in broad outline, 25 per cant of total quotas in gold 

and 75 per eent of quotas in currencies to neat potential drawings of 125 per 

cent of quotas (gold tranche plua four credit tranches). Assimilation of 

reserve positions in the Fund with SDRs and a corresponding increase in total 

acceptance obligations would introduce about double the room for acceptance 

that exists now vith respect to General Account operations. Additional room 

would be created by the merger of the acceptance obligations of the two 

Accounts, inasmuch as their "peak needs" might not coincide. This tendency 

would be reinforced if, ae part of the Reform, the absolute size of acceptance ... 
obligations were substantially increased to make room for SDRs issued in 

substitution for reserve currencies. And the poaaibility has also been 

mentioned that there might be no limit on the acceptance obligation for SDRs.!/ 

!/ Cf. Refona of the International Monetary System1 A Report by the Executive 
Director.A to the Board of Governors , (Washington, D. C. 1972), pp . 52-33. 

2/ Ibid., p. 53. -
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Concern over its liquidity is not the only--or even the most important-­

factor lilliting the operations of the General Account . Control over the 

extent of the operations , and hence on the magnitude of its contribution to 

reserve creation, ie primarily exercised in a number of other ways . 

(a) By decisions on quotas , 

(i) The absolute size of quotas provides the scale that determines 

the amounts that can be drawn under given policies expressed in terms of 

percentages of quota, 

(ii) The distributlon of quotas among likely surplus and deficit 

countries affects the probable size of desired use of Fund resources and the 

availability of "usable currencies . " 

(b) By decisions on policies on the use of Fund resources , such as 

tranche policies , the compensatory financing and buffer stock financing 

policies , etc, 

(c) By decisions on individual large transactions . Mention may be 

made here in particular of the special scrutiny in Working Party No, J of 

the OECD of drawings requested by participants in the General Arrangements 

to Borrow, and to the decisions on the lending of currencies under the GAB, 

that are taken by these participants with a special majority. 

It should be noted that quota decisions and decisions on the use of 

resources are subject to various restraints of a legal or conventional 

character. Changes in quotas proposed as a result of a general review require 

1/ 
an 85 per cent majority and other quota changes an 80 per cent majority.-

!/ Article III , Section 2. 
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Aa a result of the adoption of Article V, Section J(d) , the Fund no longer 

has the power to create any new facility in the General Account for the un­

conditional use of its resources.!/ In the design or expansion of non­

automatic facilities , the Fund pays careful attention to the liquidity trans 

implications .1J 

A question for consideration would be whether the mechanism to control 

the size of the Fund ' s conditional financing activity would be sufficient 

in the absence of a constraint on the resources available to it , whether it 

would need to be strengthened , or whether sm:te other total constraint , e . g. , 

in terms of a aaximum of conditional credit outstanding , wold need to be 

introduced. 

Gold and Quota Aspects 

A Fund aechaniSlll based on credit extension in terms of SDRs would not 

require Fund holdings of sold for liquidity reasons . The Fund could still 

hold gold for a variety of reasons . The F\Dld has large gold holdings at 

present , and it might well be felt that no good purpose would be served in 

returning these to menbers . As long as sold remained a reserve asset , members 

should preeuaably be able to discharge their obligations to the Fund in gold, 

as well as in SDRs . There could also be arrangements under which the Fund 

would acqui,1ra aol.Al froa ra aaaiut 1M1Vl)' iasued SDRM),/ 

JI latemational Monetary JPund, P f t 
(Wahington , ».c. Apr11 ·1968) , p. 2 . 

l/ See , for example , the section on "Changes in the Compensatory Facility 
and Jund Liquidity" in C25?enaatory Financing of Export Fluctuations , A Second 
Report by the International Monetary Pund (Washington , D. C. 1966) P• 27-28; and 
a coaparable section in the report cont ining the proposal for Fund financing 
of me'Clbers ' contributions to commodity stocks (International Monetary Fund , 
"The Problea of Stabilization of Prices of Prt .. ry Products , " Scopa for Action 
by the F\Dld , Washington, D. C. 1969 1 p . 19) . 

1,/ Reform Report , p . 51. 
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There vould be no technical problem in requiring members to transfer 

gold to the Fund--against SDRs or a reduction in their use of Fund credit-­

when they joined the Fund or when their quotas were increased. However , 

since the Fund would not need the gold for liquidity reasona1"it would be 

able to judge on their merits the questions of (i) gold payments by new 

member and (11) gold payments--or alternatively payments in SDRs--on the 

occasion of quota increases . 

With respect to the second question, gold payments were thought to be 

useful also to restrain undue pressuce for quota increases; the effectiveness 

of this restraint may have been effected by the fact that SDR allocations are 

tied to quotas . In any consideration of this question , two facts would in 

any event need to be allowed for: 

(a) As part of the Reform, members would probably become entitled to 

use SDRs to pay the "gold component" of their contribution related to quota 

increases . 

(b) Presumably, members in payments difficulties would in the future , as 

they were in the past , be able to stretch their gold payments to the Fund, or 

the equivalent of such payments, over a number of years while yet receiving 

the quota increase at once.l.l 

In a Fund constructed on an SDR basis , (a) would make the requirement to 

make "gold payments" meaningless for countries that did not use Fund credit: 

they would-if they used the SDR option-buy SDRs from the Fund with SDRs . Even 

in the Fund as presently structured there would be very little meaning in 

1/ In the 1958 and 1964 general quota reviews , thia was made possible by 
all"mirtna members to make a special drawing for an amount equal to the gold 
payment, the drawing to be repurchased in three (1958) or five (1964) equal 
annual installments; in the 1969 review, members with low reserves were entitled 
(under ~he provisions of Article III , Section (f)(a)) to avail themselves of · 
the opportunity to make a reduced gold payment , but were then required to 
repurc~ase the resulting additional currency subscription in five equal annual 
installments . 
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countries' increasing their creditor position in the Fund in exchange for 

a reduction of their holdings of SDRs . For countries indebted to the Fund 

the position would also change little--in -the eenee that , as before , those 

in a weak payments and reserve position would have the option to make their 

"contribution" in the context of a quota increase by a modest acceleration 

in the repayment of their outstanding Fund credit.!' 

A Fund extending conditional credit against the issuance of SDRs could , 

in addition to gold, hold other assets purchased against SDRs , such as reserve 

currency balances acquired under substitution arrangements , or claims on 

development financing institutions arising under "link" arrangements . 

Technical Transition to a General Account Based on SDRs 

Adoption of the approach to credit operations of the Fund outlined above 

would involve a major amendment of the Articles of Agreement . Some of the 

present provisions dealing with the General Account would become redundant; 

there would have to be many consequential changes , e . g., in the provisions that 

indicate debtor or creditor positions by reference to the Fund's holdings of 

a member' s currency com.pared to its quota; and the liquidation provisions 

might need to be completely revised. 

Conceptually. the tr&nsition from a Fund in terms of currencies to one 

in terms of SDRs ia not complicated. The transition would involve the Fund 

repaying members' subscriptions, thus changing the quota from a balance sheet 

entry into being exclusively a yardstick for 111emherR rights and obligations , 

as it is already in the Special Drawing Account . The repayment of subscription 

1/ Quantities are important in this connection. The 1964 and 1969 quota 
revieve resulted for many members in quota increases by 25 F•r cent. These 
would involve normal gold payments of 6 . 25 per cent of qoota, or, if spread 
over 5 years , annual payments of 1.25 per cent of quota. 
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would be made in the first instance in the member's currency. Where the 

Fund's holdings were insufficient for this purpose--i.e., where the member 

had a gold tranche poaition--the balance could be paid in SDRs created 

,!!!_.!!2£1 or, to the extent that this were desired, with the FtD1d's gold. 

Where the Fund's holdings of a member's currency exceeded its quota, the 

excess could be converted into--or considered as--an SDR credit to that 

member. The Fund's reserves would of course remain unchanged. The effect 

on the balance sheet of the General Account as of April 30 1 1972 1 would be as 

shown below, assuming that payments to countries with gold tranche po•itions 

of SDR 6.2 billion were made fully in SDRs, for which the General Account's 

holdings of SDP.s (SDR 0.9 billion) were used first, and SDR 5.3 billion in 

new SDRs was created.Ji (This happens to be the same amount as the Fund's gold 

holdings on that rate.) 

General Account Balance Sheet as of April 301 1972 

Billions of SDRs 

Gold 
SDRs 
Currenciea!/ 
Total Assets'!:/ 

5.3 
0.9 

23 . 4 
2976 

Quotas 
Reserves 

Total t1abilitie_a.l 

28.8 
0.8 

29.6 

HYpothetical General Account Balance Sheet as of April 301 1972 

Billions of SDRs 

Gold 
Use of Fund Credit 
Total Assets 

S.3 
o.a 
6.1 

SDRe 
Reserves 
Total Liabilities 

5. 3 
0.8 
Ll 

Sourcesa IMP' Annual Report for 1972; IPS 1 June 1972. 
1/ Includes securities and balancea-;;l initial quotas, not due. 
J/ Including minor items 

1/ A FUDd that finances its credit operations by the issuance of SDRs, would 
presumably not ehow SDR holdings on its balance sheet, just as a Central Bank 
does not show uniesued bank notes on its balance sheet. 
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The recasting of the balance sheet of the General Account suggests a 

further point of reform, which would arise in particular from other more 

substantive refot'111 proposals , viz . that there may no longer be a point in 

distinguishing separate Accounts in the Fund. One could readily imagine 

an integrated Fund balance sheet that carried as assets some or all of the 

following: 

gold 
currencies arising from substitution arrangements 
conditional credit extended 
SDR allocations 
claims on development finance institutions 

and ae liabilities 

SDRs 
reserve. 

Effects on Certain Present Feat ures of the Fund 

The preceding summary description of how conditional credit transactions 

could be arranged on an SDR basis sketches a mechanism that would lack most 

of the esoteric characteristics of the present Fund and would thua be easier 
.j~ 

to understand . 'tiait' there would be no need for concepts auc:b as the "gold 

tranche," the ''basic gold tranche•" the "super gold tranche, " the "currency 

budget , " "overwhelming benefit of any doubt , " "reserve positions in the Fund.'' 

