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1. FIFTH GENERAL nEVIEVI OF QUOTAS 

T'.ae COnl.lllittee of the 'VJhole on the Review of Quotas reconvened to 
discuss mitigation of the impact of gold subscription p~ents. The 
members had before them SM/69/153 (10/15/69). 

Mr. Roelandts aSiced for confirn'13.tion that the voting majority 
prescribed by Article III, Section 4(c) was applicable to Article III, 
Section 4(a). 

The General Counsel fm'nished 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 revie\~' of quotas, vlOuld have to receive an 
85 !leI' cent maj ority, whatever the form of the mit igat ion might be. 

Mr. Dale referred to the question of primary mitigation, and agreed 
vlith vThat had been said in the basic paper. He ,laS grateful for the 
paper that had been distributed during the meeting (EB/CQuota/69/3, 
11/19/69). Although he Vias not sure he had been able to absorb it in 
such a short time, it appeared to mal;:e the point that in all probability 
a certain number of countries vlOuld be close to the line that divided 
members that vmuld, under Article III, Section 4(0.), have to make a 
full gold payment, and those that vmuld not. Those just above the line 
might feel that they were unluc!\:y, discriminated against, or othenlise 
badly treated. If the figure of $217 million in the column nGold Sub­
scriptionll in the table on page 2 was reasonably accurate, it 'vas 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 vIas someHhat open-minded about 
Article III, Section !~( a), but he vlaS impressed with the problem that 
some countries would arbitrarily fall a little 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 Ivould be the preferable as well as the 
most straightforvJard COUl'se. He recalled that that procedure had been 
considered when the S!)R 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 quota increases ,,1'ith SDR's had not been adopted, 
and he had expressed the hope that the situation \iould be changed in the 
not too distant future. Iv1r. Dale thought that Iv1r. Colombo had been 
right at the time of the Annual Eeeting, and that he '\lOuld still be right 
on December 31, 1969; in addition, he ,·muld continue to b·:; right in 1970 
and during the years following. Mr. Dale hoped that con~idel'ation \{Quld 
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 t.he Board of Governors, 
could approve exactly what they intended to. Third, there vIaS a precedent 
for a ceiling in the mitigation arrangements that had been approved in 
1965. Hovrever, 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 vms 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 lilte 
to feel reasonably certain that the ceiling adopted 'tvould 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 prr·blem. He assumed that 
Country D would provide gold to a number of other countries that vlOuld 
in turn pay that gold to the Fund in connection with the quota increases. 
The Fund w'Ould then replenish its holdings of the currency of Country D, 
and at that point the gold holdings of Country D w'Ould have been re­
stored. Hmlever, the reserve position in the Fund of Country D would 
ha.ve 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 ,·lith that proposal, but it did raise the question of the length 
of time that w'ould be required for Country D to IIcatch 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 "lords, the "catch-up" should 
be quick. 

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 



- 5 - Con::rJ.ttee of the Whole 
Heeting 69/3 - 1l/19/69 

total reserve position of COLmtry D. Instead of restoring that position 
by using the country IS currencies f'or regular dravrings, perhaps the posi­
tion could be restored to some e4~ent by directing SDRts to the country 
without designation Ul:.der Article XXV, Secticn 2(b) (ii). As he recalled, 
it had been previously suggested that another alternative to accomplish 
the s~~e objective misht be to use Ar~icle XXV, Section 5(a), which said 
that designations s:10uld be ll".8.de in l:),ccol'dance \'lith stated 3eneral 
ciples supplemented by such other pr:i.:1ciples as the Fund might adopt frc::1 
time to tirr..e. vJhat he had in mind could be considered as a supplementary 
principle. However, havinG compare;] the idea he had just outlined w'ith 
the staff proposal, he believed that the suggestion of the staff viould 
perhaps be rreferable if an SDR trans fer mecha..'1ism vrere to be used. 

l1r. 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 revi2w', such as mitigation of the gold 
payments. He agreed vlith the comment in the paper that the primary burden 
of the gold subscriptions appeared to be compare,tively smaller than at 
previous reviel.;rs, ana. that me..llbers might have less interest in availing 
themselve3 of the oPT,ortunity to mitigate the prinary impact, as they 
might have to forgo certain important advantages. He felt, hOivever, 
that me;nber countries shoald be free to accept their quota increases in 
installments, or to make sIlecial drawings to mitigate the impact on their 
reserves; of cOUl'se, since the Amend..rncnt, all drawings ,,,ere subject to 
norma.l conditionality. Concerning Article III, Section l}( a) J he thought 
that the reasons for not activo;ting that Article in the past had been 
good ones, and they still "rere good. Activating that Article vTOuld go 
against the spirit of at least some P<:TtS of the Amendment that had been 
made just a short -vihile ago. 

Concerning the seconary in:pace, I!1r. Schleiminger had seme sympathy 
'with l-1r. Dale ts vievl' 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 t:ime to be effective for the quota increase 
being discussed; it '\Tould be useful to reconsider that argument 'l-lell 
in advance of the next general reviCi-f of quotas. But \Ihile he VIas sym­
pathetic i"rith the "straightfon'Tard uGe ll of SDR ts for the mitigation of 
gold subscriptions, he had srave doubts about using SDU's for mitigation 
either by directing them to a country without deSignation under Article XXV, 
Section 2(b)(ii) as suggested by Mr. DE,le, or by using them :lor repayment 
in order to make it possible for the Fund to repl.enish certain currencies. 
He would regret arrangin6 to use SDIt'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 Accmmt and the ial Dra'\'ling Account and that exceptions 
should not be considered until the rule had first been alJpl ied. Hhile 
he vlould be ready to consider s'Perj~l uses for SDR's later, he thought 
it vms somc-vlhat premature to do so befOl'e the use of SDR's had begun. 
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So fal" as the triangular transactions viere concerned, M'r. Schleiminger 
agY.'eed with Professor Charles T. Kindleberger 'liTho he.d spoken at a hearing 
of the Subconn:nittee on International Exchange and PG,ymel1ts of tna Joint 
Economic Committee of the U.S. Congress on November 13, 1969. Professor 
Kindleberger had called those transactions 1':.'1.0CUS-po~us, II and he had 
added that as the hocLJ.s-pocus did not do any harm, but on the contrary 
the tcchnique vTould !1elp to achieve a purpose that was economically sOlma.} 
he sa11 no difficulty in a:pplying that rr.ethod as Eo maans to mitigate the: 
secondar:r impact of gold subscriptions. Mr. SCrlle:iminger "ent on to say 
that the triangular transaction method had a precedent, and a solution 
Has needF;d for the problem of secondar-y mitigation; while the technique 
was somewhat artificial) the objective was reasonable sound. Like 
Mr. Dale, he thought that it would 'oF; helpful to have a ceiling for the 
size of the mitigation to be acilieved by that method. l/::oreover, like 
1~. Dale, he thOLlght that the method presupposed that certain rules, 
prinCiples, and definitions "'1'o\.:ld bE. established for guidance. First, 
the cOLlntries that vlOuld be entitled to purchase gold for their sub­
;scripticllS from other member countries Sl10uld be specified. Second, 
certain rules or guic.ance should be establishecl for determining the 
currenc:r o~ currencies that the Fund might wish to replen5.sh. After 
all that had been done, it would be possible to determ.ine the C01J1T'cries 
that might have to act as tit urntables!! in the triangular tran~actions. 
He '<rondered whether the experience of other general revievlS of quotas 
might offer guidance, and he asked the staff fer additional info:tmation. 

In concluding, Mr. S~hleiminger favored the triangular approach, 
and had doubts upon the use of a..'1y other arrangement fO:t' mitigation of 
tb~ secondary impact; he viewGd the present quota incre~se as an inter­
mediary one because it 'viaE' aeing perfo:nr"ed immediately before the actual 
allocation SDR IS. At the time of the next geno:::ral quota review' suffi­
cient in the use of SDR IS irould have been gained to take a 
fresh look at other techniques for mitigation. 

IvI:r. IC'1arlllawa.n observed that both I,D:. Dale and fiJr. Schleiminger h2:.d 
paid a;tteiYtiion to the seconda:;,~y iInpac-t; on the other tand, 
cmd for eq Ll.ally understandable reason::!, he believed that the developing 
countries itJ'ere interested mOTe ill the :fJr:.mary ilrrpact. He thought there 
1-Jere three vlays to solve the :9roblem of the primary impact. First, p.?-y­
rnen-c in installments; second, a special drm.;ring--~'1hich r.mf ucight have to 
be a conditional drm"ing--and, a wa.iver of the payment ..rhen 
the total reserves of a country--includ:ing SDR fS--'i.;ere less JGhan the 
total of the nel" quota. Although there ,'muld be il() objections to using 
the installment technique, that arrangement was nOvT lens desirable for 
member countries, in view' of the plans for SDR allocations. Concerning 
a special the staff paper had pointed out c3rtain restrictions. 
He believed that it ,-TaS neces::::ary to be F.iOre precise cbout tile condi­
tionality of tha.t drai-ring, because conditions I<Jere not the same for 
different drawings; they d'2pended on the credit tranche concerned. rie 
wondered for the purpose of prjmar:r mitigation, a set of 
rules be dravm up that ,-)QuId be appl j ('able eLl11A,1 
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using a special drawing. Concerning the Haiver of' gold pa;Y1Uent in some 
caces, he thought it "JaS necessary to be more precise. The staf'f' paper 
that had just been distributed presented the problem of those countries 
on the border bet'"reen having a "vaivel' and not hav:i.ng one. Hm-rever, he 
believed that some countries 'Hould be interested in making use of that 
possibility, and so the Executive B09:cd ''lOold have to have definite rules 
for it. 

