MINISTERIAL STATEMENT

OF THE GROUP OF TEN

AND

ANNEX PREPARED BY DEPUTIES

“. . . examination of the outlook
for the functioning of the inter-
national monetary system and
of its probable future needs for
liquidity.”




10th August 1964

M. Valéry GISCARD D’ESTAING, Ministre des Finances
et des Affaires Economiques of France, acting as Chairman of
the Ministers and Governors of the Group of Ten countries par-
ticipating in the Gteneral Arrangements to Borrow, today issued
the following Statement. There is included with this Statement
an Annex prepared by Deputies of the Group of Ten.



GROUP OF TEN
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MINISTERIAL STATEMENT

1. The Ministers and Governors of the ten
countries participating in the General Arrange-
ments to Borrow have, over the past year, ex-
amined, with a long-range perspective, the wider
implications of the obligations which they have
accepted for helping to assure the stability and
adequacy of the international payments system.
They have reviewed the functioning of the inter-
national monetary system and its probable future
needs for liquidity. The necessary studies were

entrusted to a Group of Deputies, to be carried

out in cooperation with the International Mone-
tary Fund and with the participation of repre-
sentatives of the staffs of the International Mone-
tary Fund, the Organization for Economic Co-
operation and Development, and the Bank for In-
ternational Settlements, as well as of an observer
of the Swiss National Bank. The conclusions and
decisions of the Ministers and Governors were
greatly assisted by these studies, the results of
which are described in the accompanying Annex.

2. In reviewing the functioning of the interna-
tional monetary system, the Ministers and Gover-
nors reaffirmed their conviction that a structure
based, as the present. is, on fixed exchange rates
and the established price of gold, has proved its
value as a foundation on which to build for the
future. They further agreed that increasingly
close cooperation among monetary authorities was
an essential element supporting the system. As
concerns liquidity, the Ministers and Governors
are agreed that, for the international monetary
system as a whole, supplies of gold and reserve
currencies are fully adequate for the present and
are likely to be for the immediate future. These
reserves are supplemented by a broad range of
- credit facilities. The continuing growth of world
trade and payments is likely to entail a need for
larger international liquidity. This need may be
met by an expansion of credit facilities and, in the
longer run, may possibly call for some new form
of reserve asset.

3. The smooth functioning of the international
monetary system depends on the avoidance of ma-
jor and persistent international imbalances and
on the effective use of appropriate policies by na-
tional governments to correct them when they oc-
cur. The Ministers and Governors have there-
fore decided to initiate a thorough study of the
measures and instruments best suited for achiev-
ing this purpose compatibly with the pursuit of
essential internal objectives. In view of 'the ex-
perience it has already acquired in this field, Work-
ing Party 3 of the O.E.C.D. is being invited to
take charge of this study.

4. A significant development in the evolution
and strengthening of the system has been the
emergence of a wide range of bilateral and multi-
lateral credit facilities, notably to cope with specu-
lative movements and sudden pressures. There
has at the same time been increasing recognition
of the fact that the way in which balance of pay-
ments deficits and surpluses are financed has im-
plications for countries other than those directly
concerned. The Ministers and Governors have
consequently agreed on the usefulness of partici-
pating, through the international institutions
which are already concerned with these problems,
in a “multilateral surveillance” of the ways and
means of financing balance of payments disequi-
libria. To this end, they have approved arrange-
ments which will give the monetary authorities of
countries participating in them a more compre-
hensive and up-to-date view of major trends and
will afford them a better basis for strengthening
their policy cooperation in the international mone-
tary sphere. This should help them to avoid ex-
cesses or shortages in the means of financing sur-
pluses or deficits in the balance of payments, as
well as to discuss measures appropriate for each
country in accordance with the general economic
outlook. The Ministers and Governors of the
Group will meet from time to time to survey cur-
rent developments in this field. .
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5. Looking further into the future, since there
is a possibility that the supply of gold and foreign
exchange reserves may prove to be inadequate

for the over-all reserve needs of the world econ-.

omy, the Ministers and Governors, without pre-
judging any aspect of this question, have ap-
proved the arrangements made by their Deputies

for a study group to examine various proposals .
regardlng the creation of reserve assets either 4

through the ILM.F. or otherwise.