"Fund positions" (net gross , and creditor) , "remuneration, " and "scarce 

currencies . " A reformed mechanism would also avoid some of the most difficult 

and divisive issues that have arisen in the Fund ' s history and many of which 

may arise again in the future under present provisions . Amon~ these mention 

may be made of the automaticity of drawing in the gold tranche, "floating in 

the gold tranche" (applicable to compensatory financing but not to buffer 

stock financing) , maintenance of the gold (or SDR) value of the Fund' s assets 

(except in respect of currencies acquired under substitution arrangements and , 
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perhaps, administrative cash balances) , the General Arrangements to Borrow, 

bilateral borrowing, replenishment of currency holdings with gold, the 

usability of SDRe in payments to and by the General Account, and--if gold 

payments on quota increases were eliminated--mitigation of the direct and 

indirect reserve effects of such payments . 

Beyond these general effects, there would be a number of apecial effects . 

some important , some less, sor.ie perhaps advantageous, others perhaps on balance 

less desirable. The present structure of the Fund is responsible for many 

features that would not necessarily be incorporated if one started from 

scratch, but that have, nevertheless acquired a certai~ status . It would be 

difficult--and perhaps hardly worthubile at this atage--to give a complete 

listing of these secondary effects; some that come readily to mind are briefly 

noted below. 

1. Interest paYtneTit& d n SDRs equivalent to the basic gold tranche. In 

the present Fund, members help to finance the Fund's operations and make 

possible a relatively low rate of charge on the use of Fund credit to the extent 

that they hold a basic gold tranche position on ,vhich they do not receive 

remuneration • .!/ The equity of a contribution on this basis is open to question. 

Members of whose currency the Fund holds 100 per cent of quota or more do not 

share in it, and members in the 75 to 100 per cent bracket share in it only 

partially. Members that hold a corresponding amount of their reserves in the 

form of SDRs rather than as a basic gold tranche position do not forego income 

on these assets . In a reformed Fund , this arrangement would more naturally 

be replaced by an assessment levied on all members ' quotas , e.g., at the rate 

of one-fourth of the SDR interest rate; this would follow the approach adopted 

1/ The possibility that now exists for a difference between the SDR interest 
rat"; and the rate of remuneration would have been replaced by the possibility 
to change the rate of assessment . 
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to finance the cost of the Special Drawing Account by an assessment on net 

cumulative allocations. All SDR holdinga 1 including those arising from gold 

tranche positions in the General Account, would carry the same rate of interest. 

2. Scarce currency provisions. Under these provisions of the Articles, 

the Fund is entitled to take action against a country in an extreme creditor 

position as reflected in the Fund's holdi~s of that member's currency; and 

such action then authorizes members to introduce discriminatory provisions 

with respect to the currency that has been declared scarce (Article VII, 

Section 3). While these provisions of the Articles were initially hailed as 

an important part of the adjustment process directed against persistent creditor 

positions, it has since become recognized that this provision "does not in its 

present form provide a practical means of applying pressure on surplus 

currencies. n!/ 

l. PaY!ent of charges in a member's own 5urrency. This option1 which 

members have in certain circunstancea,l/ and which amounts to adding interest 

due to the eutstanding credit balance, would lapse in an SDR-based Fund. 

4. Effect of the provision for tmifoi:m change in par values on the 

value of positions in the Fund. The present Articles provide a theoretical 

possibility to scale down members' debtor and creditor positions in the Fund 

as a result of ~form devaluation in par vales accompanied by a decision 

nQt to apply the provisions on the ~aintenance of the gold value of the Fund ' s 

aseets.l./ The practical significance of this possibility may be doubted . 

1/ Refora Report, p. 18. 
2/ Article V, Section 8(f). 
J/ Article IV, Sections 7 and B(d) . 
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5. Effect on non-participants. If all Fund traneactione were conducted 

in SDRs. any of the few meinbers that are not participants might have to be 

able to hold SDRs when using the Fund's conditional credit and when repaying 

such credits. The holding of SDRs need only be transitional, in somewhat 

the same manner as many countries now make purchases and repurchases in 

curTencies that they do not normally hold in their reserves. 

6. Effect on administrative expenditure. The Fund would need a provision 

to acquire currencies against SDRs for its administrative expenditure. 
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The General Account as Seen from the Special Drawing Account 

The following are comments on your draft of October 27, 1972. 
Let us have a word together about procedure. 

I. General Comments 

I feel that a number of basic problems are ignored or touched on 
too lightly even in a first essay at a new General Account. A number 
of the following comments derive from this feeling: 

1. It may be useful to make a clear distinction between a 
General Account operating solely on the basis of special drawing 
rights and a General Account that would hold and operate in gold 
as well. As long as gold remains a reserve asset, it is difficult 
to envisage a General Account that would not permit members to use 
gold in operations and transactions with it. What modifications in 
your scheme would be necessary on this assumption? 

2. It seems desirable even in a first memorandum to dwell on 
the differences between a scheme in f'u11 operation and the transi­
tional phase. The problems that relate solely to the transitional phase 
will be of considerable interest to members. 

3. Is it likely that members will accept an amendment of the 
provisions relating to the q~neral Account that reduces the safeguard 
they have at present? The hypothesis of the paper that the General 
Account is being established for the first time after the establish­
ment of the Special Drawing Account, with its now familiar acceptance 
obligation, ignores the real development of the Fund. If members 
insist on a maximum acceptance obligation with respect to the General 
Account, the obvious comparable safeguard would be the quota. Is this 
feasible, and if it is, what are the consequences? 

4. Why should it be assumed that if a conditional facility were 
established in the Fund after the Special Drawing Account had been 
functioning for some time, temporary balance of payments assist&nce 
by the Fund through the General Account would be made in the form of 
transfers of additional special drawing rights specially created for 
this purpose? The extension of credit in that way would involve an 
unplanned and unsystematic expansion of reserves which, although short­
to medium-term, could be relatively large and difficult to reconcile 
with the assumption underlying the establishment of the Special Drawing 
Account. Special drawing rights held in the General Account or borrowed 
from participants could be used for temporary assistance. 
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The argument on page 4 that it is now understood that the 
extension of credit expands reserves does not involve the further 
proposition that this is necessary or desirable. 

5o The change in the General Account would have consequences 
for the Special Drawing Account that should be considered more fully. 
For example, the use of the criterion of net cumulative allocation 
might have to be reconsidered if special drawing rights were issued 
in order to meet the demand for conditional credit from the General 
Account. 

6. It would be useful to deal more fully with the Fund's income, 
expenses, and reserves in the revised General Accounto I assume that 
the existing reserves would be carried forward into the new regime. 

7. I believe that a massive amendment of the Articles would be 
necessary, and this should be said. 

8. The effect of the proposal on the distinction between parti­
cipants and members that do not participate in the Special Drawing 
Account is dismissed too lightly. 

II. Specific Comments 

Page 1, line 2: 
With the advent of special drawing rights, the operation of the 

General Account is no longer based exclusively on gold and currencies. 

line 8: 
Insert "in the General Account11 after "currencies'' o 

third paragraph, first sentence: 
The proposition does not take the gold tranche into account. 

Page 2, lines 2-3: 
In comparing the two Accounts, mention of reconstitution in the 

Special Drawing Account would be appropriate. 

lines 3-8: In the General Account members providing foreign 
exchange achieve a reduction of their repurchase obligations when they 
do not have a reserve position.· 

first full paragraph: 
The description should refer also to the various uses of 

l'""' special drawing rights in the operation of the General Account; 
..,,,. and lending to the Fund may be added to the description. 

Page 3: 
In referring to the establishment of 11a mixed bag of currencies" 

as the operational technique of the General Account, you make the point 
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that such a Fund "was more likely to win Congressional approval 
than one based on an international currency which could be created 
at will" . The ref'erence to creation "at will" may be misunderstood 
to mean the lack of' a:n:y controls . Your argument might be stronger 
if' you cite the History f'or the proposition that the U. S. negotiators 
resisted "the unf'a.miliar concepts of' a new international currency 
and of overdraf'ts" (p . 30) . With the success:f\tl establishment of 
special drawing rights as an international monetary asset , the 
argument of unfamiliarity falls away. 

The claim that a technically more sophisticated General Account 
would not have contained the f'inancial. provisions of the original 
Articles of' Agreement may go toc>far~-An'aJ..ogousprovisions to deal 
with the same issues might have been adopted. For example , "repayment" 
provisions might have resembled the repurchase provisions . 

Page 41 last two sentences: 
The point here is somewhat overstated, as it does not apply to 

use of' the gold tranche . In recent years a large portion of the 
Fund ' s transactions involved the gold tranche . 

fifth line f'rom bottom: 
"available through8 for 8available to" . 

Page 51 line 2: 
Would separate acceptance obligations be desirable in connection 

M with the two Accounts? -

,/ 

middle of' page : 
The term used in the Articles f'or "reverse designation" is 

specification, i . e., the Fund must "specify" a participant from which 
special drawing rights are to be obtained under the provisions cited 
in the last two lines on this page . A ref'erence to Article XXX, 
Section 3 should be added. 

last line: 
It would be better to make it clear that the "reconstitution 

obligation" referred to is the obligation under Schedule G, para­
graph l(a)(iii) . 

Page 7 1 lines 3-7: 
In connection with the comparison made between the two systems , 

it goes too far to allege that Article XIX does not contain an economic 
def'inition. Your objection may be that it is too specific , but then 
one should not ignore the "without limitation" clause in Article XIX (d). 

four lines f'rom bottom: 
"of any doubt" f'or "of the doubt" . 
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second full paragraph, and p. 8, first full paragraph: 
11difficult and divisive issues that have arisen in the 

Fund's history" are now resolved, so that they make no case for 
reform. Moreover, if your hypothesis were accepted, several of 
the issues would probably have arisen in connection with comparable 
concepts, e.g., "designation plan" (instead of "currency budget") 
and "interest" (instead of "remuneration"). 

Even in a reformed General Account currencies may be received, 
held, and expended for administrative purposes, and the maintenance 
of their value would continue to be appropriate. Suppose too that, 
for whatever reason, we were to hold securities again. We applied 
Article IV, Section 8(a) to our investment. 

It is not obvious that "a substantial portion of the present 
Articles relative to the General Account would become redundant". 
This is probably true of some provisions, but others may continue 
to survive in modified form and some of the problems of amendment 
would be complicated (e.g., the liquidation and withdrawal provi­
sions). I get the feeling that you are implying that a simplification 
is simple. The reform of the General Account on balance may be 

J desirable, but I would not support it with the argument of simplified 
{ legal provisions. 

Regarding comparisons, reference may be appropriate to SM/71/62, 
A Comparison of Certain Characteristics of Fund-Related Reserve 
Assets with Special Reference to Yield, March 9, 1971. 

