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1. FIFTH GEWERAL REVIEW OF QUOTAS

The Committee of the Whole on the Review of Quotas reconvened to
discuss mitigation of the impact of gold subscription payments. The
members had before them SM/69/153 (10/15/69).

Mr. Roelandts asked for confirmation that the voting majority
prescribed by Article III, Section Y4(c) was applicable to Article III,
Section U4(a).

The General Counsel furnished confirmation, and added that any
decisions dealing with the payment, or taken for the sole purpose of
mitigating the effects of the payment, of increases in quotas proposed
as the result of a general review of quotas, would have to receive an
85 per cent majority, whatever the form of the mitigation might be.

Mr. Dale referred to the gquestion of primary mitigation, and agreed
with what had been said in the basic paper. He was grateful for the
paper that had been distributed during the meeting (EB/CQuota/69/3,
11/19/69). Although he was not sure he had been able to absorb it in
such a short time, it appeared to male the point that in all probability
a certain number of countries would be close to the line that divided
members that would, under Articie III, Scction 4(a), have to make a
full gold payment, and those that would not. Those just above the line
might feel that they were unlucky, discriminated against, or otherwise
badly treated. If the figure of $217 million in the column "Gold Sub-
scription” in the table on page 2 was reasonably accurate, it was not
negligible, but neither did it go very far. He ventured a guess that
it might be possible that that number could be reduced by the time the
quotas actually came into force. He was somewhat open-minded about
Article III, Section U4(a), but he was impressed with the problem that
some countries would arbitrarily fall a 1little above the line, and
others a little below it.

Turning to secondary mitigation, Mr. Dale said that undoubtedly
changing the provisions of the Article to enable 25 per cent of subscrip-
tion payments to be made in SDR's would be the preferable as well as the
most straightforward course. He recalled that that procedure had been
considered when the SDR Amendment itself had been discussed. He re-
gretted that the decision had been made at that time not to adopt it.

He had been interested in Mr. Colombo's statement at the Annual Meeting
about the matter. Mr. Colombo had indicated a feeling of regret that

the possibility of paying gquota increases with SDR's had not been adopted,
and he had expressed the hope thaet the situation would be changed in the
not too distant future. Mr. Dale thought that Mr. Colembo had been

right at the time of the Annual leeting, and that he would still be right
on December 31, 1969; in addition, he would continue to bz right in 1970
and during the years followinz. Mr. Dale hoped that consideration would
be given to changing the situation.
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Turning to the staff comments on page 6 of the paper concerning
secondary mitigation, Mr. Dale first mentioned the quantitative elements
of the problem. The staff had referred to a maximum of about $500 million;
Mr, Dale assumed that the figure was only for illustrative purposes. He
had no objection in principle to a ceiling for several reasons. First,

a ceiling was desirable for operational purposes. Second, a ceiling was
needed so that the Executive Board, as well as the Board of Governors,
could approve exactly what they intended to. Third, there was a precedent
for a ceiling in the mitigation arrangements that had been approved in
1965. However, it was necessary to be reasonably sure that the ceiling
was a realistic one in terms of what would be likely to happen. In 1965,
1966, and 1967 the ceiling had turned out to be a reasonable one; it was
quite close to the mark. His own estimate, at the present stage of the
discussions, was that the secondary mitigation problem was in the neigh-
borhood of $650 million to $700 million. He had arrived at that estimate
by two different methods. The first was the application of the per-
centage that the secondary mitigation problem had borne in 1965 to gold
payments as a whole. The second was an arbitrary consideration of the
proposed quota amounts and an estimation of the amounts that various
countries would accept. The result of both those estimates had come

out reasonably close together. He then reiterated that he would like

to feel reasonably certain that the ceiling adopted would be realistic.

Continuing, Mr. Dale asked which country or countries might operate
as a turntable by providing the currency that would initially provide
gold, and to which the replenishment operations envisaged on page 6 of
the paper would be directed. He requested comments, not because of the
extreme importance of the question itself, but because at some stage of
the discussion the Executive Directors would want a rather precise idea
of the manner in which the scheme would operate.

Mr. Dale gave an illustration of the prcblem. He assumed that
Country D would provide gold to a number of other countries that would
in turn pay that gold to the Fund in connection with the quota increases.
The Fund would then replenish its holdings of the currency of Country D,
and at that point the gold holdings of Country D would have been re-
stored. However, the reserve position in the Fund of Country D would
have been diminished by an equivalent amount. With that in mind, the
paper said that it might be necessary to temporarily place more emphasis
on that currency when currencies were selected for ordinary transactions.
He agreed with that proposal, but it did raise the question of the length
of time that would be required for Country D to "catch up." He viewed it
as important that during a given period emphasis should be placed on
that currency in ordinary drawings as far as possible, more or less pari
passu with the mitigation scheme. In other words, the "catch-up" should
be gquick.

Finally, Mr. Dale mentioned a fourth matter, which concerned the
problem of the total reserve position of Country D. That position had
been reduced, even after the replenishment with gold had been undertaken
by the Fund, and he proposed a possible alternative to restoring the
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total reserve position of Country D. Instead of restoring that position
by using the country's currencies for regular drawings, perhaps the posi-
tion could be restored to some extent by directing SDR's to the country
without designation under Article ¥XV, Secticn 2(b) (ii). As he recalled,
it had been previously sugzested that another alternative to accomplish
the same objective might be to use Article XXV, Section 5(a), which said
that designations should be made in sccordance with stated seneral rrine-
ciples supplemented by such other principles as the Fund might adopt from
time to time. What he had in mind could be considered as a supplemsntary
principle. However, having comparcd the idea he had just outlined with
the staff proposal, he believed that the suggestion of the staff would
perhaps be prefergble if an SDR transfer mechanism were to be used.

Mr. Schleiminger observed that the Executive Directors had not yet
reached agreement on the size of the total increase in quotas, but he
thought that that objective would not be prejudiced by discussing other
important aspects of the general review, such as mitigation of the gold
paywents. He agreed with the comment in the paper that the primary burden
of the gold subscriptions appsared to be comparabively smaller than at
previous reviews, and that members wmight have less interest in availing
themselves of the opportunity to mitigate the primary impact, as they
might have to forgo certain important advantages. He felt, however,
that wember countries should be free %o accept their quota increases in
installwents, or to make smecial drawings to mitigate the impact on their
reserves; of course, since the Amendment, all drawings were subject to
normel conditionality. Concerning Article III, Section 1(a), he though%
that the reasons for not activating that Article in the past had been
good ones, and they still were mood. Activating that Article would go
against the spirit of at least some parts of the Amendment that had been
made just a short while ago.