Concerning the secoml3.ry im:pact, IIII'. Kharmawan made the general 
observation that the procedure proposed seemed rather artificial) although 
he could not Gugg<..;st any other solution. He reserved the possibility of 
making some cO;:l"nents later. 

Nr. Palamenghi-Crispi said t.hat the difficulties ll..'1der discussion 
seemed to sugge[lt some possible chcmges in the medium term and long teTro. 
His opinion, and that of his aL:thorities, vms that the Executive Directors 
should proceed more boldly in the harmonization of reserves. He agreed 
"lith Governor Carli, ,·;ho had stated on Monday, Iro'ler,iber 17, 1969, at 
the International Financia.l Section of the 26th Nn.tional Foreign Trade 
Convention that, II'lJc should resist the tcnmtation to inject l1e'\dy mined 
gold in the monetar.r circuits, dir':octing it mainly to industrial uses. 11 

Connequently, r1r. Palamenghi-Crispi added, he 1:1as pleased) but not sur­
prised, by iYIr. Volcker IS statement in "ihich he ofi.'icially shared the 
regret expressed by Minister Columbo at the last Annual Meeting that it 
was not poss~.ble at the moment to use SDR f8 to pay gold subsc:ciptiol1s, 
partly or totally. I,ll:. Palamenghi-Crispi 'I'/ent on to say that he agreed 
with Mr. Volcker that eVen if the Articles ,'Jere amend'3d in that way, 
major countries would still v]ish to pay their subscription in gold be­
cause they considered SDR's as a first-class reserve asset. He did not 
'I'r.ish to induce the Executive Board to diGCUSS that problem at; the Ct'.rrent 
sta.lZe) because he shn.red ~iJi~. Volcker's opinion that it 1ms necessary to 
recognize the diff1.culty of 8.nending the 1\rticles nOiT for that purpose. 

Having said that, Mr. Palarnenghi-Crispi stated that be un.s in broad 
agreement 'Ivith the staff conclusions as they ap:peared in the paper under 
discussion. Primary mitigation did not seeln to hili'l to present any sig­
nificant problems; he agreed that countries should be allowed to in­
crease their quota by installtr.ents, if they wished to do so. Hith re­
gard to special dra,,,'ings, he said that the amended Articles of Agreement 
made a clear distjnction bet\:een aatomatic and conditional drawings. No 
ne1f categories of autoraatic dra'l-rings could be created at this time, and 
consequently every drawing ,muld have to be examined on its mm merits. 
Concerning the docu."Uent that had j lIst been distributed, his first reac­
tion Has to agree that the difficulties expressed on page 4 of SH/6)/153 
were very real. Althoug:1 he asJ';:2!d for a. little time to consider the 
problem, his present reaction ilaS that it would not be advisable at this 
stage to introduce any ~'Taiver. 

Concerninr: S'-"<)IIf1:on,y Hli+.ir:A.+,"ion, Mr. PaJnmfme:}-d,-Crispi said that 
his author:lties were a'Jlare of thp rtf'> 1;, 'aLI..> 1'01 i + i NIl i rt!1111"'-!"! t:llAt: 1:U'eo;~ 
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movements of gold uould involve. The problen had its roots in t,he deep, 
e.nd a-'G times inex]?licable, realmB of psychology. There \-Tas no doubt., 
hovlever, that only a few countries 'vlould "te affected b;y- that ty.I.}a of 
gold movement. Consequently, it seemed practical to make (;:,djustments 
that ,wuld remove some of the unreasonable fears and emotions. It 
seemed advise.ble, at the same time, to meJ~e use of the neil.--t five years 
to try to educate some of the gold-minded, stubborn masses that in the 
recent past sometimes had been induced to err. 

Mr. Stone understood that sar:!e of the a~pccts of secondary mitiga­
tiGn had been settled by the Group of Ten, and be doubted that much 
uould be gained by furt:lcr discussion about those. He noted further, 
that the subject had been discussed also by a Subcommittee of the Joint 
Economic Committee of the United States Congress; it ~vTes the Subcommittee 
on Inte}~national Exchange and Pa;yments at its meeting on November 13, 
1969. He cX".!?ressed gratitude to the gentlemen concern8d for the dee:p 
interest they had taken in a matter of greet importRnc(~ to the FLmd, ',J 
and particularly for the full and frank briefing which had been given 
to them by re~rescnt~tives of the United States. 

Mr. Stone then made severa.l observations. First, SOtfr::! of the posi­
tions that were being ta.ken on the fascinating question under discussion 
seemod to contain certain amus ing incongru~Ltie8. For example, a member 
country that continued to state to the Fund that it stEI 'oought and 
sold gold freely, had been expressing considerable dcubt as to the con­
sequences to itself, if it conti!'lUed to do so. In fact, the::e ,vas no 
doubt at all that the purpose of arranging for mitigation \'Ias to enable 
"the United States to avoid ha.ving to sell gold freely, or rather, to 
ensure that if it did so, it would get 9,12. the gold bac]>;: again. Second, 
it had been said that several counti~ies, including the T.:l1ited States, 
were no longer concerned about; gold, and he found clifficulty in recon­
Ciling that view'vrith the anxiety of those count:~ies to protect themselves 
against losses of gold. Third, the opinion that had been expressed tb.at, 
SDR rs 1<1ere as good as gold 3uggested that ~erhaps the Executive Directo!'D .., 
should be thinking, in terms of the interest of the Fund, in making re­
plenishment not against gold, but ag[l,inst SDR ~G. )?erhaps some interest­
ing arra,ngel;1cnts could be made whereby :nember countries that made gold 
available to other countries for the purpose of paying gold su-ascriptions 
3hould be reimbursed in SDR's rather than !~old on the basis of that logic; 
that should be fully acceptable to them. ::1e sup:posed thG truth 'V)as tha.t 
internal contradictiolla of that l-.:ind had become familiar> a;.ld they should 
be recoGnized a::ld translated; they should not really be a matter for scr·· 
prise. HOi-rever) i'(; vl:1s painful to anyone who ·vlaS an Executive Director 
of the Fund. that the Fund should seem to lend itself to such stratagems. 

Ivlr. Stone confirm.ed th,: vie"lv'S on primar:l mit iga-t ion ths.t Mr. de K::-;ck 
had previously expressed on his behalf. Concerning the staff IS suggestiO!l 
on secondary m:i.tj gat ion, it \';3.8 not precisely clear to him hovr t~1e device 
would f'uncticm, but probahly the mechrmics werE:: l""sfl jmyol't;n:at than the 
purIJose, '!,,,hich was c:~earJy r~o u\::.l!J.·lve the Fund of gold that would other1,D.se 
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accrue to it. 111'. Schlc.iminger had referred 1;0 Professor Kindleberger IS 

use of the term "hocus-pocus!! and V.I!'. Stone believed that that "laS a fair 
enough expression; the arrangement ivas certainly artificial. He observt~d 
that the w'Hlingness by the FLmd staff to fo:cgo gold in the case of 
secondary mitige,tion was all the more surprising In view of the battery 
of argtLments) on pa:sG 4 of SM/69il53: against primary mitigation through 
the use of Article III, Secticn 1+(£1). He had n0t i'our.d those argLll"1:mts 
l4'1duly convincing, but it vlaS striking that the paper sought to get the 
last pennYiVorth of gold for the Fund in connection "itrith primary mit 
tion, vlhile its attitude concerning secondary mitization "Tas quite the 
opposite. It ',ras perhaps releve.nt that Article III, Section 4(a) miti­
gation would apply only 1;0 cotmtries i'lhose gross monetary reserves as 
defined in the Articles viere less the,n th,"ir nel'l quotas; by definition 
such m.embers would be; the finco,!:lcially \1eaker ones. He thought it strange 
that the pap8l' should propose no concession at all to those members-­
other than in3tallnants or drawir::gs that had their Oi'ffi built-in disincen­
tivcs--and yet thct it should l)ropose a sajor concession to the most 
pmrerful mel:lb3:c of' the Fund. It "Tas even more remr.rkablG when one con­
sidel'ccl that th2,t form of primary mitigation "TaS specifically provided 
for in the Articles, "\1hile by contrast, the artificial secondary mitiga­
tion device th;:;,t had been pro];osed Vn,lS a stratagem of i'Jhich the best 
that, could be said was tb_at it probably could be reconciled with the 
Articles, albeit l·ritho:1t not a little difficulty. 