Page 8, second full paragraph last line: 
"exhaustible" should be ''exhaustive". 

last paragraph: 
1 In the last line, 'monetary reserves" should be substituted 

, 
V 

for "gold". 

Page 11 2 second line: 
This should be revised, as follows: " ••• legal duty of the 

Fund to buy gold has been questioned in ••• 11
• 

first full paragraph, last sentence.: 
These ideas are difficult to understand. 

second full paragraph: 
Is the implication of this discussion that there is a need for 

revising this provision by substituting, for example,'~xhaustion of 
acceptance obligation" for scarcity of the member 2s currency, or that 
such an approach would be as impractical as the existing provisionJ 

Page 12, last paragraph: 
In the fourth line 11change 11 should be "devaluation". This 

paragraph raises, as do so many others, the questions of the transition. 

cc: Mr. Fleming, Mr. Schwartz, Mr. Williamson 
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TO ·Mr. Habermeier DATE, November 14, 1972 

FROM P. H5'st-Madsen fl ' M 
suBJGCT , Enlarged Use of SDRs in the GenersJ_ Ac~ount 

Many thanks for sending us the interesting draft paper on the subject 
referred to above. In reading this draft, it occurred to me that underlying 
the proposed enlargement of the use of SDRs in the General Account must be the 
assumptipn that individual member countries will have no preference for holding 
currencies over SDRs. While I do not exclude the possibility that this may be 
so in the future, there is not, I think, sufficient evidence at this time to 
expect that countries will in the future give up any preference they may now 
have for currencies over SDRs. To the extent that countries have this preference, 
it is rooted in traditional views taken on a desira,ble composition of their 
reserves, or on a desire to maximize the yield on total reserves. And as long 
as these considerations prevail, and the yield on SDRs is, moreover, not made 
more competitive with the yield on reserve assets held in the form of currencies, 
it would seem difficult if not impossible for the Fund to persuade .countries to 
shift toward SDRs. 

Therefore, while I do not want to dissent from the attractiveness of 
the changes which you suggested for the future of SDRs, I have my doubts whether 
now is the best time to launch these ideas with the Executive Board. But they may 
well deserve consideration, after some further staff study, in the context of the 
reform plans for the international monetary system. Among the important variables 
are the yield of SDRs, the removal of obstacles to their transferability, and the 
rules governing the value of SDRs in relation to currencies. I am impressed with 
the wealth of imaginative ideas contained in your draft, and I am sure that the 
European Department would take an interest in participating in the thorough review 
of your draft that appears to be required. 

cc: Mr. Gold/ 
Mr. Pola 
Mr. Del Canto 
Mr. Sturc 
Mr. Whi ttorue 



'l'he I~anaging Director 

Joseph Gold 

.November 139 1972 

Subject: Enlarged. Use of Spee:L!tl D1·1,1wing Rights in 
the G;;meral Account ~·---·---~,.,.._,,.,_,..,.;os .. _,.,,,_,o~,,~,...,--~----~~ ............. ---·"'-·"'---------

I hope it is clear fr.om Mr .. Habermei.er's 
memorandum of Ifovernber. 10, 1972 that t,he 
paper attached to it, which goes :lnto some 
radie:al proposals .t'or amendment of the 
Art,iele:3., has not been seen by my· llepartment. 

,~ c: The Deputy ?,!angging Director 
--:-; Mr.. Pol.ak 

t~lr e Del Canto 
Mi~.. Iiabermeier 
Mr. Stu.re 
tl.r. Whi ttoroe 



MEMORANDUM 

TO: 

FROM: 

Managing Director 

J . J . Polak 

SUBJECT: Restructuring the General Account 

November 14, 1972 

I agree with the point in Mr. Habermeier's memorandum of November 
10th (Enlarged Use of Special Drawing Rights in the General Account) that 
it would be useful to initiate a discussion on the subject of a new structure 
of the General Account that would reflect the experience gained with the 
Special Drawing Account . 

I would not think it advisable to raise this issue in the context 
of certain noncontroversial aspects of the Special Drawing Account that need 
to be reviewed before the end of the year. I also think that a discussion 
of these questions would need a broader base than is provided by the text 
attached to Hr. Habemeier's memorandl.Jlll . 

I have had a paper on this subject in preparation for some time, on 
which I have, as a first stage, sought comments from colleagues in the 
Research and Legal Departments . I intend shortly to submit a further draft 
for comment to the Treasurer's and other intereeted Departments and , after 
having had the benefit of their view, to the Deputy Managing Director and 
yourself . 

While it would be helpful to get a discussion of this subject started, 
I think one should want to avoid any impression that the staff is coming forward 
with a propoeal. I had. therefore. thought that ideas on this subject should 
be put forward in a very low key. My preference would be for a staff seminar 
(which F..xecutive Directors could of course attend) . A text could then be 
circulated afterwards and, if there was interest , a Directouf Seminar could 
be organized. 

cc: Deputy Managing Director 
Mr. Gold 
Mr. Del Canto 
Mr. Habermeier 
Mr . Sturc 
Mr. Whittome 



The Managing Director 
TO The Deputy Managing Director 

t ~· rJ. 
FROM W. 0. Rabermeier , {i . . , 

DAT!:, November 10, 1972 

SUBJECT : Enlarged Use of SDRs in the General Account 

Under an existing Executive Board decision we are required, 
before the end of this year, to review the use of SDRs in repur­
chases and . charges. We are in the process of finalizing a 
departmental draft paper on thi~ question. Its main conclusion 
will be that no change should be made in the option which members 
have to repurchase with special drawing rights. However, we feel 
that the paper might go somewhat beyond a mere review of the past 
and look forward in the direction of the reform. A modest expan­
sion of the review in this way would be helpful in two r espects: 
it would start discussion on an issue which was not dealt with in 
the Report on the Reform and it would allow Executive Directors 
to feel a som~what greater sense of involvement than they recently 
have had in connection with the review of reconstitution and the 
designation • 

. Attached for your consideration is a draft of a chapter on 
the enlarged use of SDRs in the General Account. If, after dis-

.. .. • • . .. . .. 1 . • .. .,. . • ,i • 

\.uoa.a..vu. ~ 1,,.u1;, uob.a..'- CU&.&l:.C~i,,. ..Lo u'-"-C::.i'L.dUJ..~, """''- -..&.Ci-.L. L. nvY•..,.. --

revised to improve it from the point of view of exposition and 
further clarification. 

cc: Mr. Gold 
Mr. Polak / 
Mr. Del Canto 
Mr. Sturc 
Mr. Whittome 

. 
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DRAFT--NovemberlO, 1972 

Enlarged Use of SDRs in the General Account 

The willingness of the Fund to accept.SDRs in repurchases, except 

those made under Article V, Section 7 (b), without any limitatio.ns and 

restrictions, as well as its readiness to channel SDRs back to members 

through drawings, has led to a considerable expansion of the use of 

SDRs in the transactions conducted through the General Account. In 

this way SDRs have served as a direct means of settlement between the 

member and the Fund, and also among members, as illustrated by the 

recent gold tranche drawing of the United Kingdom, thus enhancing the 

quality of SDRs as a means of payment as di~tinct from its quality as 

a reserve asset. 

1-nis process or conduct1ng the transactions ot the General Account 

in SDRs rather than in currencies could be extended in one of two ways: 

either gradually, under the present Articles, by actively encouraging 

membere to receive SDRs in·drawings and use SDRs in repurchases, or more 

decisively, through an amendment of the Articles, by authorizing the 

Fund, at its discretion, to sell SDRs to purchasing members and to ask re­

purchasing members to pay in SDRs. Few, if any, incentives may be needed 

for members to use SDRs in repurchases so long as interest on other reserve 

assets is more attractive, and so long as the value of these other assets 

in terms of gold is not expected to decline. It is also unlikely that 

special incentives would be needed to encourage members to draw SDRs from 

the General Account in substitution for currencies; however, the Fund 

could declare that it would welcome an increased use of SDRs in transactions 

with the General Account. 
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This approach has two evident limitations. Firstly, SDRs cannot be· 

used in substitution for currencies (or for gold) in repurchases that 

accrue under Article V, Section 7(b); indeed, in this respect SDRs have not 

been granted equal status to gold or.currencies and an amendment of the 

Articles seems called for to remedy this. Secondly, drawings in SDRs could 

exceed repurchases in SDRs and the Fund's holdings of SDRs might become in­

sufficient to satisfy the demand. It may thus be necessary to regulate the 

outflow of SDRs from the General Account in an agreed manner. For example, 

last year an understanding had been reached among Executive Directors to 

make provisions in the quarterly currency budget for the amount of SDRs to 

be sold, and this understanding could be revived. 

national monetary system, these limitations could be mitigated, if not 

removed, by a number of ~teps which would serve to enhance the role of 

SDRs not only as a reserve asset but also as a means of pay111ent. At the 

same time, such a reform would serve to streamline the financial operations 

of the General Account and also simplify the structure of international 

reserve assets by reducing or eliminating super gold tranche positions. 

It would also eliminate the need, which is increasingly recognized, for 

some form of coordination among the various Fund-related reserve assets. 

A mechanism can be envisaged as follows: when the Fund sells a member's 

currency it usually creates a super gold tranche position for the country 

whose currency is sold, unless the holdings of the currency sold were to 

remain above 75 per cent of quota • .!./ If a repurchase is made with currency, 

l./ For example, as a result of previous drawings of that mernber 9 or because 
of a reduced gold subscription. 
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this will reduce the super.gold tranche positions which have been created· 

by drawings. (Super gold tranche positions could, of course, also be reduced 

by replenishment of c.urrencies through gold sales or by borrowing, but this 

is not essential for describing the process.) In this way the opeiations of 

the Fund create-or destroy international reserves in the form of super gold 

tranche positions. 

Since the attributes of SDRs and.of super gold tranches are very similar.!/, 

it would be possible.to authorize the Fund to create and destroy SDRs instead 

of super gold tranche positions in analogy to the mechanism described above. 

As a complement, the Fund would also be enabled to request members that re­

purchases be made in SDRs instead of in currencies. 

The creation of SDRs by the General Account would take the form of 
. - . . -··- .... _ .... 

special allocations of SDRs as/drawings were made under the regular policies 

of the Fund on the use of its resources. These special allocations could be 

either equal to the amount of drawi.ngs or some lesser amount, leaving the 

remainder of drawings to be financed from currency holdings. Contrary to 

the present system in which repurchases of SDRs add to the SDR holdings of 

the General Account, SDRs used in repurchases would be canceled, as super gold 

tranches are canceled through repurchases. This cancellation would continue 

as long as the inflow of SDRs in repurchases would not exceed the amount of 

SDRs created previously through special allocations of SDRs to drawing 

members. If the repurchases in SDRs exceeded the amount of SDRs created 

through General Account transactions, then these SDRs obviously would derive 

from allocations in the Special Drawing Account and would be added to the SDR 

~ holdings of the General Account as at present. 