Concerning the seconary impact, Mr. Schleiminger had scme sympathy
with Mr. Dale's view for using SDR's to pay the gold subscription por-
tion of quota increases. But he doubted that an amendment could be
made and implemented in time to be offective for the quota increase
being discussed; it would be useful to reconsider that argument well
in advance of the next general review of quotas. But vhile he was sym-
pathetic with the "straightforward use" of SDR's for the mitigation of
gold subscriptions, he had grave doubts about using SDR's for mitigation
either by directing them to a country without designation under Article XXV,
Section 2(b)(ii) as suggested by Mr. Dzle, or by using them for repayment
in order to make it possible for the Fund to replenish certain currencies.
He would regret arranginz to use SDR's for special purposes before they
had been used for the general operational purposes that had been decided
on. He believed that there were very good reasons for the separation of
the General Account and the Special Drawing Account and that exceptions
should not be considered until the rule had first been applied. While
he would be ready to consider special uses for SDR's later, he thought
it was somevhat premature to do so before the use of SDR's had begun.
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So fair as the triangular transactions were concerned, Mr. Schleiminger
ggreed with Professor Charies T. Xindleberger who had spoken at a hearing
of the Subcommitiee on International Exchange and Psyments of ths Joint
Economic Committee of the U.S. Congress on November 13, 1969. Professor
{indleberger had called those transactions "ocus-pocus,”" and he had
added that as the hocus-pocus did not do any harm, but on the ceontrary
the technique would help o achieve a purpose that was economically sound,
he saw no difficulty in applying that method as & means to mitigate the
secondary impact of gold subscriptions. Mr. Schleiminger went on Lo say
thet the triangular transaction method had a precedent, and a soluficn
was needed for the problem of secondary mitigation; while the technigue
was somewhat artificial, the objective was reasonable and sound. Like
Mr. Dale, he thought that it would be helpful to have a ceiling for the
size of the mitigation to be achieved by that method. Noreover, like
Mr. Dale, he thought that the method presupposed that certain rules,
principles, and definitions would be established for guidance. First,
the countries that would be entitied to purchase gold for their sub-
scripticns from other member countries should be sgpecified. Second,
certain rules or guidance should be established for devermining the
currency or currencies that the Fund might wish to replenish. After
all that had been done, it would be possible to determine the countries
that might have to act as "turntables" in the triangular transactions.

He wondered whether the experience of other general reviews c¢f gquotas
might offer guidance, and he asked the staff for additional information.

In concluding, Mr. Schleiminger favored the triangular approach,
and had doubts upon the use of any other arrangement for mitigation of
the secondary impact; he viewed the present quota increase as an inter-
wediary one because it was being performed immediately before the actual
allocation cof SDR's. AL the time of the next general quota review suffi-
cilent experience in the use of SIR’s weuld have beesn gained to take a
fresh look at other techniques for mitigation.

Mr. Xharuwawan observed that both Mr. Dale and lir. Schleiminger had
paid particular attention Lo the secondary impact; cn the other Land,
and for equally understandable reasons, he beiieved that the developing
countries were interested more in the primary impact. He thought there
ware three ways to solve the vroblem of the primary impact. TFirst, pay-
ment in instailments; second, a special drawing--which now might have tc
be & conditional drawing--and, third, a waiver of the gold payment when
the total reserves of a country--including SDR's--were less than the
total of the new quota. Although there would be no objections to using
the installuwent technique, that arrangement was now less desirable for
member countries, in view of the plans for SDR allocations. Copcerning
a special drawing, the staff paper had peinted oubt certain restrictions.
He telieved that it was necessary to be more precise about the condi-
tionality of thet drawing, because conditions were not the same for
aifferent drawings; they depended on the credit tranche concerned. He
wondered if, for the purpose of primary mitigation, a special set of
rules might be drawn up that would be applicable eynally to all couniries
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using a special drawing. Concerniag the waiver of gold payment in some
cages, he thought it was necessary to be more precise. The staff paper
that had just been distributed presented the problem of those countries
on the border between heving a waiver and not having one. However, he
believed that some countries would be interested in making use of that
possibility, and so the Executive Bosrd would have to have definite rules
for it.

Concerning the secondary impact, Mr. Kharmawan made the general
observation that the procedure proposed seemed rather artificial, although
he could not suggest any other solution. He reserved the possibiliity of
making some comments later.

Mr. Palamenghi-Crispi said that the difficulties under discussion
seemed to suggzest some possible changes in the medium term and long tern.
His opinion, and that of his avthorities, was that the Executive Directors
should proceed mora boldly in the harmonization of reserves. He agreed
with Governor Carli, who had stated on Monday, November 17, 1969, at
the International Financial Section of the 25th National Foreign Trade
Convention that, "fec should resist the temstation to inject newly mined
gold in the monebary circuits, directing it mainly to industrial uses.”
Consequently, Mr. Palamenghi-Crispi added, he was pleased, but not sur-
prised, by Mr. Volcker's statement in which he officially shared the
regret expressed by Minister Colombo at the last Annual Meeting that it
was not possible at the moment to use SDR's to pay gold subscriptions,
partly or totally. Mr. Palamenghi-Crispi went on to say that he agreed
with Mr. Volcker that even if the Articles were amended in that way,
major countries would still wish to pay their subscription in gold be-
cause they considered STR's as a first-class reserve asset. He did not
wish to induce the Executive Board to diccuss that problem at the current
stoase, because he shored Mr. Volcker's opinion that it was necessary to
recognize the difficulby of amending the Articles now for that purpose.

Having said that, Mr. Palamenghi-Crispi stated that be was in broad
agreement with the staff conclusions as they appeared in the paper under
discussion. Primary mitigation did not seem to him to present any sig-
nificant problems; he agreed that countries should be allowed to in-
crease their quota by instaliments, if they wished to do so. With re-
gard to special drawings, he said that the amended Articles of Agreement
made a clear distinction betueen automatic and conditionsl drawings. Mo
new categories of automatic drawings could be created at this time, and
consequently every drawing would have to be examined on its own merits.
Concerning the document that had just been distributed, his firsv reac-
tion was to agree that the difficulties expressed on page 4 of SM/69/153
were very real. Although he askad for a little time to consider the
problem, his present reaction was that it would not be advisable at this
stage to introduce any waiver.

Concerning scrondavy witigation, lMr., Palsmenghi-Crispl said that
his authorities were aware of the Arlicnte political dsmisa that Tavge
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movements of gold would involve. The problenm had its rocts in the deep,
and at times inexplicable, realms of psychology. There was no doubt,
however, that only a few countries would te aifected by that type of
gold movement. Consequently, it seemed practical to make edjustments
that would remove some of the unreasonagble fears and emotions. It
seemed advisable, at the same time, to meke use of the next five years
to try to educate scme of the gold-mindad, stubborn masses that in the
recent past sometimes had bzen induced to err.

Mr. Stone understood that some of the aspects of secondary mitiga-
ticn had been settled by the Group of Ten, and he doubted that much
would be gained by further discusgion ahout those. He noted further,
shat the subject had been discussed also by a Subcoumittee of the Joint
Economic Committee of the United States Congress; it wes the Subcommittee
on International Exchange and Payments at its meeting on November 13,
1969. He expressed gratitude to the gentlemen concernsd for the deep
interest they had taken in a matter cf great importance fo the Fuud,
and particuiarly for the full and frank briefing which had been given
to them by representatives of the United States.