6. Fmally, the Ministers and Governors have

exchanged views on the adequacy of international
credit arrangements. The International Mone-
tary Fund, with large resources of credit and a
code of obhga.tlons, occupies a central position. In
order to further the Fund’s capabilities and while
recogmzmg that the respon81b111ty for decisions
concerning, the provision of additional resources
rests with the competent authorities of the LM.F.,

itself, the Ministers and Governors, for their part,
are agre’ed ‘that they will, in the forthcoming
. quinquennial review of Fund quotas during 1965,
support a moderate general increase in member
quotas. At the same time, they will support rela-

tive adjustments of those individual quotas which
are clearly out of line. In addition, the Deputies
are instructed to study the questions related to the
renewal of the General Arrangements to Borrow
and to make recommendations to the Ministers
and Governors before September, 1965.

7. The Ministers and Governors believe that
the review of the international monetary system
conducted during the past year has helped to

clarify the ,fundamenta;l considerations which un-

derlie the various national points of view and has
brought a fuller recognition of common interests.
They believe that the spirit and practice of co-
operation that have now been achieved warrant
confidence that fully adequate, but not excessive,
resources will be made available to meet the li-
quidity requirements of the world as a whole.
This readiness of their countries to work together
in meeting unexpected developments or longer
range requirements will strengthen the capacity
of the international monetary system to support
and sustain the objectives of growth, employment,

and price stability that are shared among all
people.




ANNEX PREPARED BY DEPUTIES

This document presents the main results of the studies of the Deputles, which led to the report
presented by them to the Ministers and Governors at their ‘meeting in Paris on June 15-16, 1964.
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Introduction

1. Our Group was established by Ministers. and
Governors, as recorded in their communiqué of 2nd
October 1963, in the following termis:

-.In reviewing the longer-run prospects, the Ministérs »

and Governors agreed that the underlying structure
of the present monetary system—based on fixed ex-
change rates and the established price of gold—has
proven its value as the foundation for present and
future arrangements. It appeared to them, however,
.,.t0 be useful to undertake a thorough examination of
the outlook for the functioning of the international
_ monetary system and of its probable future needs for
“liquidity. This examination should be made with
particular emphasis on the possible magnitude and
nature of the future needs for reserves and for sup-
plementary credit faecilities which may arise within
the framework of national economic policies effec-
tively aiming at the objectives mentioned in para-
graph 2. The studies should also appraise and evalu-
ate various possibilities for covering such needs.

The objectives mentioned in paragraph 2 of the
communiqué were as follows:

The Ministers and Governors reaffirmed the objec-
tive of reaching such balance at high levels of eco-
nomic activity with a sustainable rate of economic
growth and in a climate of price stability.

We have also regarded certain passages in the
same communiqué as relevant to our studies:

The Ministers and Governors noted that the present
national reserves of member couﬁt,ries, supplemented
as they are by the resources of the IMF, as \well as
by a network of bilateral facilities; seemed fuhy ade-
quate in present circumstances to cope with possible
threats to the stability of the international payments
system.
:The Ministers reviewed the “General Arrangements
to Borrow” in the International Monetary Fund and
reiterated their determination that these resources
would be available for decisive and prompt action.
The Ministers and Governors believe that such an ex-
) amination of the international monetary system will
- further strengthen international financial coopera-
tion, which is the essential basis for the- continued
successful functioning of the system

Our instructions were that:
Any specific suggestions resulting from the studies

by the Deputies will be submitted to the Ministers
and Governors for consideration.

2. In accordance with these instructions a number

of meetings were held during the past year and
“close relations were maintained with the Interna-

tional Monetary Fund (IMF), the Organization
for Economic, Cooperation and Development
(OECD) and the Bank for International Settle-
ments (BIS). The staffs of these institutions
have been represented in our discussions and have
made valuable contributions to the work of the

‘Group. The discussions also benefited from the

presence of representatives of the Swiss National
Bank, as decided by Ministers following comple-
tion of the legislation looking to Swiss cooperation
with the General Arrangements to Borrow.

3. A review was made of the major proposals put
forward in recent years for reform of the existing
international payments system, ranging from a
restoration of the former gold standard to the
setting up of an international eentral bank with
supra-national authority. While no single plan
appeared to meet the requirements in a way fully
consistent with the general political, economic and
social environment in which international pay-
ments and arrangements must operate, we have
found much in the analysis underlying these vari-
ous approaches that has been useful and stimulat-
ing for our discussions and appraisal.