1/ Both may be used without challenge in response to a balance of payments 
need; both carry the same rate of return, and their value in terms of curren-

cies can be regarded as identical in practice, 
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A participant making a drawing on the General Account would be entitled 

to ·.use SDRs·received in such a drawing either to obtain foreign exchange or 

its own currency in accordance. with the rules of the Special Drawing Account. 

A repurchasing member whose holdings of SDRs are insufficient would 

need to be provided with some assured means of obtaining the necessary amounts 

of SD Rs.. For example, as repurchases are usually preceded by an improvement 
. . I 

in the balance of payments position of the country concerned, one possibility 

would be for the repurchasing member to acquire SDRs through designation in. a 

period preceding a repurchase. It would also be possible to extend to repurchases 

a similar entitlement as presently exists to obtain SDRs in order to promote 

reconstitution; and it is conceivable that SDRs may be obtained by depositing 

reserve currencies in a so-called substitution account~ as discussed in the 

Report on Ketorm. 

In addition, care would need to be taken both to assure the liquidity of 

the SDRs issued by the General Account and to circumscribe the extent to which 

such issues may take place. At present these matters are determined by the 

gold and currency subscriptions that members pay, and by the ability of the 

Fund to borrow currencies. The liquidity arrangements of a reformed General 

Account could be made either through the Special Drawing Account by augmenting 

the existing acceptance obligations, or by setting up special acceptance limits 

related to the quotas of the General Account. Any ceiling on the total amount 

of SDRs that the General Account might issue would most likely be set as a 

proportion of total quotas, to be reviewed from time to time. as quotas are 

reviewed. The Fund's power to replenish with gold would be extended to include 

SDRs; the authority to borrow would be simply replaced by an authority to issue 

additional SDRs as may be agreed. 



,J. f 

0 

0 

- 5 -

· The plan outl.ined above could easily. be varied in a number of ways. In 

·particular, instead of giving the Fund discretionary authority to substit~te 

SDRs for currencies, the use of currencies could be abandoned altogether. 

On amendment of the Articles~ all outstanding super gold tranche positions 

would be converted into SDRs for the credit of the members concerned.Y This 

kind of approach may be attractive because of its clarity and simplicity; on· 

the other hand, discretionary authod.ty to substitute SDRs for currency may 

have some advantage since the same result,s could be achieved with it but in 

a more evolutionary and flexible way. For example, the Fund could as a general 1· 

policy, gradually reduce and finally eliminate super gold tranche positions by 

directing repurchases into currencies while at the same time selling SDRs to 

drawing members. The continuing ability to sell currencies or absorb theni 

may be useful, at least for a transitional period, for a number of reasons, 

For example, not all members are participants in the Special Drawing Account 

and they might not wish to become other holders, or the Fund may want to re­

establish the basic gold tranche position of certain members through the sale 

of their curreiicres:--:-oruler~ plans' however' consideration would be given 

to the eventual liquidation of all currency holdings of the General Account 

except those needed for administrative purposes. 

The conversion of super gold tranche positions into SDRs might also be 

extended to that part of gold tranche positions which results from gold sub­

scriptions. In this c~se the General Account would be transformed into a 

credit institution where the size of quota would be the basic measurement of. 

the amount of credit that may be extended and the financing would take place 

~ through the issue of SDRs within prescribed limits. However, gold tranche 

. ];/ It would be possible to apply first the existing SDR holdings of the 
Fund to the reduction of the net creditor positions before issuing SDRs for· 
the conversion of the remainder. 
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positions may be regarded ·as a. derivative of gold, in testimony of which 

they carry no return. Their conversion into SDRs might raise issues that 

are more closely analogous to the conversion of gold into SDRs (a subject 

which was discussed in the Report on Reform), than to the conversion of super 

gold tranche positions into SDRs. The role of gold in the reformed General 

Account need not necessarily be redefined as part of the plan outlined above; 

gold could continue to serve as a backstop to the liquidity of the General 

Account as and when the authority to issue SDRs would be exhausted; members 

could continue to be permitted to pay their obligations to the General Account; 

in gold, or sell gold to. the Fund, in which case they might be provided with 

SDRs instead of currencies. The General Account would-either irmnediately 

upon amendment, or in the longer run-:..hold only gold; its holdings of 

currencies would have been replaced by a right to issue SDRs. 



TO 

FROM 

SUBJECT : 

Office Memorandum 

Mr. Polak DATE: November 10, 1972 

J. Marcus Flemin~ 

The Gerteral Accourtt ·as seen from the Special Drawing Account 
Your Draft of October 27 

While I would, on balance, favor the transformation of the General Account, 
at some point, along the lines suggested here (mainly in order to make it easier 
to find resources for G.A. operations, and possibly easier to increase quotas as 
required), I do not think that governments, still less parliaments, should be 
burdened with the complexities of changing the Fund's language from "Cherokee" 
to "good Christian English" (as Keynes would have put it) while they are still 
struggling with the more substantive issues of the reform of the international 
monetary system. Thus, wh~ it might be useful to have Executive Directors discuss 
this issue, I doubt whether they should be asked to work on it. This suggests 
to me that it might be better to issue the paper as a DM than as an SM. 

The paper itself strikes me as an elegant presentation of the case for 
having the General Account operate exclusively in SDRs, but one in which the 
difficulties and costs of the transformation are either treated in summary fashion 
or else passed over in silence. In the first category I would i nclude the question 
of the "flexibility" of acceptance obligations and the thorny issue of "reverse 
designation"; in the second category, the problem of securing agreement to open­
ended financing of General Account operations and, above all, the problems of 
transition--of "changing clothes in mid-stream" as it were. 

The questions of open-ended financing of the Fund and open-ended acceptance 
obligations go together. I find it difficult to believe that governments are going 
to give the Fund unlimited resources and the right to create SDRs in indefinite 
amounts, and are going to assume acceptance obligations varying from week to week 
with the extent to which Fund credit is used with no other restriction than that 
provided by the magnitude of quotas. Over the last decade the link between quotas 
and the amount of credit available to countries has been lessening with the intro­
duction of compensatory financing and buffer stock financing; even apart from these 
the 100 per cent limit has become less sacrosanct. At the very least the intro­
duction of such a system of providing Fund resources as is envisaged in your paper 
would put a stop to this rather desirable tendency and make the quota more of a 
straight jacket on the amount of assistance that individual countries could obtain: 
more probably countries would insist on setting maxima, from time to time, to the 
amount of SDRs that could be created as a by-product of Fund lending, and would 
prefer to increase their acceptance obligations by definite discrete amounts 
related to these maxima. 

The likelihood that the problem of acceptance obligations will be a 
tricky one is enhanced if these obligations are in any case going to be increased 
to accommodate reserve substitution arrangements and if the relationship between 
such obligations and allocations is going to be increased for industrial countries 
by the Link. Of course, if the principle of indefinite acceptance of SDRs is 
adopted as part of the reform, this part of the problem would disappear. Other­
wise there is a danger that a premature raising of the problem in connection with 
a face-lifting for the General Account could intensify the difficulty of securing 
adoption of the Reserve Substitution Account, which would be a tragedy. 
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If it proved necessa:ry, in order to enable borrowers to repay the 
General Account in SDRs, to institute a reverse designation system, this could 
be very troublesome indeed. Had reverse designation been operative during the 
period following 15 August of this year the SDR system might have run into the 
same difficulties as the General Account owing to the reluctance of creditors 
to give up.a gold~related asset. And even a threat of such a breakdown would 
have·been fatal to confidence in the SDR. and its hopes of becoming the major 
reserve asset of the future.· Moreover, what form would a reverse designation 
obligation. take? Would a country be obligated to accept any currency conver­
tible in fact in exchange for SDRs or only its own currency? If the former, 
we lean heavily on that rather weak spot in the SDR system, the concept of 
"interconvertibility. 11 If the latter, there may be difficulties of recon­
ciliation with more general concepts of asset settlement. 

As regards the problem of transactions between the Fund in its present 
or in its future form, this would clearly raise all the difficulties of imple­
menting Article XXI and Schedule 1...:.-and then some. 

My comments on other points can be made_page by page. 

Page 1: The title is distinctly odd. 

Page 2; third last sentence: The second half of this sentence is true only of 
drawings other than dollars. 

Page 4: I am rather surprised at your statement that the Fund did not become 
generally aware of the.manner in which its credit operations affected reserves 
"until some twenty years after the beginning of these operations/' and the 
implications of your footnote that it was enlightened on this matter by 
Mr. Ezekiel. In fact, a description of the process quite as accurate as, if 
somewhat briefer than, that

1
7f Mr. Ezekiel was contained in a Staff Paper of my 

own appearing in July 1964 ,-:- and to my recollection the matter was . quite well 
understood in the staff for several years before that. 

Last sentence: The distinction drawn between an extension of credit 
and an exchange of value·for value appears to me somewhat metaphysical; all 
extensions of credit involve such an exchange. 

Pages 4 and 5: The,line of argument here is not too clear. The first sentence 
in the paragraph beginning on page 5 really follows from the second sentence of 
the paragraph beginning on page 4, but this is not as clear as might be, partly 
because you are making a transition from describing a hypothetical development 
to putting forward a proposal. 

Page 6, footnote, second sentence: The operations .here being compared are not 
quite analogous. 

Pages 6 and 7: The straddling sentence is a bit esoteric. 

Page'7, ·first complete paragraph: I wonder if this point is worth making. 

l./ "The·Fund -and· -international Liquidity, 11-pages 183-85. 



0 

0 

0 

- 3 -

Pages 7'and 8 2 straddling paragraph: I find the argument here somewhat overdone. 
Naturally some of the terms and concepts of the old Fund would disappear but 
there would be new terms and concepts under any .new system, and many·of the 
problems that .have affected us in the past would reappear in a different guise. 
There would be no currency budget but the.problems of.designation might be 
intensified and reverse designation might be required. While there might not 
be any scarce currencies there might be more countries that would be pushed to 
their acceptance limits. While there would be no problem of maintaining the 
gold value of the Fund's ·assets, the problems arising out of the gold valuation 
of SDRs might be intensified, especially if there were reverse designation. If 
the General Account no longer had to worry about.what to do about SDRs, on the 
other hand~ the SDR system itself might suffer from the absence of a General 
Account, permitting some substitution of SDRs and currencies. Moreover, it is 
not so clear to me that the General Account under the new system would never 
have occasion to borrow, and it may be advantageous that it should be able to 
borrow in relatively illiquid forms, so as to be able to extend credit without_ 
increasing reserves. 

cc: Mr. Gold 
Mr. Nicoletopoulos 
Mr. Schwartz 
Mr. Williamson 
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Nr., Polak November· 10, 1972 1 ! . 