Mr. Stone then made several cbservations. Firsh, some of the posi-
tions thet were being teken on the fascinatiag question under discussion
seemced to contain certain amusing incongruities. For examplie, a member
country that continued to state to the Fund that it still bought and
sold gold freely, had been expressing considerable dcubt as to the con-
sequences to itself, if it continued to do so. In fact, there was no
doubt at all that the purpose of arranging for mitization was to enable
the United States to avoid having to sell gold freely, or rather, to
ensure that if it did so, it would get all the gold bachk again. Second,
it had been said that several countries, including the United States,
were no longer councerned about gold, and he found difficulty in recon-
ciling that view with the anxiety of those countries to provect themselves
zpainst losses of gold. Third, the opinion that had been expressed that
SDR 's were as good as gold suggested that perhaps the Execubtive Directors
should be thinking, in terms of the interest of the Fund, in making re-
plenishment not against zold, but ageinst SDR'c. Perhaps some interest-
ing arrangements could be made whereby merber countries that made gold
available to other countries for the purpose of paying gold subscriptions
should be reimbursed in SDR's rather than zold on the basis of that logics
that should be fully acceptable to them. He supposed tne truth was that
internal contradictions of thai kind had become familiar, and they should
be recognized and translated; they should not really bve a matter for sur-
prise. However, it was painful {o anyone who was an Ixscutive Director
of the Fund that the Fund should seem to lend itself to such siratagems.

Mr. Stone confirmed the views on primery mitigabticn that Mr. de Kock
had previously expressed on hig behalf. Conceruing the staff’'s suggestion
on secondary witigation, it was not precisely clear to him how tihe device
wouléd function, but probably the mechanics were less important than the
purpose, which was clearly Lo deprive the Fund of geld that would otherwise

)
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accrue to it. Mr. Schleiminger had referred to Professor Kindleberger's
use of the term "hocus-pocus™ and Mr. Stone believed that that was a fair
enough expression; the arrangement was certainly artificial. He observed
that the willingness by the Tund staff to forgo gold in the case of
secondary mitigation was all the more surprising in view of the battery
of arguments, on naze 4 of SM/63/153, against primary mitigation through
the use of Article III, Secticn 4(a). He had not found those arguments
wndvuly convincing, bub it was striking that the paper sought to get the
last pennyworth of gold for the Fund in connection with primary witiga-
tion, while its attitude concerning secondary mitigation was quite the
opposite. It was perhaps relevent that Article III, Section U4(2) miti-
gation would apply only to countries whose gross monebary reserves as
defined in the Articles were less than their new quotas; by definitlion
such members would bz the financially weaker ones. He thought it strange
that the paper should propose no concesaion at all to those members--
obther than installmants or drawings that had their ovn built-in disincen-
tives--and yet thet it should propose & major concession to the most
powerful wemboer of the Fund., It was even more remarkable when one con-
sidered that thet form of primary mitigation was specifically provided
for in the Articles, while by contrast, the artificial secondary mitiga~-
tion device thot had been proposed was a stratagem of which the best

that could be said was that it probably could be reconciled with the
Articles, albeit without not a little difficulty.

Hext, Mr». Stone turned to the question of secondary witigation it-
self, for which he had found no justification in the stafi paper. The
proposal was to relincuish the Tund's right to acguire gold up to a

particuler sum. The only justificotion--if one could call it that--for
adopting that position seemed to be contained in what might be called a
foreshadowing of & major policy decision sbout the accuisition of SDR's
by the General Account. Other than that, there wos nothing. He wished
to say in passing that if the Fxecubive Beard accepted the proposal for
secondary mitigation, vhich he assumed would be the caze, he would regard
that as in no way prejudicing, or in any sense commitiing the Board in
advance, to a subsequent acceptance of the posscibility ocutlined in those
three paragraphs of the paper relating to the use of SDR's in the General
Account. Such questions as that were of the highest orxder of policy im-
portance for the future of the Fund, and for the fubure of the SDR asset
itself. They were not policy metters to be decided in haste--and perhaps
to be regretted at leisure--and he saw no need Tor the Executive Directors
to comait themselves, even implicitly, on that particular question at the
present time. Ie believed that the General Account and the Special
Drawing Account chould have the separation that had been previously
agreed uporn, and any change was difficult to contemplate without a fuller
treatment than had heen given to the matter thus far.

In the absence of any other justification for the staff's proposal
for secondary mitigation, Mr. Stone contimied, one might assume that the
staff no longer considered it imporlant that the Fund ghonld acyuive gold,
were it not for other provisions in the paper. Tor erample, a ceiling
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a5 to be placed on secondary witigation; and the paper more or legs
te ed that members woild, wherever pcssibie, meet their gold subgerip-
tions from their own gold holdings. He then noted that there wes a wice
difference smong merbers in taelv canacity to mest bheir subseripgticns
from their own gold holdings; he therefore wondered why, iF cne levge

i

courtiry wes to receive spacial treatment through 2 kiad of ianstant re-
pienishment mecharnisn, alil wembers shouvld not be permitited o avail
themselves of that arrangement. Sach an arrs nﬁ»mcni would 1oy harm

any members, but the result would be thaih the Fund wwould nct gain any
gold, or only such gold ag some wembers might wish to terder, which Die-
gunably would noh be wmuch.

Mr. Shtone then zzid that ne could continue with these observeiions,
but he did not heve anr expectation that thay would effect vhe outcome

of the discussions. ILiowever, one major aspect of the proposals that

had been mede concerned him greatly: he thought that the imsge of the
Fund was at sJara. The dovember 1€, 1969 issue of the Wall Street

Journal referred to the question be¢ng discussed under the heading:

"The GClngb“UT in Gold." If vointed cut that: "For years the U.S.
Treasury, With the more or less willing helip of chher nations, has tried
all sorts of stratagsms Lo keen U.S. gold from flowing abrcad." It then
went cn, in & later pearegrarh, to talk sbout the International Monetarv
Fund. It said: "The Irternationsl Mone:ary Fund hes conjured up 'special
drawing rights, ' euphemistics Tlm FaLLGO 'peper goid; ' whaich everyone would
consider just as pood as gold.” ;111 leter, speelking aboub the quota
increase itself, the papoer said: "oO the planners [and he cuppeosed by
implication, at any rase, it was referving to the Fund vlanners as well

as the national planners %vvolvnd] heve worksd ov* 2 tricky little book-
keeping arrangement Ghat would leave the IMF holding noh added gold but
some promizsory uou,;,' Mr, gtone did not know mn;m the reaclbion of the
other Execubive Directors vas when they saw the Fund discussed in terms
of that kind, but his reac*AGM was one of disgtress.