Ir0:c~~, lc~~~. Stone turned to tl18 clues-cio11 of second~ry ;-nitiGation it­
self, for vlhich he had found no j ustificc:.tion in the s-caf:C paper. The 
proposal lias to relinquish the Fund's rj_cht to acquj_re gold up to a 
pal~ticular Stu'll. 'rhe only justification--i.f one couI.d call i'G that--for 
adopting that position seemed to be contained in what might be called a 
foreshadmTing of a major I)olicy decision p.bout the ac~ui;3:Ltion of SDR's 
by the General Account. Other than that, th?re w::,s nothing. He "Tished 
to say in passing the,t if the E~~ecL:tive Board accepted the proposal for 
secondary mitigation, lihich he acsUYiled 1muld be the ca[~c) he "muld regard 
that as in no way prejudiCing, or in fclW senS8 cormnHting the Boe-rd in 
advance, to a subsequent acceptance of the poscibilHy outlined in those 
three 2aragraphs of the pa~er relating to the use of SDR's in the General 
Account. Such questions as that vlere of the highest ol"der of policy im­
portance for the fut ure of the Fund, and for the fut ure of the SDR asset 
itseU". They "lere not l"Jolicy mc~tters to be decided in has:;e--and per~laps 
to be regretted at leisure--and he savT no need for the Executive Directors 
to commit them,selves, even inplicitly, 0:1 that particular question at the 
present time. He believed that the General Account 3.nd the Special 
Drawing Account should have the separation that had been previously 
agreed upon, and any chanGe 'was difficult to contemplate I'lithout a fuller 
treatment than had been given to the matter thus far. 

In the absence of any other justification for the staff's proposal 
for secohf'lary mitigation, Ivir. Stone continlled, one :m:Jght aSS1.1."11C that the 
staff no longer com:: i de:ced it i mpu.L- tRut t;ha-t +,h", It'und shcm1 (1 rll!quire go] c1 J 

"rere it not for other 11]:u v j:1 i on8 in the paper. II'ur p~":lmI'l e / a ('Ail tng 

http:releve.nt
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,,!P4S to be placed on mitLgati(m; 0.110. t~!.C pa,per more OI' le8s 
stcd~ed that membe~s 'I'ic;.:ld., 1f,here7er pCS8j,l)~iJ~) nI2et t?'ie:i.r gold s 
tians frocn their 01J11 hold~.ngs. He then no·::;ed tl::.:;-,t the:.:-e ....TP..,;, 8, 'N:::'OS 

difference among rr.el1!b€-;rs in thei:r cG.!,)acity to lllA8t 

from thei:r ovm gold ; he thc::..~efor2 wond~~re0 ';vhy) 
COllX1try i'U3.S to receive treatm8ll.t 'throuc'sh 2. lcL1d of ins·~sn:t. re­
p::i.enishment mechar~:i.smJ all xlembers f;l10vld not be pecmittedco avail 
therr~8lv23 of that 

the 
some 

S:x:h 8.C aITc.ngemGlT:J 110 u..1.0, 110\; JJur:.n 
any m2mbers) 0U:'o.:; \':0\.1.10. be tha;c i,hE: PtA.l1d ,.~oL\16. net 
gold, or only such membe:rs might vT:i.sh t:) ter.de!' J 

S llillabl.y "rould :10t be 
pI'e-

.Mr. Stone then :::a.id n8 coula c::.r:.t:i.m.1p vrith t;:1cse obscr J 

but he did not h~ve Tihat; ttJ."2Y vionJ.d c.:ffsct; tiDe outcome 
of the discussions, me,jo~<, as:yect oi' the :proposals 
had been rna,de concerned him grea"GJ.y: he thought that the image of the 
Fund 1:JaS at s·cake. The Ie) 1969 iS3ue of the T,..lall S'[1-'eet 
Jour~al refer:red to being llisc ussed tmdel' the heading: 
IIT1,,: ~ ;! r-~ .-"; rl tr ~ ... r,~"1v....... 1.-l'" ,~,o

\...« 
1 'I" 

'-. 
H that: fI:B'or years the U. S . 
......... ..... - bU ...'" lJ:)inted 01.,.t 

Treasury- J lrith the rn.o:.>e vril1i!~2: heJ_p of othe:c !lations) has 
F~.0.C! _ +'~~U~~,~... ·..,r:·l ',L"'10,7'0' ·"C· -'''''r'o'"d.Q. II thenall sorts of stra,tager.',s .0'0! d ~~ 


went on, in e, ,1..8.ter to t(1):'. ~J,bout tl1e :::ntern3.tior:al Monetary 
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dra'iring rights: r ,;: c;;;,llec. 'p~J.pE:r gGlc~5 ! which every'one -,.muld 
consider just 2,8 good Sti2.1 l2:Gec-:', spe2.~,:j.;:lg about the qnota 
increase itse].i', the Itso tbf"; plarn'!ers =and he by 
iInplication) at any rat~e) :Lt vas I'efen'~.n8 to the f:'tJld !)lanners as 1v·ell 
as the nation8J.. ] hs;'.re 1·ro:,.'ked ont 2. trIcky book-
J\:ee:ping arrangement K0U.ld leave the INF holc:.5.E2: n01~ added "':Jut 
some promi::sory- note;;, " .r:k. ~:)tone did not know \Jhd~ the reaction the 
other Execu.tive 
of that kind: bu.t his reaction ,·ras one of' distress, 

Mr .~;ril1j_a.'YlB the views 
on b'lo a.spects of t.he Like him, 1'1',:,. 
more in the prima;,'::; th,m in the secona.B,ry impact. 
mitigatiuL1 '"as conc:e!'ned, the allocation of s:pecial dru;;Jillg 
videe! a juil'c-ii1 
as did the condit of drmdr:gs for the 
:payment. TheJ..~e vias therefc,re less incentive for a 
to IT!a.t<:e use of tho';)e t',iO methods no,\" than there had ~)een 1):'.:'8 'l10 

C(yr.lcsrning Ar-c:i.cle 
the c~ocument that hat'. been distributed, but ~le haa not y",t h3.d SI:rr­
ficient tir1e tCl thin}: the ::igt'..res adva...'1ced. T'D.CSe 

statistics included two that were not large j.n v~.:,,~r of 
:celac.ion ~GO the siz,e of the Fund; application of the,t. }>_rtir:J.e 
res ult in 8~naller than the $217 m.illion apd $53 million men­
tioned. He ~18.d listc;]ed to the comments of Mr. Dale ar"d Nr, 
on t1:~c problem of cOlm-criez near the dividing line, but he (;,::'1 not think 
that that shcu:Ld. J!rovide any great obstacle toward applying th:.; Article; 
it should be to ivorl: out appropriat~ arre.ng,3D::.E::lt:::. 
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the r\mendment l,&d been accepted. in the s,irit th3;j~ c::an[}::s concc:~ning the; 
p:i.'(lvision under d:.scussion irronJ.c1 l'E:'.:Ju'ire c.u ::Jer cent ority. He be­
lieved tbat the mrd:;te:!" should be studied '.l bit :O:.:t~1er. 1,8 ar:ca!lge;nents 
that had 'been called e:1--:ifi(;5.5.l cou.ld "be Llsed tm>lar1 all s;viating the 
problems af large cotLYltries, he thought that it wa;; ex.pedient a.nd neces­
sa.ry for t'lC F'und to 8pPly a p:ro7'::'sior:. all'ead~r in tllC Articles to :"e­
lieve the irrpact on some of the othe:r cOll.Yltries. 

Mr. Kafka found himself in complete agreement w:ith the s'caf'f paper, 
b:lt he hoped that the :possibilit,y of applying P..1'ti.cle III, Sect~.('ln 4( a) 
would be studi3d if there li2j:'~~ a r.:en:IJEd f'.;y it 1-,;/ scm';; of' ·t;r~G E:9rr:ber 
Courrtries. fie r2gt~rd2d 8econdax~r tili·~igcrGio!1 a~ al)solLYcs esser1iJ ial!} 
been-usc it 'would be gdvel'S(,~ t') the 'best interects of the international 
financial com.>rrunity to have large gold. outflOiv's from c3rtain "tu.rntable!! 
couIltries. 

10:. Plescof±' thought. that mitigd,tj.on cOI)~d be c1.iscllssed not<T, but a 
decision could not be maae before the Executive Board had ae:reed cn ·cb; 
details and fie;ures f')r the quota incz-e8.ses. He agreed ''lith the staff fS 

suggestions on 'Primary mitigation} ane: he "lotud transmit tc !1is authori­
ties the paper that; had jus:\: ~Jeer::. :~ece:i.ved ccncerning Article III, Sec­
tion 4( a); he veuld speaJ;: late':" on tha.t s ubj ect . 