4. Our report, after examining the broader eco-
nomic and financial structure within which the
international monetary system must operate, sur-
veys briefly the major aspects of the system as it
has evolved in the postwar world, makes an ap-
praisal of the present system, explores lines of
future development and, finally, sets forth and

explains our major conclusions and recommenda-
tions.

I. The . Importance of .International Balance
- and the Process of Adjustment

5. The smooth functioning of the international
monetary system depends on the avoidance of
major and persistent imbalances and on the ef-
fective use of appropriate policies by national
governments to correct them when they occur.
The process of adjustment and the need for inter-
national liquidity are closely interrelated. If
there is not enough liquidity, countries may not



have time to make adjustments in an orderly fash-

ion, and may be forced into measures that are -

disruptive both to their domestic economies and
to international economic relationships. - If, on
the other hand, there is too much liquidity, the
adjustment mechanism may function too slowly,
and a delay in taking measures necessary to re-
store balance will in the end be harmful at home
as well as abroad.  In view of this close interde-
pendence, we have thought it right, before proceed-
ing to examine the international monetary system
itself, to look into the processes and procedures for

maintaining balance of payments equilibrium, and -

for correcting imbalances when they occur.

6. The objectives of economic policy in a. free so-

ciety are broad: and complex. They include

healthy and sustainable economic growth, full and

efficient. employment,. together with goals in the
fields of social development, defense policy, and
foreign aid. But continuing success in the pursuit
of these objectives demands reasonable price sta-
bility and equilibrium in ‘the over-all balance of
international payments. Countries will neverthe-
less from time to time find themselves showing a
tendency toward a sustained deficit or a sustained
surplus on their over-all balance of payments, and
in order to counteract this tendency they will find
it necessary to make use of an appropriate com-

bination of the following instruments of economic

policy: . :
- —Budgetary and fiscal policies;
—Incomes policies;
‘—Monetary policies; v
~Other measures relating to international
capital transactions (e.g., measures designed
to affect capital movements, advance repay-
ments of inter-governmental debts, ete.) ;
~—Commercial policies (e.g., temporary uni-
- lateral tariff reductions and similar meas-
~ures); L
—Selective policies directed to particular sec-
tors of the economy (e.g., housing or hire
- purchase, govérnmental transactions affect-
ing the balance of payments, etc.).
7. Such instruments must be employed with proper
regard for obligations in the field of international
trade and for the IMF obligation to maintain
stable exchange parities which are subject to
- change only in cases of fundamental disequilib-
rium. A “mix” of policies appropriate to both in-
. ternal and external objectives has to be found and
*applied by national governments. It falls to each

government to ensure that it is fully equipped with
the various policy instruments necessary to its
task, to be alert to the dangers of delay in making
use of .these instruments, and to put appropriate
weight on the maintenance of external equilibrium
without neglecting internal objectives. It is thus
for each government individually to find means
of reconciling its own social priorities, institu-
tional practices and general economic performance
with the ever-present need for external equilib-

‘rium. It is for governments collectively to con-

sider how the -actions of each may affect others
and whether additional standards for improving

~external balance and new forms of consultation
- and cooperation‘to that end may be called for.

8. The growing recognition of common interest in
the smooth flow of international trade and pay-
ments has already. greatly promoted the practice
of international consultation in the field of finance
and trade, which at: first tended to be mainly con-
cerned with the fulfillment of, or occasional dero-
gation from, specific obligations, but has more re-
cently developed into a broader cooperation, to
ensure so far as possible, that adjustment meas-
ures adopted by national authorities take adequate
account of the interest of other countries.

9. Much, however, remains to be done in clarify-
ing the measures and instruments which are best

- adapted to avoiding imbalance and to correcting

it as early and as smoothly as possible when . it
occurs. This is so relevant to the functioning and
liquidity needs of the international monetary sys-
tem that, subject to the review and approval of the
Ministers and Governors, we have suggested that
Working Party 8 of OECD, which already has
gained experience in this field, might be invited
to study how member countries, individually and
collectively, and: compatibly with the pursuit of

their essential internal objectives, could in the

future preserve a better balance of payments equil-
ibrium and achieve a faster and more effective
adjustment of imbalance. L