Mr. Williams shered strongly the views set forth by Mr. Xheirmawan
on two asnects of the question. Like him, My, Willlams wasg jntorﬁsted
more in *ha primavr than in the secondsry impact. So for as primary
nitigaticn was concerned, the allocaticn of special druwing rights PLO*
vided a built-in disincentive for paying guota increases by installments,
as did the conditional nature of drawings for the use of thet wethod of
vavment. There was therefore less dincentive for a developing counbry
to mexe use of those two methods now than there had been nreviously.
Concerning Argicle ILT, Section 4(a), he had read uu/é9fl)) a3 well as
the document that hod just been dishbributed, but he had nobt yot had sul-
ficient time to think through the figures advanced. Thcse by wwG“VG
statistics included %wo figures that were not large in viéw' i their
relation %o the size of the Fund; apbllcat¢on of that Lrytinle miwdt
result ia smaller fl«aﬂes then the $217 million apd $53% miilion men-
tioned. 2 hed 1 tened 0 the comments of Mr. Dale and M. Schleiminger
on tre problem of countries near the dividing line; but he &id nebt think
that that sheuwld uf&ild@ any sreat obstacle toward applying the Article;
it should be possible to work out appropriate arrangementz. Moreover,
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the Amendment had bean accepbed in the
provision vnder discussion would veguir 55 oer cent majority. He be-
lieved that the matter should be studied a bit Turther. As arvangemenbs
that had been called artificial could he used toward alleviating the
vroblems of large counurles; Le thought that it war expedient and neces-
sery Tor the Fund to apply a provision already in the Articles to re-
lieve the irmpact on some of the other countries.

rit than changes concerning the
1 e

Sy

=3
but he hoped that the possibility of applying 2rticle TEI Section 4(a

would be studizsd if there wers & femand for it by soms of the nerber
ccunuries. He regurded secondary nivigotion as absolutzly essenvial,
because 1t would be adversce to the best interests of the international
financial comrunity to have large gold outflows from cartain "turntable'
countries.

Mr. Kafke found himself in complele agreement with the staff paper,
)

lr. Plescoff {hought that mitigation could be discussed now, but a
decision could not be nade before the Ixecunive Board had agreed on the
details and figures for the guota increases He agreed with the staff's
suggestions on primary wmitigation, ans he woald transmit te his authori-
ties the paper that had just been received ceoncerning Article IIT, Sec-
tion 4{a); he would speak later on thal subject.

Concerning secondary mitigation, Mr. Plescoff had several comments.
First, the use of special drawing righis for making peyment of the gold
portion of the additional subscription to the Fund was not a questicn
for the present general review of quotas, but perhars iur the next ore.

He felt that all Executive Directors womid agree on that. He was surprised
that the question had bpeen raised; it had been said dnaﬁ the agreement on
the total size of the cuoha iFC?e&SG for the Fund was sone ng taat should
not be changed, and yet such w use of SIR's would reg ghange of
a written Fund a"veemmnt. Sacond, there was the quss comparison
o tne liquidity of the Fund vith SDK holdings, against 3 quidity
with gold holdings; he asked whether a papsr could be given *o ohe
Executive Directors on uhab Subﬂecu. ¥e referred to the foohtnote on
page 5 of umféj/L;J, vnich said that the Fund nighh renuire a parbicipand
to provide its currency for special irawing rights. As previously mem-
bers had provided their currency for golld, he thought that additional
information should be made avae ilab"e to thn Execubtive Divectors about
compering the liguidity of 3DR holdings and gold hioldings. THIrd,
secondary mitigation could only be justified by shewing thet without
such mitigation thore would be problems in the ¢n+ernat~oqa¢ financial
field. 1In that respect, he had not found in the staff rarer menition oF
ghe fact that the gold reserves of the United States hald increcsad by
$430 million since June 1968, and he thought that that increrse was an
LmPOmvanu factor in the protlem. He then asked whether the proposed
solution shouid be used for the secondery mitigation problem regardless
of the increase in the gold stock of the U.S. reserves. Iif I{ vas clearly
demenstrated that secondary mitigation was needed; then he thought that
whe triangular {ransactisn approach wae perhaps the wmost realistic one.

thir
uire the
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There were conditions to that approach, including the need for some
countries to be ready to engage in the transactions; those countries
were the ones whose currencies were needed by the Fund and could be used
immediately by the Fund. He hoped that before a decision was taken, a
careful analysis would be made, and that it would be clear that the de~
cision was the correct one.

Mr. Phillips was in full agreement with the conclusions in the
papers, and he asked for clarification of a few points. First, on
primary mitigation, he had heard with great interest the statements
made by Mr. Kharmawan and Mr. Williams, and he fully agreed with Mr. Kafka
that consideration should be given to alleviating the impact on countries
by using the procedure described in Article III, Section 4(a). He agreed
with making optional the payment of the quota increases by installments,
but he would not recommend that procedure to his own countries. Con-
cerning a special drawing to provide payment for the gold subscription,
he had some questions. First, would the conditionality referred to in
the Articles be the same that applied to all drawings in accordance
with the present policy in the Fund? In other words, would the same
conditionality apply to a drawing to facilitate payment of the gold
portion of the guota increase that would apply if the drawing were made
for some other purpose? Second, if there was a need for balance of pay-
ments reasons or reserve reasons, as stated in the Articles, could a
country use SDR's to purchase gold for the gold subscription?

Cn secondary mitigation, Mr. Phillips fully agreed with the pro-
posal to use the triangular transaction system. He thought that that
would solve some of the problems that had been discussed, and he agreed
fully that there was a need for such mitigation. But, like other Execu-
tive Directors, he wanted more time to think about the system by which
countries would be selected to participate in those triangular operations.
It was important to have definite ideas in that respect.

Mr. Phillips fully agreed with Mr. Palamenghi-Crispi on the gold-
mindedness of some countries, and he did not limit that to the consti-
tuents of IMr. Stone. The reserves of some countries might be considered
as frozen when they were in gold.

Mr. Phillips then referred to a fubure meeting to consider the prob-
lem of "rounding." He requested that the paper to be discussed should
include an alternative method for rounding, based not only on past ex-
rerience, but also on aesthetic considerations; possibly rounding to the
next millior on quotas up to $300 million, to the next $5 million for
quotas up to $L billion, and to the next $10 million thereafter.

Mr. Yaméogo asked to be told the advantages and disadvantages of
paying the gold portions of the quota increases with gold, and on paying
them with SDR's. Since the Fund desired to give the impression that
SDR's were really as valuable and as good as gold, he thought here was
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an opportunity to demonstrate it. Accepting the payrent of the gold
periion of the subscription in SDR's would increase their acceptability,
and it would elso be logical.

Secona, Mr. Yaméogo supported quota increases by instaliments. EHe
regretted thal some of the Executive Directors did not share his view,
but many of his countries, and many countries rrom other gvo;na had vsed
tnat method for the previcus gquoba increase for wmany good “”ﬂuUﬁm, hz
did not see any reason why the procedure ghould not be rebained.

Mr. Lieftinck stataed firet that he rsgretted that the Articles cf
Agreement as amended did net allow +the use of SDR's inshead of gold in
paynencs. At the seme time, he felt thet it would be necessary to live
with the preseat provision for some wime, and any immadiate effort to
emend the Articles would be irappropriste. He felht that there was every
reason o amend the ALuLulpu in thal, sense, when the time was appropriate.
When amendment of the Articles was discussed, he had advocated thsat ameﬂé-
ment, but under the present circumstances he noougnt it was necegsgayy
give consideration to primary and secondary mitigation.