Concerning secondary mitigation, i"::;". Plescoff 1:.3d seve2'al comments. 
First, the use of special c.ravrins righi:.s fN' pa.~ll'1.ent of the gold 
:portion of the additional 2ubsCl'iption to the Fund -lias not a questicn 
for the present general review' of quotas, but 1.'(:-r t.he nsxt one. 
He felt that all Execu'\~ive Di:cectors i'1Ol-Q.d agree Qt: tJ::at. He ,~as s1,..1.rprisec1 
that the question ht..d. oeem raiseCl; it had been said '::'hat the agreement on 
the total size of the ::JU~Yt:3. :LLcrease for- the Fe.nd was sC!hething tllat should 
not be changed; C.net yet such ~ use of 8IJTI's T.iould require thl3 c}-;'2'..nge of 
a written Fund. agreement. S~cond, there i~as the 'ltF.::,-:;tior.:. 0:: c. (;C1£IIJar=.son 
of: tne li.suij.i :):1:' t.bc> :r.'t'.~:c1 1'Uh SDH holdings, &g;di1st; :l.ts ~.iq~liclJ.ty 
with gold holdings; he asl\:ed whet;her a !Japer could be to t.he 
Executive Di~ect,o:cs 0!1 '[,hat subject. He refE)}~red to the footnote on. , 
page 5 of 8:\[;69i153, Hhich said that the::; :?una Eligl:;:~ re(luir-e a p?rticJ.parlG 
to provice :;.'Cs c!Jx:r-em::y for special d::.'a1'l:Lng rights. As prev:!.oualy mer!'l­
'oers had pro-do.ed thE::h' currer'!cy for gol.:J., he tho:.lSht th2.t e.ddttional 
information should be Y1ade aV3.ilab2.e to tll(! Executive Directors <:::,bout 
comparing the liquidity of SDR hold.ings and gold holl~ing8. '];1::ird, 
secondary m.i"C igation could only "be just ifie.d by shewing t~H;;t ,.'::'thout 
.such mitige.tion thS're vioulc1 be problems L'1 the int.ernational f:i.nancial 
fielCi. In that reSPG8t; !1e had not found in the stuff ~a:fe!' Een';~ion 0f 
the fact ths..t the gold reserves of the United states ha:3. inCl·cc..ned by 
$480 million since June 1968, and he thought that that ill~~~e,se Has 8:l 
inrJ?ol·tant factor in the problem. He then asked ''i'lhethcx' the pl'o];:osed 
solution should be used fer the secondary mitigation pl.'oblem regardle.ss 
of the incrollse in the gole. stoc};;: (If theJ.S. reserves. If l:;:; g;on cle",rl..{ 
d<3monst;·,:ated that seco!.1dars· mitigation 1'laS needed) then he ·;~hol<[:ht that 
';:;he triangular tl'aIlSH,cti::::1 a1!J!l'o8_~h 'lJ8.F1 1131'11aps the most J:eali.:::tic one. 
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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 talten, 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. irlilliams, and he fully agreed ,vith 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 "muld 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, vmuld the conditionality referred to inJ 
the Articles be the same that applied to all dravnngs in accordance 
wlth 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 quota increase that vTould apply if the drawing \~'Bre 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? 

On secondary mitigation, Mr. Phillips fully agreed "nth 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 1I1ould be selected to participate in those triangular operations. 
It ,~as 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 f·.Ir. Stone. The reserves of some countries might be considered 
as frozen when they were in gold. 

Mr. Phillips then referred to a future meeting to consider the prob­
lem of "rounding. II He requested that the paper to be discussed should 
include an alternative method for rounding, based not only on past ex­
perience, 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 $1 billion, and to the next $10 million thereafter. 

~~. Yameogo asked to be told the advantages and disadvantages of 
paying the gold portions of the quota increases with gold, and on paying 
them with SDRts. 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 opportLL.'1it;:t to demonstrate it. Acccpting:~he :pay:nent of the gold 
portion of the subscription in SDR IS vToul6 inc!'ease their acceptability: 
<md E 'Would c.130 be logic8.1. 

Second, Mr" Yam.eoge suppe:cted quota inc::,'eases by installments. B.::; 
regretted that some of the Executive Directors d~.d not she:.:te hi3 vj.eW', 
but many of his count::'ics, £,,-no many cOL:l1tries I~:':'om otl'lcr gl'O:l:::;;S had C8C:G. 

that m.ethod for the previoLls quota increase 1"0:::" marrJ gaoe. !'8::lS0nS; he 
did not see an;y- reason "Thy the procedure should not be l'etcd.l:.ed. 

Mi'. Liefbinck sta.t2d fir~t that he regret'ted that the kcticles cf 
Ag!'eement as alI.ended did net alJD1·r the use of 8tH IS itlste2,d of gold :1n 
payments. At the SG,l~e time, he felt tha.t it ....ToLlld be necess8xy to live 
with the p'resent provi,'::ion for S0ll8 i~ime, end aJ1Y imm':;diate effort to 
amend the Articles ,,,ould. be ~ir~app'r(,pl·j,ate. He 1'elt that there 'VIas every 
l'8ason to amend the Articles in thai; sen3e) I'lhen the time Waf! appropriate. 
When arilemllllent of the Articles was discussed., he had ::ldvocated th&.t aG.'je~c1-
ment, but under the })resent circuJtl[/cances he t:10ught it was necessar-J ·co 
give consideration to prirGary and secondal'y mit:i.gation. 

ltlith respect to p:::::r:lary mHiGatio:1, il1r. Lieft:Lnc::.: said that the 
first :possibiltty was an applic£.tlon 0: Article Sectio~ 4(a) for 
countries vJ'j:ch '!ery 8'1':.a:1 reserves. Although in "vile ::;Jast a:c'gurr;,ents had 
been presented c.gainst activating it, 1:8 felt that the foun(ling :('a.ti:lers 
had inserted 'chat provision in the Art':'.cles oec6.uce they b8lieved that 
all members should haVE: c"n oyporcunj.ty 0: partieiF.~·t;ing in a gen8:cal 
increase of quotas. If tbe reser'fe l)osition of cl"rtain r:l2mbers con­
stituted a constraint, the Article shou:::'d be appl:i.ed. :rre recognized 
that because of t!J.e allocation of SDR IS t:lat Article '>':"ould be applica.ble 
perhaps to only a fel>T mercbe~::,s7 ano. he felt that i'c S~'1ou:.d be 2.ppl~ed in 
i?roportion to the fllll'L1!lt oy ~~:':li.;::i:l a COillit17 '3 rese!'-Ij~s \fere below' :'3;3 
nei'l quota. I,fltigaticn through accc:;?ta..l1ce of the c~ucta incre2,se in j.n­
staluYLcptz mre:c five yeBr~; "a8 a.<":!cept.:.;,ble to him, 'but in view' of the 
link rx~t\treen quotas and all.ocattons of 8DR's, he vTOnc:e~:ed ~;;h::'fther that 
a.::.~ral1ge!LlE.mt \vuuld ap:f?E.a.l to eembers. Concerning mit:'ga:cion thrOuGh dr.'J/I'I­
ings on the:: Fund, he a2:2,in a3.d no cb,jecG:'cJl1.. but he thoughcbha,-t; it should 
be rCiJtricted to countries "'ecei'ling only 5. Gdneral increase. 

With respect to seconCi&,ry mitigation; Mr. Lieftinck :21:; t!:2t the 
are;wnents :favoring such m:!.tige;i:;ion \'Iere less convincing th",n they had 
been for the previou,3 general :Lncret"se in quotas" ~:he position of go1d. 
nov]' a}!,gea:ced iE a diff'2rent light for t.m reasons 0 :F'irst~ D2.eal.1Se of '~ll!::: 
decision that had been t.aken to close resorves to the il1flovl Q£' nevI' gol(~; 
and second, bec8,use of the al:::'ocation of SuR IS, which the Fund :n~ght d:::­
cide co'\)~d be used for repUJ::'chases and for paying U:L'iE:ing 
from a genera::" increase of quotas. He doubted that a':ly COUlYcry 1,!'Culd be 
hUJ::'t by some f.mJa.ll movenent of gold vrithin its :teserve::~. But if mer;::ber 
couni;:;:ies felt that they v:ould in £'act be hurt, then t~1eir 
to the gold 'Pl':'oblem should become somew-nat different t:::an i':'; 2.j,'peared to 
be. He had al',vays e.dvoca:r,ecl sl;.r:ene;t;hAn i ne: t.he }!'nn,1' r.:: GO"I cl POB it ion 'vhen 
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quotas ,,,ere increased. Gold vlC.S the most liquid asset the J!'und had) and 
ac.equate holdings provided more flexibility to the FtL.'1d's o:perations. 
But to be fair, ,ljith the creat~_on of SDR TS, the need of the Fund to ~a'.Je 
gold did not appear 0:;:: the sarne il!1}?ol'tance. The character of gold !"!clc.,· 
inGs ivould change samei·rha!:; i·lith the creation of SDR IS, and he tihoug:TG 
that for psychologicGl-l reasons the Fund show.a set an example to its 
members by avoiding a stror€ distinction between gold and SDRTs. For 
that reason, he could accept secondary mitigat::ol1. The first of the 
v'arious measures that cOllld be applied was the use of the general de­
posits of gold, and this had been applied at the time of the Jlrevious 
general increase. He viaS glad that no one seen:ed inclined to use that 
procedure again; if it had been pro~~sed, he would have objected becaus~ 
it led to double counting and JGO a distortion of' the e:::1tire reserve pic­
ture. @cond, triangular transactions had been Pl'oJ?:Jsed f'or secondary 
mitigation, and he thought that) vJ'i.thin a quantitative lirr3.t, 'Ghat pro­
cE:dure i-Jas acceptable. The replenishment procedure rew.ained, and th2;t 
Via,s linked to the need of the :Fund for replenishment. His only doubt 
about that procedure i'las t.hat he vlaS unconvinccdthat arra.ngements could 
be nade so that there ,·muld allqays be a need for re:pleDishment. :-l:e re­
ferred to the bottom of page 6 of SM/69/153 where it '~r'3.S said that anothE:::­
possibility would be :fo:::' such replenishment to take place as and 'when th,~ 
Fund needed the currency in connection i<rith pc.rticular draHings. He 
questioned whether that replenish.'11ent should be part of the triangular 
transactions as such, or ivhether replenish.'11~nt should only t[l,ke place 
if and "Then the Fund needed the ct~rr;:mcy. He asl:cd for staff' comm.:mtJ 
In that connection, he f'avored applying Article XXV, Section 7(c)(U), 
for making repurchases with spec:Lal drawing rights available to all 
members. The provision included the vml'ds: Ha.S fa:c as feasible, II £..11d 
it Kas possible that such t:::-anbactions 1,muld be fe8,sible for only a few' 
mer.:ibers. His primary reason was that; he thought that the use of SDR's 
in transactions idth the Fund--ivhii:!h :Llac:. been uno.uly limited under the 
amended Articles--should be encouraged as much as possible und.,:;r apI)ro­
priate circumstanceD and in appropria'l:ie cases. 