10. Working Party 3 would conduct studies of the
interrelationship between internal liquidity and
the balance of payments as well as how measures
in the field of fiscal, trade, incomes and other poli-
cies can be used by both surplus and deficit coun-
tries, in combination with monetary policy, to
achieve internal and external objectives, particu-
larly when there is some possibility of conflict be-
tween the two. These studies would explore
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whether standards could be formulated on the con-
tribution of monetary and related policies to bal-
ance of payments equilibrium, against which the
performance of countries could be appraised. - The
studies would also cover the relationship of differ-
ent types of liquidity to the adjustment process,
the role of capital movements and capital markets
in the adjustment process under conditions of
widespread convertibility, and means of improv-
ing the process of continuing international con-
sultation and cooperation.

II. Functmmng of . the Present System _

11, The- mternatlonal monetary system .is, and
doubtless will always be, in -a state of evolution;
with elements both old and néw. Rather.than at-

tempt a summary of the whole. Workmg of the sys--
tem as it now is, we set‘out below the elements.
which have proved most relevant to the questlons -

referred to us.

12. Gold remains the basic reserye asset of the-sys-

tem and the common measure of par values. But
other elements have been added: Much use is made
of foreign currencies (particularly the dollar) for
intervention by monetary authorities in the ex-
change markets, as a reserve holding; and in the
greatly enlarged international credit fa(nhtles now
available. . o

13. The enlargement of the currency element was
not the result of any deliberate plan but a gradual
process growing out of the spontaneous practices,
first of individual traders and bankers, and later of
central bankers and national monetary authorities.
Under the former.gold standard, the maintenance
of exchange parities inivelved passive purchases or
sales of gold by central banks in response to initia-
tives by traders in the markets. But, even under
the gold standard, central banks had, on occasion,
bought or sold forel,gn_ currency to keep the ex-
change rate away from the gold points. Official
intervention in the foreign exchange markets has
now become the general practice for keeping the
exchange rate within the agreed panty limits. If
only for obvious reasons of convenience, inter-
vention is conducted in a currency widely dealt in
by traders and bankers throughout the world.

Many monetary. authorltles ‘have seen advantage
in accumulating, as a reserve asset, balances of the

operating currency whmh acerue to them n tlme
of surplus. o

14. In this way an 1mP0rtant supplement to gold
has developed in the form of reserve currency hold-
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ings (see Appendices I and II). In the decade
1954-63, nearly $6 billion of new gold found its’
way into official reserves and about $6.5 billion was
transferred from the gold holdings of the United-
States to the reserves of other countries. - These
additions and transfers were accompanied by an -
increase of nearly. $8 billion in- foreign exchange
holdings, principally in dollars, during the decade.
The practices of individual monetary authorities.
vary as to.the proportion of gold and foreign ex--
change held in their reserves, but dollars and other’
foreign exchange. accounted for nearly 40 percent
of:the total reserves of the non-reserve members of

our Group (including .Switzerland), while. the-

rest of the world held nearly 70 percent of their re-.
serves in the form of foreign exchange. -

15, A further distinctive and important feature“

-of the present system-lies-in the development, since

the ‘war, of international monetary cooperation;
not. only .in international -organizations, such as
the IMF, the OECD; the BIS, and the European
Eoonomlc Communlty, but also in: smaller or less
formal groups. - A central role in this cooperstion
is played by the International Monetary Fund,
not only through its large fund of credit but also:
through its code of obligations. To preserve-a
framework within which mutual trade and-invest-
ment can grow freely, member countries undertake
to maintain cenvertibility and stable’ exchange
rates—which does not, however, preclude adjust-
ment to a new stable rate in case of fundamental
disequilibrium. - The . credit -element. is- designed
to allow these obligations to be observed, while a
country is in deficit, “without resorting to meas-
ures destructive of national or 1nternat10nal pros-
perity” (IMF Article I): :
16. In view of the importance of the Interna-
tional Monetary Fund in the functioning of the
system, it may be useful at this point to recall, in
broad outline, its purposes, operatmg prmclples
and procedures
(a) As mentloned above, the Fund under
its Articles of Agreement combmes (1) a code
of international good behaviour in the field
of exchange rates and exchange arrangements
and (ii) a central pool of resources available
to members, in the form of short- or medium--
term loans, in order to help them to observe
this code and to shorten the duration and
lessen the degree of disequilibrium in interna-
“'tional payments. '




(b) Each of the 102 member countries has
a-“quota” determined by reference to such
factors as his trade, national income and. in-
ternational payments. Quotas serve three
purposes: (i) they determine the amount of
the member’s subscription; (ii) they measure
his borrowing possibilities; (iii) they" pro-
vide the basis for calculating his voting rights.