(.)

b

With respect to primary mitigation, Mr. Lieftincik said that the
Tirst possibility was an application of Article JI1, Section L{a) for
countrieg with very small reserves. Although in the past arguments had
been presented egainst activating i%, be felt ﬁbvu the founding fabhers
had inserted that provision ia the Articlses because they bzlieved that
all members should have an orportunity of partici} ting in a general
increase of quotas. If the reserve position of certain members con-
stituted a comstrairt, the Article should be applicd. ile recognized
that because of the allocation of SLR's that Article would be applicable
perhaps to only a few mambers, and he Telt that ¥ should be applied in
proportion to the annunt by whizn a coundry 's reserves were below k3
new quota. Mitigaticn through acceptance of the cucta increase in in-
stallments over five yerrs vas azcepteble %o him, but in view of the
link beltween quotas snd all. caﬁomsofsmvs,hewmm@ed&macﬁ*umm
arrangenent would appeald o rembers. Fonperning mitigavion through dra-
ings on the Fund, he azsain had no cbjection, bub he thought that it unculd
be restricted to countries zeceiving only & zeneral increa

"]
ase.
With respect to secondsry mitigation, Mr., Lieftinck feld trnat the

arguments favoring such mitigation were less convincing than they had
been for the previous general increase in quotas. The peesition of gold
now apneared in a dirfferent light for two reasons. First, becauvse o? B
decisicn that had been taken to close reserves to the inflow of new gold;
and second, becsuse of the allcecation of SDR's, which the Fund might d=-
cide could be used for repurchases and for paying obligsticns arising
from a general increase of quotas. He doubted that any counbry would be
hurt by some small movement of gold within its reservez. Bub if weuber
countries felt that they would in fact be hurt, then perhaps their approaci
to thﬂ gold problem should become somewhat different than it appeared to
be. He had alsays advocatad sbrengthening the Fund'c goid position when

£
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quotas were increaged. Gold was the most liquid asset the Fund had, and
adequate holdings provided more flexibility to the Fund's operations.
But to be fair, with the creation of 3DR’'s, the need of the Fund to have
gold did not appear of the sawme imporhtance. The charachter of gold held-
ings would change somewhat with the creation of SDR's, and he thought
thiet for psychological reagons the Fund should set an example to its
members by avoiding a strong distinction between gold and SDR's. For
that reason, he could accept secondary mitigation. The first of the
various measures that covuld be applied was the uge of the genersl de-
posits of gold, and this had been aprlied at the fime of the previous
general increase. He was glad that no one seemed inclined to use that
procedure again; if it had been proposed, he would have objected becauge
it led to double counting and to a distortion of the entire reserve pic-
ture, [E%cond, triengular transactions had been proposed for secondary
mitigation, and he thought thati, within a quantitative limit, that pro-
cedure was acceptable. The replenighment procedure remained, and that
wss linked to the need of the Fund for replenishment. His only doubt
about that procedure was that he was unconvinced+that arraangements could
be made so that there would always be a need for replenishment. IHe re-
ferred to the bottom of page 6 of SM/69/153 where it was said that another
pessibility would be for such replenishment to take place as and when the
Fund needed the currency in connection with perticular drawings. He
guestioned whether that replenishment should be part of the triangular
transacticns as such, or whether replenishment should only take place

if apd when the Fund needed the currency. He ashked for staff comment,
In that connection, he favored apolying Article ¥XV, Section 7(c){ii),
for meking repurchases with special drawing rights available to all
mewbers. The provision included the words: "as far as feasible," and
it was possible thet such transachions would be feasible for only a few
merbers. His primary reason was that he thought that the use of SDR's
in transactions with thz Fund--which naé been vnduly limited under the
amended Articles--should be encouraged as much ags possible under appro-
priate circumstances and in appropriabte cases.

Mr. Lieftinck favored proceeding with the discussions and perhaps
arriving ot conclusions, even if an agreement was not reacked with respect
to the amounts of the general and special increases. Regardless of the
cutcone of those amounts, mitigation was a problem that had to be faced
up to, and in doing so, as many coumsries as possible shouid be allowed to
wuke full advantage of the genersal increuse of quotas. With respect to
selective increases, the Executive Directors sheuld have the interests of
the Fund in mind somevhat more than the interests of the nmeribers.

M1+, Mitchell made three points. First, he regretted that SDR's had
been excluded from some kind of a role in the qucte increase. Second,
he agrecd in general with the staff paper on both primary and seccndary
mitigation. On Articie III, Section 4(a), he sympathized with the view
of Mr., Lieftinck that there might be some cases where it might not be
ipappropriate to invoke it. Third, on secondary mitigabion there was
clearly a problem. The solnbion pruposed in the paver was not merely

)
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Teagivle; it had, in a sense, Leen Tried before. He agreed with those
who felt that there should be some ceiling, and he was glad that Mr. Dalie
accepted that view.

Mr. Madan referred to EBM/69/97 (10/20,/69), and recalled that he
had then said that the arrangements for the mitigation of the secondary
impact were, on the waole, reasonable, and he saw considerable advantage
in the staff solution. Regarding the primary lrnmpact periicularly, he
referred to Article ITI, Section h(a), and reiterabed tiat he agreed
with Mr. Stcne that there was not the some justirficetion as there might
have been in the past For insisting on a full 25 per cent payment in gold
by nenber countries with couparatively low monctary reserves if the geld
payment was in effect to lead to no acerefion of gold to the Fund. There-
fore, he believed, as had been provosed by several cther Exscubilve Direc-
tors, that activation of the Article might be re-examined, particularly
from the point of view of the rew vole visuvalized Tor gold, both generally
and in regard %o the arvrangement for mitigation.

s

king peragraph of the paner under

e 5. He want on to say that
the possibility of substitubing SDR's for gold--in gold subscripiions to
guota inereases--although enviseged during the preparation of the SDR

icies of Agveement. His first

reaction was to wonder why that procedurs did nob find a place in The
Articles of Azreement, especially at = time when one of the objectives
was to build up confidence in SDR's. In that respaect, he thoughs it wes
now timely and appropriate for the ¥yecuhive Directors to tecome conceraed
about amending the Articlies in order to make SDR's, in Tach, as good as
gold for all prachical pwposes. Having zaid that, he added that he was
in general agreement with the staff pever with respect o primary mitiga-
tion; special athention should be paid to that problem.

With resmpect to secondary mitigation, Mr. Escobar was also in general
agreement with the shaff paper. He noted that the secondary burdcen was
expected to fall largely on the United States, and if the United States
considered that tae burden would be detrimental to the working of the
international monctary system, or would adversely affect the image of
that system in the immediabte future, he would accepht any formuia like
the one suggested by the staff. It was necessary to mitigate the wurden
in order to avoid any demage to the smooth working of the internsvional
monetary systen ab any time when quotas in the Fund were being increaczd.

Iir. Johnstons referred to primary mitigation, and saic that he was
£

broadly in agreement with the suggestions in the paper for the use of
installments by countries that found the procedure couvenient. He
thought no reasonable objection could be raised to that system, and he
could say the same for special drawings. With respect to the use of
Article ITT, Section L{a), he wished to have additional time for carelul
congidaration.
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With respect to secondary mitigation, Mr. Johnstone had no objection
to the main technique suggested in the paper; nemely, triangular trans-
actions. This seemed to be a feasible and reasonable technique Tor deal-
ing with a situation which would otherwise cause problems. He agreed
with Professor Kindleberger that there was no harm in the use of the
technique, and therefore he had no objechbion to it. The professor’'s
use of the term "hocus-pocus" in his reference to the technigue might
not be so inappropriate. The essence of central banking was a rather
similar procedure of exchanging one asset for another. He agreed, hov-
ever, that a quantification was required in order to establish a reason-
able ceiling.