J. Marcus Fleming 

The General Account a.s Seen from the Special Drawing Account 
Your Draft of October 27 

fThile I would 9 on balance~ favor the transformation of the General Account;) 
11t some point P along the lines suggested here (mainly in order to make it easier ' · 
to find resources for G.AQ operations 11 and possibly easier to increase quotas as· 
rc1quired) ~ I do not think that governm~nts P s~ill less parliaments O should be 
bm:dcned with the comple:dt:ies of changing the Fund vs language from 11Cherokeen 
to ngood Chri.st:ian English0 {as Keynes would have put it) while they are stil~l 
strur,gling with the more substantive issues of the reform of the international 
monetary systemo . Thus II> wh:il::! it might be useful to have Bxe.cutive Directors discuss 
this issue~ :I.:· doubt. whether they should be nsked to~ 011 it. This suggests 
to me that it: might be better to issue the paper as a DM than as an SM. 

The paper itself strikes me as on elegant presentation of the case 
having the General Account opel:ate exclusively in SDRs 11 but one in which the 
difficulties and costs of the transformation are either treated in summary fashimi 

else passed over in silence., In the first category I would,,'..include the question 
of the CJflmcibility0v of acceptance obligations and the thorny issue of 11revcrse 
designation°; in the second categoi-y, the problem of securing agreement to open­
ended fin:.,ncing of General Account operations and 9 above all 11 the problems of 
t_ransition--of 71changing clothes in mid-stream0 as it were. 

. The questions of open-ended financing of the Fund and open-ended acceptance:· 
obligations go together. I find it difficult to believe that eoven1.ments are. going 
to give the Fund unlimited resources and the.right to create SDRs in indefinite 
amounts, and are going to. assume acceptance obligations· varying from week to ,,,eek! 
with the extent to which.Fund credit is used with no other restriction than that i 
provided by the magnitude of quotas. Over the last decade the link between quota$ , 
and the Hrnount of credit available to countries has been lessening with the introl.. . . . ! 

duction of comr,~nsatory financing an:d buffer stock financing; even apart from ther:;E; 
the 100 per cent limit has become less sacrosanct Q At the very least the intro- I ' 
duction of such a system of. providing Fund resources as is envisaged in your paper. 
would put a stop to this rather desirable tendency and make the quota more of a I 
straight jacket 011 the amount of assistance that individual countries could oht.";d'.n~ 
more probably cou11tries would insist on setting maxima, fr.om time to time, to thej 
ar10unt of SDRs that could be created as a by-product of Ji'und lending» and would · I 
prefer to increase their acceptance obligations by definite discrete amounts · I 
related to these maxima. 

The likelihood that the problem of acceptance obligations will be a 
t1·icky · one is enhanced if these ob ligations . are in any case going to be increased 
to uccornmodate reserve substitution arrangements and if the relationship between 
such obHgations and allocations is going to be increased for industrial countrie's, 
by the Li;1k. 0£ courseil if. the principl~ of indefinite acceptance of SDRs is : 
adopted as pari.: of the reform 11 this pnrt of the problem wpuld disappear.. Otht,r-' ''. 
wise there is a danp,er that a premature raising of the problem in connection w:i.t:h 
a fece-lifti11g for the General Account could intensify the diffi~ulty of accurinp; 
adoption of the Reserve Substitution Account 11 which would be a tragedy. 

': 
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If it proved necessary~ in order t:o enable borrowers to repay the 
General Account in SDRsp to institute a reverse designation system, this could 
be very troublesome indeed. Rad'reverse designation been operative during the 
period following 15 August of this year the SDR system might have run into the 
r:mme difficulties as the General Account owing to the reluctance of creditors 
to give up a gold-related asset.. And even a threat of such a breakdovm ,,,ould 
have been fatal to confidence. in the.SDR and its hopes of becoming the major; 
reserve asset of the future .. Moreover~ what form would a reverse designation 
obligation tf'Jte? Would a country be obligated to accept any currency conver­
tible in fact in exchange for SDRs or 011ly its own currency? If the former w. · 

we lean heavily on that r.nther weak spot in the SDR system., t:he conc~pt of 
iiinterconvertibility ...'' If the latter., there may be difficulties of recon­
ciliation with more general concepts of asset settlement. 

As regards .the problem of transactions between the Fund in 
or in its future form 9 this would. clearly raise. all the difficulties 
menting Article XXI and Schedule !~-and then some. 

its pr.cnent . 
of impl(;.1~ : ' 

Page 1:: 

My comments on other points can be made page by page. 

The titae is distinctly odd. 

I 
I 
' 

The second half of this sentence is true only of• J?EZie .. 2 ,. third last sentence: 
drawings other thri·n dollars. ! : l ! 

' 
Page !±.: . I am rather surprised at your statement that the Fund did not: becmmi 
generally aware of the manner in.which its credit operations affected reserves 
19until. some twenty years after. the b<;!ginning of these operations~ 1i11 and the 
implicatio11s. of your footnote that it was enlightened on this matter by : 1 

Mr. Ezekielo In fact, a description of the process quite as accurate asp if 
somewhat briefer thant that1?f Mr., Ezekiel was contained in a Staff Paper of my· 
ovm appearing in July 1964 ,- and to n,y recollection. the 1natter was quite well 
understood in the staff f.or'several years before that. 

b'l.st sentence: The distinction drawn between an extension of crecHt /: 
and an e:x:change of value for value appears. to me somewhat metaphysical; · nll ,: 

! ex·t,,msions of credit involve such an exchange. 

'1. 

I 
PaP;es l~ and 5: The line of argument. here is not too clear. The first senterice , 
in the paragraph beginning on page 5 really follows from the second sentenceiof 
the paragraph beginning on page 4~ but this is not as clear as might be, partly 
because you are making a transition.from describing a hypothetical development· 
to putting forward a proposal.. j ... 

Page 6 .1 ~<?_ot.note? second sen.tence: 
quite analogous. 

· I ii 
The operations here being compared aro r16t, . I 

.i 1l; 
! ri: 

· Pae:es 6 nnd 7 ~ '£he straddling sentence is a bit esoteric9 • :/ . I. 

Page 7 1 first com2lete paragraph: 
. 11 ' 

l wonder. if this point is worth ma.king. ; r[ 

JJ 11'I'he Fund and International Liquidity/' pages 183-85. 
! 

I 
1 !· 
I •I 
'I 
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.I:as_~s 7 and 8 ~ straddling paraf,:raph: I find the argument here somewhat overdo,1e" 
Naturally some of the terms and concepts of the old Fund would disappear but 
there would be new terms and concepts under any ne.w system~ nnd many of the 
p:coblerns that have affected us in the past would reappear in a different gu1.se o 

There would. be no currency budget but the problems of designation i'light be 
inte1isif:ied a11d reverse designation might be required. While there mii::ht not 
be any scarce curre11cies there might be more countries that would be pushed to 
theiic acceptance limits. While the·re ·would be no problem of maintaining tho 
gold value of the Fundvs assetsP the problems arising out of the gold valu.:1tion 
of SDRs might be intensified» especially if there were reverse des:i.gnationo L: 
the Gener~il Account no longer had to worry about what to do about SDRs ~ on the 
other h.a.:nd. 11 the SDR system itself might suffer from the absence of a General . 
Ac.cm.1nt, per.mitt:i.11g some substitution of SDRs and currencies. Moreoveri, it in 
not.so clear to me that the. General Account under the new system would never 
hn'lle occasion to borro-,;.1 ll> and it may be advantageous that it should be ab le to 
borrow in relatively illiquid fonns 11 so as to he able to e~ttend credit ~..Y.l. 
increasing reserves. 

cc: Mre Gold 
Mro Nicoletcipoulos 
Hr.. Schwartz 
Mr. Williamson 
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MmtoRANDUM 

TO: Mr. Gold October 27 , 1972 
Mr. Nicoletopoulos 
Mr. Fleming 
Mr. Schwartz 
Mr. Williamson 

FROM: J . J . Polak 

SUBJECT: The General Account as Seen From The Special Drawi;ns Account 

I would be grateful for comments on the attached. Thia would 

be intended es an SM with two purposes in mind: 

(a) It would ale~t Directors to the important poasibilities 

of simplification that now exist . 

(b) It would ~rovide a subject of work for Directors which would 

usefully link into some aspects of the Reform, in particular the nature 

of the substitution account . 
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The General Account as seen from 
The Special Drawing Account 

Prepared by the Research Department 

Summary 

J • .J . P . : 
10/26/72 

This paper considers the method of operation of the General Account , · 

which ie based on gold and currencies , against the background of operation 

of the Special Drawing Account conducted in SDRs . It shows that , given the 

existence of SDRs , operation of the General Account in SDRs alone would be 

simpler than the present method and would avoid many of the most difficult 

and divisive issues that have arisen in the past. This is followed by a 

discussion of certain features of the Fund that derive from the fact that 

it holds gold and currencies and en~ages in transactions in these assets; 

these features , whose illportance to the functioning of the Fund differs from 

one to the other, would be lost (or would have to be recast on an SDR basis). 

These issues , which suggest themselves by the two separate methods of 

operation adopted for the two Accounts, may assume additional interest in 

the context of the reform of the system, which is likely to have important 

effects on the operation of the Special Drawing Account . and perhaps on that 

of the General Account as well . - --
On a sufficiently general level there ia a strong similarity between 

the financial functions which the two Accounts in the Fund, the General 

Account and the Special Drawing Account , perform for members: both enable 

a member in deficit to use financial resources that it had not earned from 

a previous balance of payments euarplus . The two main differences between use 

of the two Accounts relate to conditionality--use of the General Account 
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(except gold tranche use) being subject to conditions whereas the use of 

SDRs is unconditional--and to the need to restore the previous position 

after use . For members that provide the users with foreign exchange the 

effect of any use of the resources of either Account is also very similar; 

they acquire, in both cases , reserves in the form of "Fund related assets": 

a "reserve position in the Fund" (a gold tranche position o~ a loan claim 

on the Fund) when the drawing takes place in the General Account and SDRs 

when the drawing member uses its position in the Special Drawing Account . 