t·le'. Lieftinck i'avored proceeding; I·rith the QlSCUSSj ons and perhaps 
arriving Qt conclusions, even if an ag~eement vias not reacl:.ed ,·tith respect 
to the amounts of the general and sj)ec~_aJ. increases. Regardle'ss of the 
outcome of those amounts, mitigation "JaS a problem that had to be faced 
up to, e..ncl in doinc; so, as many courrcl'ies as possible should be allOi'ied to 
'G'-'..ke full advantage of the general increase of quotas. \'lith respect to 
selective increases, the Executive Directors should have the icteres.1cs of 
the Fund in mind some,·:nat more than the interests of the rrenbers. 

I,il', jvIitchell trade three polnts. First, he regretted that SDR fS had 
been excluded froin some kind of a role in the quctd.. increase, Second, 
he ag::.'eoa in general ,vith the staff pa:per on both primary and secondary 
mitigation. On Article III, Section 4(a), he sympathized with the vie-vi 
of' Nr. Lief'tinck that there might be some cases ,:-rhere it might not be 
inal)}Jl'Opriate to jnvoke it. Ti:ird, on se('()nilRxy mit.igat;lnl1 there Kas 
clea::,ly a prohlem. 'I'he G()111'l~i all 1',HJIJune(1 in the paper was not merely 
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feasible; it he.d, in a sense, been tried bE!fo:ce. He agreed with those 
who felt tilat the:;-.'e should be some ceilins, and he was gla.d that Tvir. Dalr. 
accepted tl:at vievT. 

Mr. JI1adan referred to EJ3M/69/97 (10/20/69), and recalled that he 
had then said that the arrangements for the mitigation of the second~ry 
impact ",""ere, on tine w~':lOle, reasonable, and he sa"" considerable a.dvantage 

the staff solution. Regarding t~1e primary ::npact pe":rcicLl.:Lal'ly, he 
refe:aed to Article III, Sect:'on I~"(a), a~1d. reiJucre.i:;ea that he agreed 
"lith llfr. Stene that the:i.'e vias not the SO.I'.1e j Llst ii'icf',t ion e,s there might 
ha'vB been in the :past fo"/: insisting on a full Jeer csn".:; payment in gold 
by rJ.embel" countries with comparati'l~ly 1m; mC>D8ta!'y reserves if the gold 
payment was in effect to lead to no accretio!1 of gold to the Fund. 
fore, he believed, as he,d beerl propQ;;'led by several. other Executive Direc­
tors, that activation oi' the Article might be re-examined) partieu.larly 
from the pob:!:; of view of the r~e\'1' 1'ole visualized for gold, 'oo'.:;h g<:mera.1J.y 
and in regard 1;0 the arrangement for m:.:t.igation. 

lIIr. EsC!obar said that t:le moc t ~;triking pc.ragraph of the ~a:ger under 
conside~~'ation "'i,ras the J_8..st paragl'o,:ph ·:;n page 5. He i-[-.'!!}t on to say that 
the possibility of su;x;titutii~g SDR IS for gold--in gold subscriptio:1s to 
quota increases--although envisaged the p:cz:9aration of the SDR 
scherue y was not provided for in ·t.he Art~.r::J.es of Ag:ceement. His first 
reaction vras to wonder "\Vhv t;h8,t Pl'ocedur::; did not :::illd a :place in the 
Articles of Agreement, esil<:::cia.llY at i:J.. time vlhen 01.0 of toe objectives 
Vias to build up confidence in SDR fS. In tha-c; respC!ct, l:e t.hought it "1:72.8 

nmr timely and appropriat13 for th~ };xecu:Give Di:cectnr3 to become concerned 
about amending the Articles in order "!:;o rD:9,ke SDH. !.s, in fac':;, as good as 
gold for all practical purposes. Havi!.lg said that; he added that he 'vas 
in c;eneral ag:ceement "rith the staff pG,yzr i'lith respect -:;0 primary mE:l.ga­
tion; special a>ctentton shou.ld be paid to that pyoblem. 

iJith reS;}f;;ct to se(:ondary mitigation, Hr. Escobar 1ms also in gene:::al 
agreement with the sf;aff )?c;,per. He noted that the secandary burQcn ivas 
expected to fall largely on "she United states, if the UnitE-a. State.3 
considered that t:18 burden would be C',e-(;riment~l to the working of the 
interm1tionCl.l monetary sy:::rtCiY'J or "'iOuld adversel;y aff'ect the itlage of 
that system in the immed.ia;!:.e future, he '.muld acce:pt any formula li~-\:e 
the one suggeated by the staff. It 1-<Tas m;cessary to mitigate the 'burc12n 
in order to avoid any damage to the smooth Vlorking of the interns;l:;ional 
monetary system at any t :Lme 1ihen quotas in the Fun~~ iJe:l'e beir~ increac 21\. 

1:11'. Johns-conG refer:ced to primary r:1itigation, mid saic. that he ,·;as 
broadly in agreement i'lith the suggestions in the paper ~cor the US8 of 
installments by countl'ies that found the procedure CO!lveniE';nt. }Ic; 
thought no reasonable objection could be raised to ths,t and he 
could say the same for s})e('i~.l dra~·rings. With respect to the use of 
Article: III, Section 4(a), he i:rished to have aClc'iitiona.l t:Ime :for ca.re~uJ_ 
cons icl::~rat iO!1. 
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'Hith respect to secondary mitiGation, fire. Jo1::4'1stone had no objection 
to the main tecp.nique sugGested in the pa,per; ne.mely, t:;,;iangular traYJ.s­
actions. This seer:l.ed to be a fec~sible and. reasonG'.bl.e technique for dea~_­
ing vlith a situation which vrol)~d otherwise cause problen1'3. He agreed 
,'lith Professor Kindlebel'ger that there lIas no harm in the use of the 
technique, and therefore he had no objection to it. 1111e professor IS 

use of the term "hocus-pocus!! in his reference to the technique might 
liot be so inappropriate. The essence of central banking was 8, rather 
simile::- procedure of exchanging one asset for ar.other. He agreed, hOVT­

ever, that a quantification was required in order to establish a reason­
able ceiling. 

Referring to the final paragraph on page 6 of S:M/69/153, 111r •.Johnston(~ 
asked precisely vi!:lQ,t diff,::;:;,'ence there was between the procedure envisaged 
in the first sente~1ce of the paragraph and the one referl'ed to in the 
second sentence. 

111r. Palamenghi-Cris11i clar~_fied his previous rew..arks by repeating 
he had. referred not to gold-minded countries, but to gold-minded 

messes in the United states, in Italy} and eveI';IlWbere else in the 'Horld. 

]YI::c. Hattori favored mak.ing it possible for countries to pay their 
quota. increases by installments if they 'fished, or to make dra\,rings wb.en 
they Vlere war:canted under normal tranche polic~r. Moreover, it ,'las pos­
sible that in some cases, under part.:'cular limitations, the provisions 
of Article III, Section 4(a) might be invol{ed 1111ere necessary. 