Referring to the final paragrarh on page 6 of SM/59/153, Mr. Johnstone
asked precisely what difference there was between the procedure envisaged
in the Tirst sentence of the paragraph and the one referred to in the
second sentence.,

Mr. Palamenghi-Crispi clarified his previous remarks by repeating
that he had referred not to gold-minded countries, but to gold-minded
nagses in the United States, in Italy, and everywhere else in the world.

Mr. Hattori favored making it possible for ccuniries to pay their
quota increases by installments if thev wished, or to make drawings when
they vere warranted under normel tranche policy. Morsover, it was pos-
sible that in some cases, under particular limitations, the provisions
of Article III, Section L(a) might be invoked where necessary.

On the secondary iwpact, Mr. Hattori thought that there was a clear
need for mivigation, and he was broadly in agreement with the proposals
in the staff paper. He thought that sscondary mitigation was perhaps
now less important than it had been for previous quota increases, but
on balance the international monetarwy system had mere to gain than ©o
lose from some sort of an arrangement for secondary mitigation.

Mr. Schleiminger observed that one of the interesting features of
the discussion had been the wide interest shown in the possible activa-
tion of Article III, Secticn 4(a) as a means for primary mitigation. He
had not heard any strong reasons why that provision, which for very good
reason had not been activated in the past, should now be activeted. He
nad not heard that the situabtion had completely changed, waking activa-
tion of that provision of the Articles necessary. Like other Bxecutive
Directors, he was prepared to study the possibility with an open mind;
bubt in order to do so, he thought it would be helrful to have additional
information about how the provision would be executed. Mr. ¥harmavan had
referred to it as a waiver, and ‘the connotation of s waiver reinforced
dr. Schleiminger's uneasiness. He asked whether it would be a permanent
waiver, or whether the repayment provisions of Article V, Sectica 7{(&)
would apply later; if the cowrtry's reserves increased, would it have to
pay in full, or would repayment be made over a period to allow the countr

to rebuild its reserves, and then, Lo comply with the tules?
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Mr. Kharmawan explained that the word waiver was a sort of oral
shorthand by which he intended Yo include 21l kinds of techniqgues that
might be used for countries in weak financial sitvations. The smalier
countries should be given consideration at the same time that efforts
were being made to alleviate the burdens of much stronger countries.
There were many reasons for activabing the provision, including the
fnendment that had made automatic special drawings impossible.

The General Counsel referved Tirst to Mr. Schleiminger'’s lasv
guestion in connection with Article III, Section u4(a), and pointed out
that the staff had nobt presented a fixed position against invoking thet
provision. On the contrary, the staff had resuscitated the suggestion
in order that it might be exenined, with the explanation that hitherto
Executive Directors had not used the provision., The resscns for not in-
vokirg that provision in the past hed peen: first, the liguidity of the
Fund and the impact that the use of that provision wight hawve had on
Fund resources; second, the desire to discourage the use of an uaduly
eagy method cf obtaining quoba increases. He noted thah the provision
was applicable also *o individual countries' requests for guota in-
creases that were not associated with general reviews. Although those
had been the motives of the Executive Directors in the past, the staff
would be ready to work out whatever mignt be desired on the present
occasion.

The General Counsel mentioned Mr. Schleiminger's question about the
word "waiver" in connecticn with addivional gold subscriptions, and said
that if it was used to describe the reduction in gold subscription, the
effect might be no more than temporary in giving relief. The repurchase
provisions of the Articles would continue to operate, and they might, in
due cource, if the member's reserves increased, produce a repurchase
obligation for the currency that had, in effect, been supstituted for
wne geold portion of the quota increase, or part of it. The repurchase
position was the sams, insofar as the origzinal gold subscription nad
been less than 25 per cent of quota. For example, if the currency sub-
scripbion had been 3G per cent of quota, then there would be a possible
repurchase obligation of 5 per cent that might sccrue in gold or in con-
vertible currencies. IHe then referred to the question whether, in addi-
tion, specisl repurchase terms could be imposed as they were in connection
with purchases. Such terms would be within the discretionary power of
the Fund; and & repurchase obligation of that kind that was made ancil-
lary to the repurchase provisions of the Articles might geen appropriaie
to the Executive Directors.

The General Counsel yeferred to Mr. Dale's twe possibilitil
tion with directing SDR's to particular members. One was to pr o
actions without designation under Article XXV, Section 2(b), as a method o
allevisbing reductions in the reserves of certain countries. The other wss
the adoption of a supplementary principle of designation under Article XXV,

3
scolibe tro

c
a
S

%

Section 5(a). The General Commsel confivmed that he had previously sal

that there was no & priori lezsl objection to eithsr convse, tub 1T tho
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procedures were pursued actively--although at the moment they were merely
being noted in th2 record--then it would be necessary to examine how they
would affect the operstion of tue new facility. A decision of policy
would be needed in the light of the possible effects on the total opere-
tion of the SDR facility. For example, a balanced distribution of special
drawing rights was one of the desiderata of the whole scheme, and had
been written into the Articles. The issue of directing special drawing
rights to the General Account of the Fund itself was a different question,
which Mr. Schleiminger had mentioned. A nuwber of decisions with respect
to the inflow and outflow of special drawing righes would be necessary
before the turn of the year, in addition to solving the problem of
mitigation, in order to make the mechanism of the SDR facility fully
operative. Indeed, if nothing were done in the field of repurchases,
there might be a considerable inflow of special drawing rights intco the
General Account because of their inclusion in the calculation of mone-
tary reserves as of April 30, 1970. A paper was being prepared that
would give the various possibilities for the flow of special drawing
rights both into and out of the General Account. That paper would be
distributed to the ZExecutive Directors within a number of days. It

dealt with iscues thab would have to be considered vhather or not there
wag a problem of mitigation. But siac: the problem of mitigation in-
volved Fund liquidity, it was rational to link then.

The General Counsel recalled that lMr. Kharmawan and Mr. Willians had
rentioned the possibility of having special purchases from the Fund o
relieve the primary impact. The Amendment had made the old form of pur-
chases for this special purpose legally impossible.

The General Counsel turned to Mr. Piescoff's remarks on Article XXV,
Section 7(a), and said that it should be quite clear that there was an
obligetion on a member to provide its currency, if the Fund should =o
decide, against special drawing rights. It was exactly the same sort of
ooligation that would exist if the Fund decided that & member should
provide its currency against gold. Certain conditions were laid down witn
respect Lo using special drawing rights for this purpose, and, of course,
choge conditions would have to be met. That subject was one of the topics
in the parer that was being prepared on the use of special drawing rights
in and through the General Account.