In spite of the fact that transactions in the two Accounts are so 

similar, both for the user and for the provider of resources, they are 

executed in entirely different ways . In the General Account , transactions 

are conducted on the basis of a pool of currencies contributed by all members , 

with further contributions in gold to enable the Fund to acquire additional 

amounts of any currency that it might need. The drawing enti~lements are 

expressed in terms of quotas, but the quotas . themselves are not exchange 

reserves available to the member; such reserves have to be acquired by 

drawings 1B&de within the framework of the quotas . Drawings are technically 

made in the currencies of the countries that are selected by the Fund to 

acquire the reserve positions ia the Fund; but these currencies are normally 

at once converted by the drawer , so that the drawee country experiences a 

substitution of a reserve position in the Fund for holdings of foreign 

exchange. In the Special Drawing Account by contrast, given amounts of 

SDRs representing an equal percentage of quotas are allocated from time to 

time to participants. Use is made in the Special Drawing Account by the 

transfer of SDRs fr01D one participant to another against convertible currency. 
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Why this difference between the two Accounts in technical arrangements, 

if it does not reflect any obvious difference in substance between the 

transactions in these two Accounts? It may be noted t~at the SDR account 

is both the junior and simpler of the two Accounts, and the more complicated form 

in the senior Account has clear historical reasons: the U. S. negotiators in 

the discussions that preceded Bretton Woods argued strongly that a Fund 

operating on the basis of "a m:lxed bag of currencies" vas more likely to win 

Congressional approval than one based on an international currency which could 

be created at will.!/ But is there a continuins justification for this latter 

form? Perhaps the best way to approach this question is as follows . Suppose 

that the founders of the Pund had felt it necessary to concentrate their 

attention on the need for unconditional rather than conditional liquidity and 

for this purpose had created a mechanism such as that contained in 

Articles XXI and following' of the present Articles of Agreement, perhaps 

combined with regulatory provisions with respect to exchange rates, the 

avoidance of exchange restrictions, convertibility, etc. Such a Pund would 

have required quotas both as a basis for the allocation of unconditional 

liquidity and to determine voting power. But it would not have contained 

the financial provi.siona of the original Articles of Agreement . Assume 

further that, despite the absence of a learning model which the pre-1969 Fund 

provi.ded for the SDR mechanism, the provisions on SDRs were exaotly those 

of Article XXI and following (with the exception of references to the General 

Account). If then, at some later til'l8, when the SDR facility had been running 

!/ J . Keith Borsefield, The lnternation 1 Monetary Fund, 1945-1965, 
Vol . I, pp. 28-30* 
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smoothly for a considerable period , .the Fund had reached the conclusion 

that it would be opportune to provide, side by side with the SDR facility , 

a conditional facility under which members would be entitled to obtain 

financial resources from the Fund for temporary use , how would it have 

gone about this? 

It would seem unlikely that in order to provide this new facility 

the Fund would have found it necessary to ask each member to make a 

contribution in gold and in its own currency. Rather , it should have 

appeared natural that the Fund would have made provision for the creation 

of additional SDRs for the amount of credit it extended , these SDRs lo 

be cancelled when Fund credit was repafd . This would be in line with the 

proposition that the extension of international credit by the Fund involve4 

an expansion of reserves , and the repayment of such credit a contraction of 

reserves--a proposition of which the Fund did not become generally aware 

with respect to its own operations until some twenty years after the 

beginning of these operations • .!/ By that time the approach originally 

chosen- i . e ., that the Fund would E£l be an international ''bank", 

creating international money by extending 11credit11- had been overcome by 

the economics of the situation. Member countries making resources 

available to the Fund wanted these resources to be monetized . At the 

same time , the attempt never took hold to view transactions through 

which the Fund made resources available to members in payments difficulties 

as an exchange of value for value (currency for currencyi Fund transactions 

are now generally regarded as the extension of balance of payments credit . 
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This view is reflected , for example, in the adoption of the concept of 

"credit tranches" and in the widespread use of the term "repayment" ae 

both more general and more meaningful than the legal " repurchase. " 

The country that obtained Fund credit in SDRs would normally use 

these SDRs to acquire currencies , for which the designation mechanism 

cojld conveniently be used. Nothing new would be required for this 

purpose, but it would be necessary to create sufficient flexibility in 

the acceptance obligations so as to ensure that there would be takers 

for the additional SDRs put into circul£ation by the Fund' s credit 

operations . A more important new feature would be required to enable 

countries to repay Fund credit in SDRs . Countries would have to be in 

a position to acquire such SDRs against the id.dings of reserve currencies . 

If the Reform provided for an open-ended subst itution facility , this 

would take care of the problem. Otherwise, it would be necessary to 

introduce into the SDR mechanism a system of what might be called " reverse 

designation" to regulate which countries would have to make available SDRs 

against convertible currencies , and in what amounts (in contrast to the 

designation mechanism that regulates the countries that are to make 

available convertible currencies against SDRs} . In the present SDR 

facility there are only the most rudimentary provisions for " reverae 

designation" because the need for it is unlikely to arise on any 

significant scale. In theory , a participant may be obliged to sell SDRs 

for other reserve assets for the purpose of ~abling another participant 

to meet its obligations to pay charges and assessments (Article XXVI , · 

Section 5} or its reconstitution obligation (Schedule c. l(a)(iv}}; but 
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the stock of SDRs held by the General Account makes tt unlikely that 

theee provisions will ever become operative • .!/ 

The Fund's conditional drawing facilities could be subject to certain 

quantitative limitations euch as a normal maximum ~f 25 per cent of quota 

per year and a normal upper limit of 100 per cent of quota , and within 

the latter lild.t to a tranche policy of increasing intensity of scrutiny 

depending on the extent of the use of Fund credit in terms of a member' s 

quota. There would, of course, be no occasion for the introduction of 

automatic drawing rights in what is now called the gold tranche, because 

in the absence of gold payments and the sale of members' currencies , 

"gold tranche positions" would not arise. 

The Fund liquidity necessary to meet the needs for convertible 

currencies of the members that used the credit facility would be ensured 

by the size of the acceptance obligations , which, as ment ioned , would 

have to be large enough to permit designation in relation to the total 

amount of SDRs that would at any time exist, whether arising from 

allocation or from conditional credit operations . 

Credit extended by the Fund in SDRs would naturally be repayable 

in SDRs. The Fund could set conditions for the duration of the credit 

(e . g. , 3-5 years) or it could make timing of repayment a function of 

the rate of interest payable, along the lines of the provisions of 

Article V, Section 8(d) . niere cald further be provisions for accelerated 

repayment in the light of the member ' s balance of payments and reserve 

posi tion. Information on this subject is already used in the operation 

l} The sale of SDBs by the General Account against convertible currencies 
transfer s the economic problem. to that Accot.mt , where it is assimilated 
with that of the currency budget for repurchases . The question thus 
becomes the selection of countries toglve up reserve positions in the 
Fund rather than SDRs . 
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of the designation system which regulates inter alia the reversal of 

net use of SDRs in a manner somewhat akin to the repurchase provisions 

in the General Account.!/ It may be noted that this system employs 

data on reserves based on an economic definition rather than the 

definition laid down in Article XIX to guide the repurchase provisions 

of Arti:le V, Section 7(b). 

It might be presumed that a J.Pund that did not hid balances in the 

currencies of its members would not give members the option in certain 

circumstances to add the interest charges to the outstanding credit-­

which is the effect of the provision in the present Articles allowing 

payment of interest in the member' s own currency--rather than pay them 

in SDRs. 

The preceding summary description of how the SDR Account of the J.Pund 

could be extended to cover conditional credit transactions sketches a 

mechanism that •ould not only lack most of the esoteric characteristics 

of the present Fund and would thus be much easier to understand; it would 

also avoid many of the most difficult and divisive issues that have 

arisen in the Fund's history . Among the concepts for which there would 

be no need one may mention the "gold tranche," the ''basic iold ' beanche," 

the "super gold tranche, " the "currency budget," "overwhelaing benefit 

of the doubt , " " reserve positions in the Pund," "Fund positions" (net. 

gross , and creditor) . 1\-emuneration," and "scarce currencies . " Among the 

major issues that would not have arisen. mention may be made of the 

automaticity of drawing in the gold t r ahche, "floating in the gold tranche" 

l/ J .J . Polak, "some Reflections on the Nature of Special Drawing Rights ," 
International Monetary Fund Pamphlet Series No. 16 , p. 17. 
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(applicable to compensatory financing but not to buffer stock financing) , 

maintenance of the gold (or SDR) value of the Fund ' s assets , mitigation 

of the direct and indirect reserve effects of gold subscriptions , the 

General Arrangements to Borrow, bilateral borrowing, replenishment of 

currency holdings with gold, and the usability of SDRs in payments to 

and by the General Account . 

A substantial portion of the present Articles relative to the General 

Account would become redundant if the approach to the credit operations of 

the Fund outlined above were adopted . There would also have to be many 

consequential changes , e . g., in the provisions that indicate debtor or 

creditor positions by reference to ·the Fund' s holdings of a member' s currency 

compared to its quota. 

If the conditional facility in the Fund were constituted along the lines 

indicated, it would be very much simpler than the present General Account . 

The absence of holdings of gold and currencies derived from subscriptions and 

exchange transactions,.!/ would, however, imply that the Fund would lack certain 

features related to these assets . Five of these features deserve some 

consideration in this context , although tis is not an exhaustible list.,!/ 

1. Gold payments . Members make gold payments to the Fund when they. 

join, and when their quotas are increased, With respect to initial gold 

payments ~he Fund has been flexible , accepting payment of less (sometimes 

much less) thftn the standard 25 per cent of quota in the light of the member ' s 

holdings of gold . 

1/ It might still hold gold and currencies arising from (or construed to 
have arisen from) other sources , e.g •• if it could acquire gold and currencies 
against SDRs through a substitution facility . 

2/ One might mention, in addition, that in a Fund whose transactions were 
all-conducted in SDRs the distinction between participants and other members 
might be difficult to maintain; such a Fund might also need a provision to 
acquire currencies for its administrative expenditures . 
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(applicable to financing but not to buffer stock financing) , 

maintenance gold (or SDR) value of the Fund' s assets, mitigation 

of the direct and direct reserve effects of gold subscriptions , the 

General Arrangements o Borrow, bilateral borrowing, replenishment of 

and by the General Accoun . 