On the secondary impact, lvIr. Hattori thought that there Ivas a clear 
need for mitigation, and he was broadly in agree!l'!.ent with the proposals 
in the staff paper. He thought that secondary mitigation was perhaps 
nOl{ less important than it had been :for previous quota increctses, but 
on ba.lance the international monetar~r s~rstem had m::re to gain than to 
lose from some sort of an arrangemen-;; .fOi~ secondary mitigat:;"on. 

fill'. Schleiminger observed that one of the int0resting featu2.'es of 
the discussion had been the Ifide interest sho·wn in possible activa­
tion of Article III, Section 4(a) as a j:teans for primary mitigation. He 
had not hea:l.'d any strong reasons vihy tha.t provision, 'fhiell for very good 
reason had not been activated in the pa3t; should nOH' be activate:-],. He 
had not heard that the situation had completely ma:dng activa­
tion of' that provision of the jl,rticles necessary. L:~}~e other Executive 
Directors, he was prepared to study the :possibility i'rith an oren mind; 
but; in order to do so, he thought it would be helpful to have additional 
information abo'J.1; 110\'1 the provision would be executed. I:>Ir. Kharrnmran had 
~'eferred to it as a waiVer) and the connotation of 8, wa.iver reinfo:cced 
I,:jr. Schleiminger's uneasiness. He asked whether it wculd be a permanen-;:; 
iTS,iver, or "Ihether the repayment provisions of Art V, Secticn 7(8.) 
\lould apply later; if the cOLlI':!try IS reserves -j ne:r:Al'l,::;ec1, ,?ould H. have to 
:pay in full, or vT01~ld rCIJayment be made over a period to 0..1101" the countJ..~y 
t.o re~uild its reserves, and then} to com:ply ',lith the rules? 
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Mr. J(hs.rmi1ltlan explained tha.t the l'iOrd waiver was a sort of oral 
shorthand by ~'lhicl1 he inte:1ded to include 9,11 l:inds of techniques that 
might be used for countries in weak financial situation:'. The sa;aller 
countries should be given consideration at the se.me time that efforts 
were being made to alleviate the burdens of much stronger countries. 
There were many reasons for activating the provisj.on, including the 
Amendment that had made automatic special dravTings impossible. 

The General COll...'1sel referred first to fllY. Schleiminger fS last 
question in connection with Article III} Section 4(a), E.nCi pointeC! out 
that the staff had not preEented a fixed positioi.1 against invoking the,t 
provision. On the contl'ary, the staff had resllscitatec. the suggestion 
in orde:::- that it migllt be exe!!li.nerl, idth the explanat:i,on that hitherto 
Executive Directors had not, L'.sed the provision. 'x11e l'e9.sons for not j.n­
voking that pro-vis~.on in the past he-d- been: :first, the liquidi of the 
Flma. and the impact that the use of tha.t provision n:ight hai 7e had on 
Fund resources; second, the desire to discouruge 'elle use of an uadul;,{ 
eaf!.y method cf obtaining quota increases. He noted that the prov1sion 
.~as /:\P~?licable also ....,0 individual cO\.1f.tries' requests for quota in­
creases that ,\,;ere not assoc iated -;-ritil seneral re,,'i.cvJ'S. inthough those 
had been the motives of the Executive Directors in the pact, the sta:~f 
vTould be ready to vlOr};: out 1'll13.tever m?_gnt be desired on the pl'esent 
occcwion. 

The General Counsel mentioned !'flY, SchJ.eiminger's question about the 
w'O:rd "i.;-aiver" in connection vlith addit,ional gold subscriptions, and said 
that if it l'laS used to describe the reduction in t:;;o}.d subscription, the 
effect might ~e no more than ~elrrporary in giving relief. The reptU'chase 
provisions of the Artic.ies would continue to operate, and they might, in 
due cour:::e, if the member's reserves increased, produce a repe.rchase 
obligation for the currency that had, in effect, been sU~bstituted for 
~~ne gold portion of the quota increase, or part of it. 'rue l'ep.1rehas8 
position ,:ras the sam;:;, insofar as the originaJ. gold subsc!'il;tion had 
been less than 25 per cent of qllota. For example, if the CU1~rency sub­
scription he"d been 80 J?el~ cent. of quota, then there i'Tonlc! be a possible 
rep~cha.se oblige.tion of 5 per cent that might accrue in gold or in con­
vertible crl.:rrencies. lIe then referred to the q<'lestion '~'rhether, in addi­
tion, spec5.~.1 repurchaSe terms could be imposed as they we.re in connection 
"lith purchases. Such terms "muld be i';ith:i n the discretiona.-ry pOi-leI' of 
the Fund; and a re:purcbase obligation cf that ldnd that l'las ;:n,de ancil­
lary to the repurchase provisi'Jns of the Articles might S88Y:l c'v:9prOpri8>~':; 
to the Exect::.tive Directors. 

The Generc,l COlL'1sel !'eferred to Iv".r. Dale IS tw'o possibiliti3s in conn·;!;.;" 
tion with directing Sm{' s to 2articular members. One was to presc::.'ib::::: tn:'Df.:'·' 

actions without designation under Article XXV, ::ection 2(0), as a method 0:1;' 

GJ..levia,ting reu'lct.ions in the reserves of certain countries. The othey.' ll8,S 

the adopti011 of a SUPfl} ementary principle of der:i.Cll8.tion uncleI' A~·ticle )'J~V, 
S=ction 5(a). The General r:ollllsel corrfh·w,,>·l +.hat he had prev:!.onsly fjaid 
that there was no /:J. priori l.eg8~1 o1)jection to either ("(Jill' ;;e, buJ~ 5.f th038 
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procedures "Iere pursued actively--although at the moment they were merely 
being noted in th~ record-··then it WOL:ld be necessary to examine hm·; they 
vlOuld affect the operation of trie new facility. A decision of Folicy 
vTOuld be needed in the l1ght of the poss:'..ble effects on the total opera" 
tion of the SDR facility. For example, a balanced distribution of speciaL 
dravling rights \<I'as one of the desiderata of the whole scheme, and had 
been ·vr.citten into the Artic:Les. The issue of directing special drm'ring 
rights to the General ACcOllnt of the Fund itself was a diffe:!:'ent question, 
I';hich 1.fr. Schleiminger had mentioned. A nmuber- of decisions ':rith respect 
to the inflow and outflow' of special dravring rigb'Gs ·would be necessary 
bef.ore the turn of the year) in addition to solving the problem of 
mitigation, in order to '(rake the mechanism of the SDR facility fully 
operative. Indeed, if nothing were done in the field of repurcha.3es, 
there might be a considerable inflow of spec::'al drawing rights into the 
General Account because of their illclusion in the calculation of mone­
tar'y reserves as of April 30, 1970. A paper was being prepared that 
"lOuld give the various possibilities for the flow' of special dra",'ing 
rights 'both into and out of the General ACCOlUyG. That paper 1'iould be 
distributed to the Executive rirectors within a number of da~rs. It 
dealt i'lith issues thaJ

;:; ivould have to be considered whether 0::'- not the:;:-e 
iV&S a problem of mitigation. But sinc3 the proble:n of' IT'itigation in­
volVed FUJld liquidity, it was rational to link them. 

The General Counsel recalled that ]\ir. Kha:cmawe.n and Mr. vTilJ.iaill3 had 
mentioned the possibility of having c;p(:cial purch.ases from the Fund to 
relieve the primary impact. 'rhe Aflendlnent had m;:.de the old form of p'n'­
chases fo? this special pur~ose lega.lly :il.rrpossible. 

Tl-:.e General Cou,,'1sel turned to Mr. Plescofffs remar~{s on Article XXV; 
Section 7(a), and said that it should be quite clear that there "\-TaS a.n 
obligation on a member to proviCie its cIL-rrency, if the Fund should so 
decide, against special dravring rights. It vias exactl,y the same sort af 
obligation t,hat would exist if the }i'und decided that a member should 
provide its currency against gold. Certain conditions were laid dOlm witn J 
respect GO using sTlecial drawing rights for this pll.J.":pose, and, of course, 
"chose conditions '{Quld have to be met.. That subject W'ClS one of the topics 
in the p2.::?er that vlaS being prepared on the use of special drawing rights 
in and through the General ACCou11t. 

Coming to rifr. Phillips f remarks, the General Cou..."1sel ~aid tha;~ the 
use of the gold tranche right to acquire currenc~r 'shat 1muld then be u.3cd 
to a,c.quire go]~d would no":; be challAnged. A member i'lOUld not have to 
state the purpose of the purchase, al-~~h()1]gh the member was expected to 
have a neEod for it. Nevertheless, the purcl18,se would not be challenged. 
Purchases in the credit tranches w'Ould be subject to a;pprolxr'iate IIccn­
ditionality. II 1:.fr. Phillips had also asked whether special drawing riGh::~8 
could be used to purchase gold. The c.nSifer Has that in the first instance,; 
cUl'rency coul d only be obtair!ed in tra.nsactions involving Gped.al drmdn['; 
rir;hts; and or course, participants had to have a need to use special 
draw'ing rights. The GCllc.l.'al COlmf:{~l meni.:i oued Mr. Y8J11Po(.;o·", ('olllIllent about; 
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accepting quota i':1creases tJy installments, and €nphasized that there TtlaS 

no intention to 3llggest tha.t s'.lch a s;y-stem 'was being ol'pOsec.. Seyeral 
Executive DirectoTs hao. raised doubts whether teat procedure '~rould nC:~-T 
be viewed with the Sai:r:.e enthusiasm that it had received in the past b~r 
some members. SJ?ecial dra,rlng rights were allocated on the basis of 
quotas, and allocations wOl.:ld be 'made on less than the maxi-mum to which 
a quota could be incre80sed \'lhen it vlaS l::eing increased by installment;:;. 
A technical problem would aJ.so arise in correIating the inst;aJ.lILent 
feature with an option of accepting a quota be·t·:veen a illo.ximuill and a 
minimum amount, if that a.rr ange!J1ent '~lere adopted, 