Coming to Mr. Phillins' remarks, the General Counsel caid that the
use of the gold tranche righ% to acquire currency Shat would then be used
to scouire gold would not be challenged. A mewber would not have to
state the purpose of the purchase; althongh the mewber was expected o
have a need for it. Nevertheless, the purchase would not be challenged.
Purchases in the credit tranches would be subject to appropriate “con-
ditionality." Mr. Phillips had also asked whether special drawing rights
could e used to purchase gold. The answer was that in the first instance,
currency could only be obtaired in transactions involving special drawing
rights; and of course, participants had to have a need to use gpecial
drawing rights. The Geueral Comsel menhioned Mr., Yamdoygo's coumment aboutb
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accepting guota increases by dastallments, and emphasized that there was
no intention to suggest that such a system was being opposed. ELeveral
Executive Directers hed raised doubts whether that procedure would ncw
be viewed with the same enthusiasm that it had recelived in the past by
some members. Special drawing rights were allocated on the basis of
guotas, and allocations would be made on less than the maximum to which
a quota could be increased when it was being increased by installments.
A technical problem would also arise in corrvelating the installment
feature with an option of accepbing a quota bebwszen a maximum and a
minimum amount, if that arvangement were adopted.

Concerning Mr. Lieftirck's question about the implications of the
last sentence on pagz 6, the Ceneral Councel said that when the Fund used
its power to replenish, either by borrowing or by the use of gold, or by s
the new power to use special drawing rights, there had to be & bona Tide
need to replenish. There was nothing in the sentence to suggest that 1
replenishment could be made on the basis of some obher consideration. |
The csentence was mesnt to indicate that if there was 2 bona fide nsed ]
within the foreseeable future, two courses could be followed. TFirst,
there could be replenishunent forthwith; for exampie, if in the coming
three months there was z need for the equivalent of US$L00 million of
some currency, the Puad would sell $l03 million of zold and receive that
currency. Secend, it would be possible to wait until the General Account
transactions actually occurred; for example, if there were to be four
transactions eguivalent to US$25 million each, repienishment could occur
when those transactions toock place, and $25 miilion of gold could be
used on each occasion. The latter had been the more general practice
in the past.

Mr. Lieftinck had raisel a very important point, the Gereral Counsel
said, in connection with Article XYV, Section 7(c){ii), end that® provision
was at the very heart of the raper that tne General Counsel hacd referred
to earlier. It concerned ths use of special drawing rights in transac-
tions with the General Accounb; in particular, it referred to the use of
special drawing rights in repurchases. The Fund's power, under that pro-
vision, was very broad. The words "as far as feasible" did not limit the
repurchace transactions in which the Fund might, if it so desired, receive
special drawing rights. It would be possible for the Fund to accept
special drawing rights in all of the repurchases now oubstanding if 1t
were desirable to do so. The provision indicated, however, that when the
discretion was us2d, it should have roughly the same impact on all mem-
hers.

The Treasurer referred to the guestions about the last two paragranhs
on page 6 of the paper, which dealt with the possible “echnigues and im-
plications of mitigating the secondary impact. The basic operavional
aspect was that the Fund could replenish its holdinge of the currencics
for which it had a uneed againast gold received from subscription payments.
Tt had been generally indevsiood that those currencies would be of coua-
tries that had net credibor positiens in the Fund; meaning that the Fund's
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holdings would be below 75 per cent of the member’'s quota. There were
now 16 members in net creditor positions; 8 of thew had positions of
more than $100 million., and there was no prims facie reason why the
Fund should not use more than one currency in the renlenishment opera-
tion. Of course, the result of the repienishment would be an increase
in the Fund's holdings of a creditor country's currency, and this would
reduce the member's net creditor position. Morecover, if the replenish-
ment were concentrated only on one or two currencies, it would dis-
harmonize the distribution of the net creditor positions in relation
to reserves. There were two differences between the situation at thes
tinme of the previous gereral review of quotas and the present time.
Previously, two currencies had been involved, namely, the deutsche mark
and the Belgian franc, and the Belgian franc was involved for a vexry
small emount in relation to that of the deutsche mark. The other dif-
ference, however, was that remuneratinn was now paid on net creditor
positions; and that might make the srrangement less desirable for mem-
bers. For that reason, Mr. Plescoff's question regarding which member
countries wculd be involved was appropriate, and it would have to be
settled;: the choice of countries was, however, comparatively wide.

The Treasurer turned to Mr. Dale's question about how a country's
position could be returned to normel alter holdings had increased as a
result of replenishmernt, and revlied thet there were various techniguess;
he would give a few examples. ¥First, the Pund could sell the repleniszhed
currency to the excluzion of all other currenciez. The reserve positions
of other members would remain unchanged, and sales would take place as
transactions occurred. Second, there could be a c¢iffervent arrangement
in the timing of the sales. The first senbtence in {the last paragraph
on page € of the vaper implied an instaniancous replenishment; when a
subscription payment was made, the Fund would iirvediately--on the same
day--sell thet gold for currency; and thereby increase its holdings of
the currency. Following that, there would be a dslay before the need
arose to use that currency in trensactions. A third possibility was to
deley the sale of gold by the Fund for currency until the time when thas
currency was needed. That could be dore in various ways; for example, &
currency might be bought for some future period such as the next quarter.
However, the countries that sold gold to other members to enable them to
pay gold subscriptions to the Fund would experience a decline in their
gold holdings, untii the Fund Ffound that it had a need for *heir curren-
cies. Although that situstion would not be unusual for e reserve center,
it might be considered undesireble for a member thet normally did not
buy and sell gold in quantity. A fourth possibiiity would be to in-
volve more than one member in instentaneous replerishment; that would
lessen the decrease in a single member's reserve position. “here might
be other methods, and since the Executive Directors hed express=d a deep
interest in the question, the staff might prepare a paper setting forth
specific alternatives and preferred operational solubions.

The Treasurer said that Mr. Johnstone had Spuﬁ1?10a|?y inguired vhat
the middle seutence in the lasl pavagravh on page & of the paper meant.
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The sentence was intended to explain the first sentence of the paragraph
by giving an example. If a2 country needed gold, it usually bought that
gold from the U.S. Treasury to the extent that it did not wish to with-
draw the gold from its own holdings. However, as long as the United
States had a net creditor position, and the Fund had a need for U.S.
dollars, it would be possible to sell goid to the United States in order
to replenish the Fund's holdings of dollars.

There was also, the Treasurer said, an impertant relationship betweern any
primayry mitigation and cecondary mitigation; the secondary mitigation problemn
would diminish to the extent to which that primary mitigation would occur.
Whether the two would be precisely in proportion would depend on the
amounts of gold that members bought from reserve centers compared with
the amounts that they drew from their own resources; that covuid not be
determined now.

The Treasurer referrved to guestions concerning the Fund's liquidity,
and made several comments. First, in order to place a ceiling on gold
sales by the Fund, it would be necescary to determine what percentage of
the total gold subscription would require mitigation. The staff had
mentioned an amount of $500 million, but that was subject to discussion
by the Executive Board. Second, the goid subscriptions received by the
Fund at the time of the last general increase irn quotas had moved out
to various mewbers by deposit, triangular operations, or réplenishment--
over a fairly long pericd of time; that had had an effect oa the liquidity
of the Fund. Third, the liquidity of the Fund could be affected by the
Fund's capacity to borrow. Iast, the Fund's liguidity could be influenced
by the inflow of SDR'!'s--in amounts still undecided by the Executive Board--
that would be used later as needed by the Fund in acccrdance with the
orovisions of the Articles of Agreement. The paper had not stated that
there was complete identity between SDR's and gold. He thought that they
were not completely identicel for Fund purnoses, pecause the Articles of
Agreement specified certain terms and conditions for SDR's.