A substantial portion f the present Articles relative to the General 

consequential changes , e.g. , in he provisions that indicate debtor or 

creditor positions by reference to the Fund's holdings of a member ' s 

currency compared to its quota.q\- If he conditional facility in the Pund 
~ ~ 
waa constituted along the lines indica e,, it wool d b& ve~ud, simf!.l!t 

~ ;:;:~I7"; C...--dq /--:,I/JI '"d-:, d/r 
tha lihe pzeaent Oeuera1 A@tount_,, -- ---- -- -

consideration in this context) although this is not an exhaustible list.7:./ 

l. GOila payments . Members make gold payments to tli Fund when 

they join, and when their quotas are increased. o initial 

gold payments the Fund has been flexible, accepting payment of less 

(sometimes much leas) than the standard 25 per cent of quota in the light 

of the member's holdings of gold . 

1/ It might still hold gold and currencies arising from (or c to 
ha~ arisen from) other sources, e . g., if it could acquire gold 
currencies against SDRs through a substitution facility . 
!/ One might mention, in addition, that in a Fund whose transa tions were 

all conducted in SDR.s the distinction between participants and ot er members 
might be difficult to maintain; such a Fund might also need a provision to 
acquire currencies for ite administrative expenditures. 
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The ~ie- thau members pay 25 per cent of any quota increase in sold 

was for a long time considered an important disciplinary factor that would 

help to avoid undue pressure for quota increases. Although the Articles 

of Agreement provide for the possibility of a reduction in the gold pay­

ments by a member with small reserves (Article III, Section 4(a), it was 

decided in both the 1958 and the 1964 general quota increases not to apply 

this provision. The reason given on both occasions was that the "proposals 

for increases in quotas lvere) based on the idea of a cooperative effort 

by the members of the Fund to provide larger resources against contingencies 

that might affect any member. ", and that the general character of that 

effort should be preserved.!/ 

The significance of the "effort" on the part of members that were not 

using the 'Fund in the credit tranches was however greatly reduced by the 

recognition-at first de faoto and later de jU%'11-of the reserve charact er 

of gold tranche positions. For countries in that poiitim1HChet paymant? 

8£ ~bl4 in connection with the quota contribution constituted no more than 

the replacement in their reserves of a gold guaranteed position in the 

Fund for actual gold. The economic meaning of the transaction would be 

even further reduced if countries were given the right (which they do 

not possess now) to substitute payment in SDRs for payment in gold. For 

countries that were using the Fund in the credit tranches on the other 

hand, the gold paymentAwas the equivalent of an advance repayment of 

credit received fro~ the Fund. These and other considerations led to a 

reversal of the position of the principle taken with respect to the 

!/ "iiilargement of Pund Reaources Through Increases in Quotas," 
Waabington, 1958, p. 17: 1965 Annual Report , p. U6 . 
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application of the provisiona of Article III, Section 4(a): in the Fifth 

Quinquennial Review (1969), members with low reserves were entitled to 

avail themselves of the opportunity to make a reduced gold payment. 

The substantive difference in treatment between the earlier and the 

later quota reviews was not as great as the change in the forma~position ' 

might suggest; in fact it was minimal. On both of the earlier occasions , 

members ~countering payments difficulties through the reduction of their 

reserves that the gold . payment would involve could make a drawing for the 

corresponding amount, to be repurchased in three (1958) or five (1964) 
,w;~ 

equal annual installments; an~hat availed themselves of the possibility 

of reduced gold payments \fflder the 1969 review were required to undertake 

to repurchase the resulting additional currency subscription in five equal 

annual installments. 

If a member that receives a quota increase does not pay gold or pays 

gold and makes a drawing for the same amount, its position in the Pund is 

not changed. For a member that uses the Fund in the credit tranches, the 

arrangements under the various quota reviews therefore amount to some 

acceleration of repurchases of outstanding use of Fund credit and some 

commi.tment to build up a gold tranche position. 

th !fiaaacsions with the Fund in gold. The prtvisions with respect 

to the sale of gold by members to the Fund and the sale of gold by the Fund 

to members can be seen as providing an indirect mechanism assuring members 

of the usability of gold in their reserves to settle transactions with 

other members . The two provisions that , together, could provide thie . 

chain are Artiele V, Section 6(a) dealing with gold sales by members to 

the Fund and Article VII, Section 2(11) under which the Fund can acquire 
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a member ' s currency for gold for replenishment purposes . However. the 

legal right of a metnber to sell gold to the Fund has been questioned in 

recent years . 

A number of questions with respect to gold will in any event have to 

be dealt with in connection with the Reform. For example• it has been 

suggested that the Fund might be enabled to acquire gold fromnembers 

against newly issued SDR.s.J:.I Any arrangements to that effect that might 
members 

be introduced could give/an assured possibility to use their gold holdings; 

the existence of such an arrangement would also make it possible. if that 

were desired, to eliminate the role of gold in the General Account without 

the need for the Fund to dispose of the gold it had at the moment of 

transition. 

3. Scarce currency provisions . Under these provisions of the Articles , 

the Fund is entitled to take actionlgainst a country in an extreme creditor 

poaition as reflected in the Fund ' s holdings of that member' s currency; 

and such action then authorizes members to introduce discriminatory pro­

visions with respect to the currency that bas been declared scarce 

(Article III. Section 3) . While these provisions of the Articles were 

initially hailed as an iaport~t part of the adjustment process directed 

again&t persistent creditor positions . it has since become recognized 

that this provision "does not in its present form provide a practical means 

of applying pressure on surplus currencies . " (Reform Report . P• 18) 

4. Absence of rem~eration on the basic gold tranche. Simplification 

of the Fund as described above might also make it more difficult to maintain 

the implicit contribution that members now make to the Fund' s budsie.t to 

I/ Raf orm Report II p. 36. 
G 
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the extent that they hold a basic gold tranche position on which they do 

not receive remuneration.JI The amount involved has been of the order of 

SDR 6 to 75d..llion in recent years (11/2 per cent on basic gold tranche 

positions of SDR 4 to 5 billion) . The equity of a contribution on this 

basis ia open to question. Members of whose currency the Fund holds 

100 per cent of quota or more do not share in it , and members in the 75 to 

100 per cent bracket share in it only partially. Members that hold a 

corresl)Ollding amount of their reserves in the form of SDRs rather than 

as a baeic gold tranche position do not forego income on these assets . 

If creditor interest were paid at the SDR rate on all creditor positions , 

the effect on the Pwid'a budget could be compensated by an assessment 

levied on all members' quotas, e . g. , at the rate of one-fourth of the 

SDR interest rate; this would follow the approach adopted to finance the 

cost of the Special Drawing Account by an assessment on net cumulative 

allocations . 

5. Effect of the provision for tmiform change in par values on the 

value of positions in the Fund. The present Articles provide a theoretical 

possibility to scale down members' debtor and creditor positions in the 

Fund as a result of a uniform change in par values accompanied by a 

decision not to apply the provisions on the maintenance of the gold value 

of the Fund's assets.2:/ The practical significance of tbie possibility 

may be doubted . 

!/ Admittedly, this question can be looked at from different anal a . Por 
many years the absence of interest or its equivalent on gold tranche posi­
tions was not questioned• and there was indeed considerable reservation to 
the idea that any part of such po itions should form the basis for any form 
of "creditor interest. " However, as gold tranche positions (basic as well 
as super) have come to be considered as reserves and as remuneration is now 
paid on super gold tranche positions , at a rate equal to that on SDRs , the 
unremunerated basic gold tranche must increaaingly be regarded as the "odd 
reserve out . " 
l/ Article IV. Sections 7 and 8(d) . 



Mr. Gol.d (} n 
w.o. Haberuie, (f,8,{ 

e-,-a.,.1m,pg ~ 

June 29, 1971 

I wauld au11 .. t that a c,,,.,,.1nication to the to.rd at thia •taa• 
ai&bt be pr-cure. It ta ay etrona Sapr•••ioll froa lookha at 80lle 
pnl.1111M:ry illY••tiaatioD of clraw1aga in 1968 to 1970, which we acarted 
earlur tbie year, that ch• conce'Pt of th• requireaeat of need 111 the 
Geural Accoant differed ta fMt frat that which"* aa• , .... rally on SDR8. 
If thia 1a ao, than the uae of the SDR concept ld.aht reauict tbe ace••• 
to the General Account in COll)Nll'iaon with the auepted practicu, and alao 
vi.th prevW. .deciaiou by the laecuU.ve Board apprntna apecific clraviaa•• 
Such a move caald raiN aarioua ianea of coeaiaceacy of treataent. 

Before alArtinl the Board 1a ia 11J view therefore that we ahould 
explore more ayateaatical.lJ the criteria uNd by area departaente in 
recoarcndiaa draw1111•• Perbapa the area departaeata could b9 aaked to iaitiate 
a aemorand.ua (along the linu of thoae preHntlJ uaed to reach a ju4pnt on 
the un of SDllll) each tiae a aeal,er aakea a drm111 on the Jund, or as aoou 
•• their reaerve data are &Yailable. In the lt1hc of the lagal view that all 
Fund-related uaeta aay be uHCl to uet balaace of pa,-11ta naeda, 1 would 
ngaeat that we atart bJ applYin& the eame quantitative criteria that b&Ya 
ben uaed interul.17 to detaraine whether the uee of SD1l.a baa met th• require­
ment of nead. Tbue M110randa ahould be circui.tect. as at praNDt, and all 
intereetad d•partae11u would come to a viw on tbea jointly. At the end of some 
period a paper could be written for the Board uat.aa the acc11111l&ted asperience 
aa background. I abouJ.cl perhape add, ill order to eYoid aia111Mtaratan41Dga. that 
I clo not indat that ve be pided aolelJ hy "aper1.a .... " but that uy criteria 
which we wiab to apply ebov1" be teated for a while in praatice before ve 
undertake to affira cbea to the lucuci•e Board. 

cc: Mr. Polak / 



Subj . : 

Mr. Saith 

J . J . Polak 

August 13• 1971 

Requir ement of Need in the General Account 

Perhaps not much can be done on this 
for the time being. but you wight at least 
begin to give some attent ion to the questions 
that concern us most in this connection. 
In that connection. 1 attach some charts 
that have been prepared by the Treasurer' s 
Department. 
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HEHORANPUM 

TOI 

FROM1 

Mr. Gold 
Mr. Baberaeier 
Kr. Sturc 

J . J . Polak 

SUllJ!Cl': !rJu!rement of Need ia the General Accolunt 

I HI aure all of ua would prefer to deal witb thitl 
natter at some l•t•u~. but etnce at leest aoae Director• 
expect us to cc.111e forward vitb proponl.a vtth remedial action 
on Malay ia abort:ly after th• rece••• l think va haft to giYe 
thi• a:1atter aoiM rather uqent attention. 