Concernil1-S Mt. Lieftieclr, IS question about the inlJ?li,cations of the 
last sentence on pag~ 6, the Genera.l Counsel said that vlhen tile Fund used 
its pOi'rer to replE:mish, either i;)y oorrowing or by the use of gold, or by 
the new pm-rer to use special draw:tn&; rights, there l1ad to be a bona fj.de 
need to replenish. There vms nothing in the sentence to sue;ge3t that 
reIllenishment could be made on the basis of some other consideration. 
The sentence i'laS mel3,::lt to indicate that if there was a bona fide n~ed 
vD.thin the foreseeab!.e future, tim courses could be follovTed, Fi:i.~st, 
there could be replenishmer.t forthw'ith; fo:.' example, if in the comi'!g 
three months there was a need for the equiv::;.lent (.Jf G:3$lOO miJ.:ion of 
some cur:cency, the Pmld vrould sell $100 million of gold and receive tha.t 
currency. SeC0nc., it vl(Juld be pvss:lble to vTait until the G2nerc:1 Account 
transactions actually occurred; fol' example, if thC1'0 viere to be fou:r 
transactions equivalent to US$25 l'1illion each, rep.ienishm,er:t could occur 
when those transactions -Cook place, and $25 million of gole could be 
used on each occasion. The latter had -peen the mol"c; general practice 
in the past. ----

Hr. Lie:ftinck had :::.'aiseC, a very iL'1portant point JUte GeLeral Counsel 
sale:, in connection w:5..th l~rticle XXV, Section 7(c) (H) J and that provision 
vas at the very heart of tl'1e :r::aper that tne General CO'-l!!seJ. hac. referred 
-to earlier. It concerned the us e. of specil3J. drawing rights i.n transac­
tions vr.:i.th the General Account; in particular, it rei'erred to the use of 
special drawing rights in l'(~purchaseE. T:.'1e Fund IS poW£:r) ur..der that pro­
vision, W3.S very broe>li. The 'lords I!c,s far as feasible II did not ~imit the 
rellurcha8e transactions in ",hich the jf'und might, if it so des3.red J receive 
special drauing rights. It "muld be possible for the Fund to accept 
special dl'ai-Ting rights in all of the reptu'chases now outs'canding :Lf it 
were desirable to do so. The provision indicated) hOWever) that when the 
discretion was us:::d, it should have roughly the sa'.ne ii11:9act on a.ll mem­
bers. 

The Treaf.u.rer ref'E::rred to the Questions about the last hro paragrayhs 
on :page 6 of the paper, "'i·,hich dealt -With the possible t3ch:1iques and im­
plications of mitigating the secondary impact. 'I'l:e basic operational 
aspect i-TaS that the Fund couJ_d repJ.enish its holcUngs of the currencies 
for which it had a need again.3t gold received from s uh~c~·lpt i on payments 
It had been generally linil.e.l.· ... i~ood that thoi'\e (·In·~· ...m{'.:i es i<Tollld be of eOLL1­
tries that had net c:ceditoT pos:i-l~i()j]::: in the Fund~ meaning tl:at the Jfund's 

0 

http:again.3t
http:vr.:i.th


C(:;nt~:L~tc{:: 0:: ~rl.e VJ~lo':e 

Meeting 69/3 .. 11/19/69 

holdings ,fould be below 75 per cent of the member's quota. There "i-lere 
now 16 members in net creditor IJosit:Lons; 8 of them had positions of 
more than $100 million; and there vTaS no prima fac::e reason why the 
Fund should not use m~re than one currency in the reJ?1enishment opera­
tion. Of course, the result of the replenishment would be an increaae 
in the Fund's holdings of a creditor country's curreriCY, and tr.lis would 
reduce the member1s net creditor position. Moreover, if'the replenish­
ment were concentrated only on one or tiro currencies, it; would dis­
harmonize the distribution of the net creditor positions in relation 
to reserves. There were t",;o differences between the situation at the 
time of the pr'evious ger.,eral revievl' of quotas and the present time. 
Previously, t',fO currencies had been involved, namely, the deutsche ma::::-k 
and the Belgian franc, and the Belgian franc ~qas involved for a very 
small amount in relation to that of the deutsche maJ~l\:. The other dif­
ference, hm-rever, was that remuneration was n01<1' paid on net creditol' 
positions; mld the.t rr.ight make the arrangement less desirable for mem­
bers. For that reason, l1r. Plescoff 1 S question regarding 'which n:ember 
countries wculd be involved was appropriate, and it vlOuld have to be 
settled; the choice of countries was, however, comparatively wide. 

The Tl'easurer J,,:.urned to Mi.', Dale's question about hOI'/' a country's 
position could be returned to !10rm.<11 after holdings had increased as a 
result:; of replenisbment, and replied thet there w'ere various techniques; 
he ,'lould give a fe'r,'J example::;. l~j.::st, the Fund could sell the repleni[~hed 
cur::ency to the exclu3ion of all other clJ.rrencies. The reserve positions 
of other members 'fOuld remain unchanged, and sales would take place 8,8 

transactions occurreo.. Second, there could be a 6.ifferent arrangement 
in the timing of the sa~les. The first sentence 1n the last paragraph 
on }:-Jage 6 of the paper implied c.:.n instantaneous replenisp.ment; wher:. a 
subscription pa;yment viaS made, the Fund vrould iJ.'Vrr.ediately--on the SCJJle 
day--sell thet gold f'or curTcncy; and thereby increase its holdings of 
the currency_ Follo'\ving that, there woulcl. be a delay before tt.e need 
arose to use that cm:rency in transactions. A third possibility was to 
delay the sale of gold by the Fund for currency 1J.nt.il the time 'when tha;;::; 
currency was needed. That could be o.or..e in various i'layS; for example, !:-1 

c'urrency might be bougat for some future period such as the next quartero 
HOIvever, 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, until the Fund fou-'1.d the.t it had a need fer ~heir curren­
cies. Although that situe.tion would not be Ul1usu8,l fo:;.' e :r.eserve center, 
it might be considered uno.esira,ble for a member that normally did not 
buy a..lJ.d sell gold in quantity. A fourth possibility would be to in­
volve more than one member in inste.ntaneons repler:.ishment; that would. 
lessen the decrease in a single member's reserve :gosition. There migb.t 
be other m.ethods, and since the Executive Directors r-.t:..d eXJ):.r.essed a deep 
interest in t:;he question, the staff might prepare a Ijaper sett:i.ng forth 
specific alternatives and preferred operational solutions. 

1':'1e Treas urer said that Mr. Johnstone had sjJo;;:,-oi f'i.0R.ll.y :i. nquired "that 
the middle se;:.terice in the IH's l; llA1.·ae;ra!:,h OIl }!age 6 of tee p:lper mear.t. 

http:sett:i.ng
http:1J.nt.il


- 21 - Comrrdttee of 'the Whole 
Meeting 69/3 - 11/19/69 

'l1J1e sentence "Jas in"tiendec, to e}"''}Jlain the first sentence of the paragraph 
by giving an exarJ.:ple. If a. crnmtr;T needed gold, it usually bought that 
gold from the U.S> 'll-.reasury to the extent that it did not ,dsh to vlith­
draw' the gold from its ovrn holdings. Hal/rever, as long as the United 
States had a net creditor position, and the Fund had a need for U.S. 
dollars, it vmuld be possible to sell gold to the United States in order 
to replenish the Fund's holdings of dollars. 

There w'as also, tb.e Treasurer said, an ilnportant relationship bet't'leer: Cony 
primary mitieation and 8econdary fatigation; the 8econc1ary mitigation pl~obleill 
would diminish to the extent to \'Thich that primary 111itigation ,rould oCCtn'. 
'Whether the t-v1O wo:1ld be precisely in proportion \voLtld depend on the 
amounts of gold that members bought from reserve centers compared vJ'ith 
the amounts that they dre";']' from their own resources; that could not be 
determined nov)'. 

The Treasurer referred to questlon~ concerning the F\1nd!s liquidity, 
and made several corr~ents. First, in order to place a ceiling on gold 
sales by the Fund, it \'1Ould be neces::mry to determine what percentaee of 
the total gold subscription would require mitigation. The staff had 
mentioned an a'11Ount of ~500 million, but that was subject to discussion 
by the Executive Board. Second, the gold subscriptions received by the 
Fund at the time of the last general increa,se ir.. quotas had moved out 
to vexious members by del)Osit, triangl1lar operations, or replenishment-­
over a fairly long period of ti,ne; tha.t had had an effec"ti on the liquidity 
of the Fund. ~1ird, the liquidity of the Fund could be affected by the 
Fund's capacity to borrml. Last, the Flmd's liq:.lidity could be influenced 
by the infloi'T of SDR t8--1.:n ar:1ounts still lLl1decided by the Executive Board-~ 
that 1vould be used later as needed by the Fl.md in accordance with the 
provisions of the Articles of Agreement. The paper had nol:; stated that 
there was complete identity beti'reen SDR's and gold. He thought that they 
were not completely identical for Fund pur,oses, because the Articles of 
Agreement specified certain terms and conditions for SDR!s. 