The Chairman observed that several Execubive Directors had shown an
interest in the use of Article IIT, Section 4(a). He thought that it
would be useful to have a more detailed paper, setling out the histori-
cal background of that provision, and the various ways in which it could
be used.

The Treasurer said that such a paper could be prepered in due courss,
but it would be useful to determine first what amount of mitigation was
envizaged.

Mr. Stone made several comrents. TFirst, he was glad to hear the
General Counsel say that the staff would work out possible uzes of
Article III, Section b(a); he would welcome a paper on that subject.
Second, the General Counsel had said that a de~ision would be necessary
on repurchases in SDR's tefore the end of the year, quite apart fronm
the question of mitigetion. He vecalled that it was said in pavagraph 3(a)
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on page 2 of SM/69/165 (11/13/69) that consideration needed to be given
to repurchasas in SDR's, preferably before their first allocation, parciy
because of the relation of that matter to the problem of mitigavion,

but more particularly becavse members that had repurchases falling due
after Januvary 1, 1970 might wish to use SDR's in those repurchases. He
asked to what extent the failure of the Execubive Becard to make any de-
cision on that question before Jamuary 1, 1970 would inhibit any menmber
from using SDR's in making repurchases, indirectly if not directly. Was
he nct correct in believing that a member that needed to make such a re-
purchase would be able to obtain currency convertible in Fact from desig-
nated participants by tendering SDR's to them, and then to use that
currency for the repurchase?

Mr. Stone then referrved to the General Counsel s comment that
Article XXV, Section 7(d) placed the same obllgatlon upon members Lo
sell currency to the Fund against SDR's, as to sell it to the Fund againss
gold, but andef certain conditions. Mr. Stone believed that the quali-
fication of "certain conditions" should be emphasized. As was ncted in
the footnote on page 5 of SM/59/153, Article XXV, Section 7(d) said that
the Fund night, if it deemed such action appropriate to replenish its
holdings of a participant's currency, and after consulbtation with that
participant on alternative ways of replenishment under Article VII,
Section 2, require the participant to provide 1ts currency for SDR’S.

Eér. Stone thought that the General Counsel had also saild, with

reference to the last paragraph on page 6 of the paper, that whenever
the Fund usged gold to acguire the currency of a member, there had to be
a bona Tide need to replenish. While that was the way the Articles read,
he distinctly recalled that as recently as last Septemoer when the cur-
rency package was discussed for the French stand-by, the paper prepared
by the staff said that no borrowing of the currency of a certain member
was contemplated under the General Arrangewents to Borrow beczuse the
Fund's holdings of that currasncy were judged adequate; yeb the same
paper proposged sales of gold by the Fund to that country eanong others
torqmmﬂhi?emmd%kmMu%so“%mcmmuy%cmmecy.ﬂmﬂ&ﬂe
had not objected and was not objecting to that transaction, he was having

ifficulty in reconciling thuat particular decision of the Executive Board
with the General Counsel's statement thal vhenever the Fund used gold to
acguire_the currenwcy of a mc@ber there hid toc be a bona fidz necd to re-
plenish. &' Jtone v“fer“ %o the Treasurer's cormment in respect of
Mr, DaI&'s question aboub dching up.” Fe was muszlied by Hhe question,
and woald welcome the paper that the Treasurer hed promised to provide.
It eppeared to him that transactions to bring aboul sacondary mLu1gab1UL
would not reduce the reserves of members other than the United States.
Using Germany as an exarple, after the Lransactions Germary's reserve
pogition in the Fund would have declined, but its foreign exchange hold-
ings would have increased. He understood that in the case of the Uanilbed
States the outcome would be differsnt, and he asked whether it was Srus
therefore that when the term "a member’ was used in this context, whal wos
really meant was "the United States.” I'inally, referring again ©o the
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Treasurer 's corment relating to the Pund's liquidity, he noted that a
ceiling of $500 million had been propcgsed for secondary mitigation. BHe
mentioned that many members of the Wund, who were no longer permitted.--
without a good deal of unpleasantness--to increase their own gold held-
ings might be less easily reconciled to the prospect of yielding up
their gold to the Fund now, than they had been in the past.

Mr. Plescoff sald that he continued to believe that it vwould be usz-
ful for the Execubive Directors to have a peper showing whether the
liquidity of the Fund would be the same whether it were based on SPR's
or on geld. He understeod {rom the Treasurer that it was not quite the
same, but that a gold basis would give more liquidity. Mr. Plescoff
then quoted the first sentence in the third paragrarh on page 5 of tn
paper, which said that holdings by the Fund of SDR's, like Fund holdings
of gold, would enable the Fund to finance drawings ab any time while
preserving its liquidity and acting consistently with its policy on
currencies to bhe used.

The Treasurer rciterated that there would not have to be, of
necessity, an idenbity between the use of SDR's and the use of gold by
the Fund. They could be used in similar ways to replenisn the Fund's
holdings under the provisions of the fxticles.

[&he Genersal Counsel referred to three of Mr. Stone's questicns?] =
The first was what the consequences would be of Ifailing vo Lake a de-
cision before January 1, 1970 about repurchases ir CDR's, ard he said
that the failure would in itself be a decision; members would nct be
empowered to use 3DR's in some of the transactions permitied by the
Articles. Tt was true that currencies could be obbained for sgecial
drawing rights, bub it did not follow that they were the currencies the
Fund wished to receive under its policy on the selectbion of currencies.
That would depend on the list of currencies convertible in fact. Second,
vhen he had mentioued conditions uncer which currency could be obtained
against SDR's for replenishment, he had rnot intended to compare gold
with SDR's. He had said thet if the conditions of the Articles were
satisfied, there was an obligation on a member to provide its currency
in return for SDR's, just as there was in the case of tie Fund's use of
gold for repienishment. There were some obvious conditions; one example
vas the limitation on the amcunt of SLR's that any parbicipant could be
required to hold. ffhird, with respect to the recuirement of aeed for
replenisbment againet gold, the Articles stated that the Fund might, il
it deemed such action appropriate, replenish its heoldings of any menber's
currency. He sgsumed that when the Executive Direcbors had anproved re-
plenishment in the past, they had desmed that action appropriaﬁej]

Mr. Stone asked whether the Gencral Counsel, in answering the
question on the use or nonuse of SDR's in repurchases, considered that
there was a possibility thab cirrencies couverbible in fact night not
actually bes convertihle.
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The General Counsel said that he had not. The list of currencies
convertible in fact had not yet been esteblished, but the absence of
any particular currency on the list would not connote that the currency
was not convertible. There had been and were still severel different
concepts of convertibility in the operations of the Fund.

It was agreed that the discussion should be resumed at the next
rneeting of the Committee of the Whole.

Approved: February 9, 1970
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