'?here are aany aepecte that de .. rve cOD11ideratton. 
To sat the proceae aovtna I hne put down lo the attached aG11e 
of the aajor point• that aht fora the basis for an SH. If 
you could let Mr. 11.eniq haw your reacttone Within th• next 
tvo w ka , it af.gbt l)e o .. tble to meet thereafter and to dacida 
how to proceed froa there. 

CC I Mr. J . Saith 

\ 
I 



J . J . Polak 
August 13, 1971 

Reguirement of Need in the General Account 

outline of Points for Staff Paper 

I. Background 

The situation haa been so fart that,with respect to need, there have 
been roughly two categories of tranaactions--thoae where the need was 
evident and where it was teated, and those where the need was not evident 
and often not present, but which were not teated. In the first category 
there were straight drawing& in the credit tranche& or the first install­
ment under a stand-by arrangement , aa well as drawing• under the compensatory 
financing facility . Members did not request such drawings unleae they had 
a clear need, which they also knew would be tested. In the second category 
were gold tranche drawings and aubsequent drawings under stand-by arrange­
ments . These transactions were handled extremely expeditiously; moreover. 
the myth was alloved to grow that drawings under stand-by arrangements do 
not "really" require to meet the needs . test . 

The net result of this constellation was that the Fund never challenged 
a drawing on the ground of absence of need, nor made a formal subsequent 
judg111ent afterwards that there had been no need. Thus , the reaedy--incluaion 
in the currency budget--also remained untested. 

2. Remedies 

If in the future the Pund is to take the requirement of need seriously 
we should be aware of two facts: (a) that in •any cases it will not be 
possible for the staff to give a clear ruling at the time of a drawing 
that the need is met or is not mat without introducing considerable delay; 
(b) that the corrective mechanism via the currency budget is exceedingly 
difficult to handle. 

The reason for (a) is that it takes time to judge need and that need 
is at least to some extent a prospective concept . The reason for (b) is 
that a member can in practice make use of its currency in transactions 
difficult if it does not want to increase its position in the Fund. 

These considerations lead to the suggestion of the following two-pronged 
approach, which is of course greatly influenced by experience in the Sp cial 
Drawina Account. 
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1. In transactions subject to challenge the staff would not need to 
propose challenge by the Fund even vhere it was not convinced that the 
requirement of need had been taet . In practice this would mean that all. 
or alaost all 9 transactions would continue to remain unchallenged, either 
because the staff was satisfied that the requirement of need had been met 
or because it did not feel sufficiently certain to the contrary to challenge 
the transaction. Thia half of the policy would obviously require as a 
counterpart an effective corrective mechanism. 

2. Such a nechaniss should operate through repurchase , not through 
the currency budget. To introduce this it vould be necessary to introduce 
the rule that members , when requesting a drawing including a gold tranche 
draw1111, vould undertake to repurchase proaptly in the event the Fund had 
found that the requirement of need had not been met . Perhaps it could be 
argued that members are already givina a general undertaking in this 
direction vhen they subscribe to the principles of the 1952 Decision, vhich 
includes the proviaion that "exchange purchased from the Fund should not 
reaain outstanding beyond the period reaaonably related to the payments 
problem for which it vas purchased froa the Fund. " In cases where there 
is no need, there is obviously no payments problem related to the purchase 
and a prorapt undoing of the transaction is , therefore, indicated. However, 
no specifics have been suggested for this in the past and some appropriate 
Fund decision would obviously be necessary. Any decision to the effect 
that a member should repurchase when the Fund found that the requirement 
of need had not been met would require stipulation with respect to timing 
and other particulars. (Reversal through repurchase would not be applicable 
to drawings in the super gold tranche; however, the fact that a country haa 
acquired a super gold tranche position must mean that at least in the peat 
some solution had been found to sales of its currency; moreover , the normal 
currency policy will have some corrective effect . ) 

3. Criteria of Need 

Even though, as sug1eeted, need vould nol'l!lally be assessed after the 
event , there would be great advantaae if members could , as a ainimua, be 
assured that drawings in specified circumstances would pass the test . The 
tvo tests applied in the Special Drawing Account might do for this: reserve 
movement over recent months , and a minimum level of working balances (see 
SM/71/85) . The second of these would be agreed specifically in the case 
of individual stand- by arrangetaents. 

Attention would have to be given to the question how far forward to 
look in determining need. 'Where the drawing can be made any time in the 
future , as in the Special Drawing Account a(l. the gold tranche, there would 
appear to be no reason for anything beyond a very short forward look . Thia 
baa been the practice in the Special Drawing Account , (SM/71/85 , page3). 
Should the position be different where the member may lose the opportunity 
to draw (under stand-by arrangements , compensatory financing , buffer stock 
financing)? To what extent should the problem be resolved by allowing 
greater leeway to a member to draw under the buffer stock facility after 
making its payment to the buffer stock if it baa a need later which it 
did not have at the time of the payaent? 



Office Memorandum 

TO Mr. Polak DAT~: July 30, 1971 

FROM J. ~rcus Ftewtn~ -~-·-·--·-·--­

Re uirement of Need in the General Accoun SUBJECT I 

I agree with the general lines of your draft of July 29. However, 
I think that it requires rounding out in various ways. 

(1) It should be emphasized that "presently needed for making ••••• 
payments" has a forward as well as a backward reference. Unless one is going 
to confine the need to draw to the restoration of reserves lost over a recent 
period, one must allow that it includes also an acquisition of reserves to meet 
a prospective decline over a nearby future period. The "present" is of course 
a period of time and not a point in time. It is only if prospective as well as 
past deficits are relevant that we can establish the point that judgments of need 
are always subject to some uncertainty and may be subject to considerable uncer­
tainty, and also the point that need or its absence can sometimes be more clearly 
established at a point of time subsequent to the drawing. 

(2) You should probably admit that one of the reasons why in certain cases 
members draw only when they have a need is that they are aware that their need 
may be challenged. 

(3) It should probably be mentioned that in some cases, notably the super­
gold tranche cases, some reversal of unneeded transactions will take place, 
albeit slowly, as a result of the normal operation of the currencies to be drawn 
policy, quite apart from the addition to that policy of a specific provision 
about reversals. 



~ 
JJPrJuly 29 , 1971 

~J.k .. ~41 
Requirement of Need in the General Account ~ 

The ease with which the staff has handled (or rather avoided) the 
problems in this area in recent years should not hide fros us the real 
difficulties that we would be faced with if ve began to take this problem 
seriously. 

The situation baa been that there have been roughly two categories 
of transactiona--thoee where the need was evident and where it was teated, 
and those where the need wae not evident and often not present , but which 
were not tested. In the first category there were straight drawinaa in 
the credit tranches for the first installment under a stand-by arrangement 
as well as drawings under the compensatory financing facility . Membere 
did not request such drawings unless they had a clear need. In the second 
category were gold tranche drawings and subsequent drawings under stand- by 
arrang8t'!lents . These transactions were handled extremely expeditioualy; 
moreover, the ayth vae allowed to grow that drawings under stand-by arrange­
ments do not "really" require to meet the needs test . 

The net result of this constellation was that the Fund never challenged 
a drawing on the ground of absence of need , nor made a formal subsequent 
judB111ant afterwards that there had been no need . Thus, the remedy--incluaion 
in the currency budget--alao remained untested. 

If now we want to take the requirement of need more seriously we 
should be aware of two facts: (a) that in many cases it will not be possible 
for the staff to give a clear ruling at the time of a drawing that the need 
is met or is not met without int~oducing conaiderabl• delay: (b) that the 
corrective mechanism via the currency budget is exceedingly difficult to 
handle. 

This would lead me to the following two-pronged suggestion, vhich ia 
of course 1reatly influenced by our experience in the Special Drawing Account . 

1. In transactions subject to challenge the staff would not need to 
propose challenge by the Fund even where it was not convinced that the 
requirement of need had been mat . In practice thie would mean that all, 
or almost all, transactions would continue to remain unchallenged , either 
because the staff was satisfied that the requirement of need had been met 
or because it did not feel sufficiently certain to the contrary to interpose 
the transaction. Thia half of the policy would obviously require as a 
counterpart an effective corrective mechanism. 

2. Such a mechanisa should operate through repurchase, not through 
the currency budget. To introduce this it would be necessary to introduce 
the rule that members , when requesting a drawing, would undertake to re­
purchase promptly in the event the Fund had found the absence of need. There 
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would be no reason not to subject gold tranche purchases to this require­
ment as well . Perhaps it could be argued that members are already giving 
a general undertaking in this direction when they subscribe to the 
principles of the 19.52 Decision, which includes the provteion that "exchange 
purchased from the Fund should not remain outstanding beyond the period 
reasonably related to the payments problem for which it was purchased from 
the Pund . " In cases where there is no need there is obviously no payments 
problem related to the purchase 81ld a prO'lll})t undoing of the transact iont 
i• , therefore, indicated. However, no specifics have bean suggested for 
this in the past and some appropriate Fund decision would obviously ba 
necessary. ReversP~ through repurchase would not be applicable to drawings 
in the super gold t~dllche; however , the fact that a country baa acquired a 
super gold tranche position must Tt1ean that at least in the past sflliq 
solution baa been found to sales of its currency. 



MEMORANDUM 

TOI 

PROM1 

Mr. Gold 

J . J . Polak 

SUBJEC't I tpguiremant of Need-General Account 

' 
.June 25. 1971 

I gather that the deciaion at , .. terday' a Staff Heetina waa 
that th• ataff ahould undertake a atudJ of the question of llieuae of 
automatic draving ripta in the aold tranche u referred to in para­
araph 32 of the 1968 laport of the Executive Directors, ad any related 
queatiana for dradnga in other tranchea , and that moreover a Vfl'1 
should be found in adYance to inform the Board that thie study would be 
undertaken. 

It a:lpt be beat to start with the comnunication to the loarcl. 
Would yH be willing to take the initiative on this? 

cc1 Mr. Rabermeier 
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Gold Tranche Purchases - Need 

I hope that we will pursue 

at the Staff Meeting on June 24th. 

that you would inform the Board 

on the basis of, although 

DRAFT 
6/24171 

I believe, 

staff was studying the subject 

to, Section 32 of 

the Executive Directors' 

Articles. 

on the Proposed Amendment of the 

take the initiative to prepare a 

tion with Mr. Habermeier and myself for your 

consideratio. 

I 

I 
I 
I 
I 

I 
I 