The Chairman observed that several Execu+iive Directors had shown (;'"n 
interest in the use of Article III, Section 4(a). He thought that it 
would be useful to have a more detailed paper, setting out the histori­
cal background of' that provision, and the various ifays in which it could 
be used. 

The Treasurer said that Ruch a J?aper cou:!..d 'be pl'epE',red in due cours~ J 

but it 1-muld be useful to determine first what amount of mitigation was 
envi;saged. 

Hr. Stone made several comments. First, he was glad to hear the 
General Counsel say that the staff l¥ould work out possible uses of 
Article III, Section 4(a); he would I-lelcome a paper on that s ubj eet. 
Second, the Genel'B.l_ Conm:el had said that a dc,-.i fli nlJ. ~'lo1Jld be necessary 
on repurchases in SDR tS bei'on~ the end of the year, quite aIlart; from 
the question 0:: mitigation. He l'",,-.al1 p(l t,;'1at it was said in paJ:agraph '3( a) 
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on page 2 of SM/69/1G5 (11/13/69) that consideration needed to be given 
to repurchases in SDR's, preferably before their first allocation, partly 
because of the relation of that 1llat;ter to the problem of mitigation, 
but more particluarly because members that had repurchases falling due 
after January 1, 1970 might wish to use SDR's in those repurchases. !-Ie 
asked to what extent the failure of the Executive Beard to make any de­
cision on that question before January 1, 1970 wolLLd inhibit any member 
from using SDR's in making repurchases, indirectly if not directly. Was 
he not correct in believing that a member that needed to make such a re­
purchase 'VJ'Ould be able to obta,in currency convertible in fact from desig­
nated pa~Gicipants by tendering SDR's to them, ru1d then to use that 
currency for the replrrchase? 

1-:rr. stone then referred to the General Counsel1s comment that 
Itrticle XXV, Section 7(d) placed the same obligation upon members to 
sell cUl'rency to the Fund against SDR 1S, as to sell it to the Fund ag8.inst 
gold, but under certain conditions. lvIr. Stone believed that the quali- '~ 
fication of "certain conuitions l1 should be enrphasized. As was noted in ..." 
the footnote on page 5 of SM/69/l53, Article XXV, Sec"Gion 7(d) said that 
the Fund might) if it deemed such action appropriate to replenish tts 
holdings of a participant's currency, and after consultation ..d:eh that 
participant on alternative ways of replenishment under Article VII, 
Section 2, require the participant to provide its currency for SDR's. 

[i~. Stone thought that the Gener~ Counsel had also said, with 
reference to the last paragraph on page 6 of the paper, that whenever 
the Fund used gold to acquire the currency of a member, there had to be 
a bona fide need to replenish. While that "las the vlay the Articles read, 
he distinct~,r recalled that as recently as last Se~!?t;emoer Ivhen the CU1"­

rsnc:.y package '.ras discussed for the French stand-by, the pap8r prepared 
by the staff said that no bcrrOi·J'ing of the currency of a certa:Ln meniber 
was contemplated tl..."'l.der the G'::neral Arrangements to BOT::"Q";f becc..use the 
FunC), 's holdings of that currency were judged adequ::!.te; yet the sa.l1e 
paper p,:oposed sales of gold by "0h::: Fund to that cou:~rcry erL;:;ng otheTS...) 
to re:;>lcmish the F\md I s holdings of t~he cOUi1try' f{ c U1"l'611CY. vil1ile he 
had not objected and. '!.vas not objecting to that transaction, he vTas having 
difficulty in reconciling thCl.t :rart:Lcular decisioi.1 :)f the Executive Board 
';lith the Ge:neral Cotl..'1sel 1s st;a"Cemen~0 tho;:; vlhenever the Fund used gold to 
acquire the currency of a InGluber therE: h;.d to be a bona fide ne+2d to re­
PlenisiJ II~. Stone referred '.jO the Treasurer's c:!'.1ment in 1'e81)eet of 
Mr. De. e 1S question about Ilcr:tching up. 11 He was Y:'lzz::..ed by i~he question; 
and 'tiould ,,,eleome the paper that the Treasurer h.::i:' p:r.'omised to provide. 
It appeared to him that transact.ions to brbg about ,s';con6a.ry mitigatLm 
would not; reduce the reserves of members other thanc.ne United States. 
USing Germany as an example, after the transactions Germal:'Y's reserve 
position in "ehe Fund would have declined, but its :foreign exchange ["ole:· 
iugs ,,,ocid have increased. He understood that in the co,se of the Unite:;" 
states the outcome ..TOuld be different, and he asked \vbether it l~as true 
therefore that 11hen the term "a member" vias used in this conte);.-t> l'lhat 'i'W.S 

really meant was Itthe UnitE:1 states. II Tinally, referring again "(;C) the 
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TreasiJrer IS cOrlluent relating to the Fund's liquidity, he noted that a 
ceiling of $500 million had been p:..~oposed for secondar;-y mitigation. He 
mentioned that many members of the 1:'\md) who \'[e1'O no longer permitted···, 
vTithout a good deal of u,,'1pleasantness--to increase their own gold hold­
ings might be less easily reconcHed 'co the prospect of yielding up 
their gold to the Fund nov1', than they had been in the past. 

Nr. Plescoff said that he continued to beLeve that it \muJ.d be U.S3­

ful for the Executive Directors to have a roeper sbOlI':5,ng "mether the 
liquidity of the Fund '1:Tould be the same v~het{"er it were based on SDR is 
or on geld. He understood from the TreasLlrer that it 'vras EOt quite the 
same, but that a gold basis w'ould give more liqu:)_dity. Mr. Plescoff 
then quoted the first sentence in the third paragraph ~n page 5 of the 
paper} which said that holcling,; by the FU...'1d of SDR IS .. Hi;;:e Fund holdings 
of gold, would ei1able the FU..."1d to 1'i11&''1Ce dra.vnngs at any time 1'rhile 
preserving its liquidity and acting conSistently w'ith its policy on 
currencies to be used. 

The T:rea.sure:~ rc..itel'atecl that there ,wu1d not have to be; of 
neceSSity, an identity bet,.,'leen the use of SDR!s and the use of gold by 
the Fund. They could be used in simila,r ways to replenisn the Fund IS 

holdings under the provisions of tne .l!~r-ticles. 

[The Genel~al Cotmsel ref'e:!:'red to three of Yir. Stone's questionsJ ~ 
The first was what the consequences ""lOuld be of :2.iling to take a de­
cision before January 1, 1970 about repl:..rchases in fDR's) aLd he said 
that the faUure would in itself be a decisj.oD; ",Jsrr.:l'Jers "lould net be 
ell'l.)?Oivered to use SDR's in some of the transactions ICTTdttea ';;y the 
Articles. It 'VTas true that currencies could he obtained for sfecial 
dra'tring rights, but it did not follovr that t~1e;:r i,ere th'3 currencies the 
Fuml wished to receive under its policy on the selection of currer-cies. 
That would depend on the list of currencies convertible in f:1ct.< Second, 
\'Then he had mentioned cond:'LtionG u,,'1c.er which currency could be obtained 
against SDR's for replenisllinent, he had v.ot intended to compare gold 
with SDR IS. He had said th8,t if the conditions of the Articles were 
satisfied) there was an obligat ion on a member to provide its currenc~r 
in return for SDR IS) just as t::'1ere \ifUS in the case oi' t:i.le Fund!s use of 
gold for replenishment. There i'rere so)me obvious conditione; one exam.:;;>le 
~ras the limitation on tho amount of S:CE's that any particiJ.)a:ot could be 
required to hold. ITnir(1) ,rith respect to the req.u~~:reLlsnt of' need for 
replenishrasnt againsJv gold} the Articles stated t.:'l;),"t; the Fund might, i:i' 
it deemed such actiO!'l ap:propriate} replenish its holdings of any merr!ber 'cO: 
currency. Ee 8,SSUI£lec. that w'hen the Executive Di:!.'ectors had a:DIJroved 1'0­

plenishmen~ :i.n the past) they had deemed that action a.pprop':':'ate.:J 

IVjj:. StonE: asl:ed whE:ther the Genera.l Counsel, in ans"!le:ring ';;h8 
question 0::1 the use or nonuse of SDRls in repurChRflAF!7 c:onsidered that 
there 1';0,8 a possibility +;hab L:ia·..:enr>1 PS ':OllVel:[;ihle in fact nie;ht not 
actllally be convertible. 
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The General Counsel said that he had not The list of currencies0 

convertible in fact had not yet been establi.shed, but the absence of 
any particular cur:rency on the list 'would not connote that the currency 
was not convertible. There tad been and were still severe,l different. 
concepts of convel~ibility in the operations of the Fund. 

was agreed that the discussion should be resurfled at the next 
meet tng of the Connnittee of the vlhole. 

Approved: Feb:rual'y 9, 1970 