(c) Of the quota, 25% is normally sub-

“scribed in gold and 75% in the miember’s cur-
rency. Members “draw” from the Fund by
purchasing other currencies from it against

- further payments of their own currency into

the Fund. Up to the equivalent of the 25%.

- subscribed in gold (the “gold tranche”), the
Fund permits a member to purchase other
- currencies virtually at will. When transac-
tions .flow in the opposite ‘direction. and a
member’s currency is drawn by other members,
~his. position in the Fund improves. If the
drawing reduces the Fund’s holding of his
currency below the original 75% of his quota
subscription, his rights to draw virtually at

will are pro tante enlarged by what is some-
~ times called a “super gold tranche” or a “net
- creditor position in the Fund”. Rights to
_draw from the Fund virtually at will have

‘many of the qualities of a reserve asset; and
they are, in fact, so recorded. by the Fund
itself in its statistics on' members’ total re-
serves, as well as by some individual members
_in their own reserve statements. .

(d) A member’s drawing rights in his
“credit tranches” are normally equal te his
quota and can be exercised only in accordance
with the Fund’s policies. While drawings in
the “eredit tranches” are subject to stricter
requirements as the amount drawn rises, a
member may undertake in advance to meet
certain conditions laid down by the Fund and
so obtain a “standby arrangement” assuring
access to the Fund over a limited period of
time and for a specified amount. It is the
Fund’s rule that all drawings be repaid: as
soon as the drawer’s position allows, and, in

. -any event, within a 3- to 5-year period at most.
_(e) At any given time, only some of the

< eurrencies held by the Fund will be suitable to -

. - be drawn. ‘Other currenecies will be relatively
- unsuitable, beeause the level of reserves of
the country concerned is low or because its

balance of payments is weak, either tempo-
rarily or, as is often the case with less devel-

oped countries, for prolonged periods.
(f) Under the General Arrangements to
- Borrow of 1961-62, our 10 countries have en-
tered into an undertaking to lend the Fund
‘amounts of their currencies up to a total of
$6 billion, so as to reinforce the Fund’s abil-
ity to grant drawings to participants in the
Arrangements in order to forestall or cope
with an impairment of the international mone-
tary system. _ T :
- (g) All members’ claims on, or liabilities to,
the Fund are expressed in terms of a constant
gold value as provided by the maintenance-
of-value provisions of the Articles of Agree-
ment or of the General Arrangements to Bor-

- TOW. TP
17, Since the Fund’s creation, its members have
drawn a total of $7.5 billion, of which $5.8 billion
has been repaid. Drawings have been made by
many countries, including among them eight of
the members of the Group, three of which have
standby arrarigements outstanding. In the first
10 years, drawings were made almost exclusively in
U.S. dollars with a consequent increase of the
super. gold tranche rights of the United States.
In recent years, however, the balance of payments
of the United States being in deficit, drawings
have been mainly directed towsard other curren-
cies—those of the European countries, Japan and
Canada. But repurchases have continued to be
made primarily in U.S. dollars, and thus.have
served to finance part of the U.S. deficit. As a
result of these two developments, the U.S, net
creditor position (“super gald tranche”) of about
$1.3 billion which existed at the end of 1958 has
largely been replaced by net creditor positions of
about $1.1 billion of other members of the Ten.
The increased number of countries whose Fund
positions have moved into credit during recent
years has drawn attention to the fact that, as ex-
plained above, countries’ gold tranche and creditor

‘positions in the Fund may be regarded as part of

their international reserve assets. There are in-
deed recent examples, besides the United States;

/in ‘which such a previously accumulated asset in

the Fund has been utilized to assist in financing
newly-incurred deficits. '

18. The sources of credit are not limited to the
facilities of the IMF. After the termination of.
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the European Payments Union (and the transi-
tion to the European Monetary Agreement), cen-
tral bank support operations played a more im-
portant part, e.g., the Basle arrangements of 1961
and 1963 and the swap and other arrangements
established between the United States and other
members of the Ten.. The Fund’s own resources
have been enlarged by the 50 percent general in-
crease in quotas in 1959 and reinforced by the
General Arrangements to Borrow of 1961-62
which were the origin of the Group of Ten.

19. While our report focuses on official liquidity,
private liquidity is also of importance to the in-
ternational monetary system and to official liquid-
ity. Traders’ credits and' working balances in
foreign exchange are an indispensable part of the
~day-to-day transactions of private traders and
investors; and foreign exchange held by commer-
cial banks as working balances plays a role as a
secondary reserve asset along-side official reserves
in many national banking systems. Temporary
shifts between private and official liquidity can
be either equilibrating or disequilibrating but, over
time, the probable need for growth of private
liquidity should be taken into consideration along
with the needs for official resources.
20. Statistical Appendix IT shows that, during the
decade 1954-63, gold reserves of the Group of Ten
and Switzerland rose by about $434 billion and
their foreign exchange holdings by over $5 bil-
lion, while other forms of reserve assets, resulting
from transactions with the IMF or from the ex-
tension of credits, increased by approximately
$2145 billion. These countries as a group also
had substantial unused short-term credit facilities
in the form of swaps and IMF standbys (about
$314 billion), as well as other short- or medium-
term facilities in the IMF.
21. In this connection, it should be noted that
credits which monetary authorities extend to one
another to finance balance of payments fluctuations
normally produce an increase in total gross reserve
» assets. A

22. In sum, a country’s liquidity is no longer
measured solely by the level of its reserves in the
form of gold and reserve currency balances (pri-
mary reserves). There is now a variety of ways
in “which monetary authorities can, at need, re-
plenish their balances of the currencies used for
operations. Primary reserves are thus supple-
mented by a broad spectrum of other resources
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and facilities (see statistical Appendix IT). At
one end of this range come ‘“other reserves” of
only slightly less liquidity but of unquestioned
availability; at the other end of the range are

negotiated credits, including those which will only.

be available when an international institution is
satisfied that the borrower. will employ effective
adjustment processes to correct his deficit.

ITII. Appraisal of the PreSen’t System and Lines
of Future Development

23. The system, as it has evolved up to this point,
has'shown a great capacity for adapting itself to
growth and change, has facilitated the remarkable
economic progress achieved since the war, and has
withstood with success periods of -political and
other strain, although many countries are still
faced with inflationary pressures and others still
have unemployed resources. In these circum-
stances, it appears to us prudent, 20 years after
Bretton Woods, to inquire whether the amount
and the character of future liquidity may call for
any significant further changes.

24. We find no new considerations which would
qualify the view expressed by the Ministers and
Governors in their communiqué of 2d October 1963
that “the over-all liquidity of the system seemed
fully adequate in' present circumstances to cope
with possible thrests to the stability of the interna-
tional payments system”. Although we know of
no satisfactory quantitative formula for the meas-
urement of liquidity needs, we believe that some
comments are possible. On the one hand, the fact
that some individual countries find themsslves
short of external liquidity is not prima facie evi-
dence of a general shortage of international liquid-
ity. On the other hand, the existence of a general
shortage, in its extreme form, might be accom-
panied by widespread deflationary developments
or restrictions on trade and payments resulting
from the efforts of governments to defend or re-
store’ their reserves. The aggregate needs for li-
quidity are presumably in some way related to
such factors as the growth of world trade and cap-
ital movements, and the amplitude and duration of
imbalances in international payments, taking into
account the efficacy of adjustment policies in cor-
recting such imbalances; they are also affected by
psychological dttitudes toward miniinum or de-
sired levels of national reserves, toward reserve
movements, and toward the use of available credit
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facilities. While there appears to be no convine-
ing evidence that imbalances will be longer-lasting
or more intractable than hitherto in the postwar
period, a rising turnover of current and capital
payments is likely to entail some increase in'the
size of fluctuations. Moreover, we have noted that
a concern for domestic objectives such as growth,
employment and price stability, or for interna-
tional political, monetary and economic responsi-
bilities, may sometimes lead to wider swings in
the balance of payments.

25. With regard to:the provision of liquidity in
the future, the Group has established broad agree-
ment on the following points: ‘

(a) Gold will continue to be the ultimate
international reserve asset and common de-
nominator of par values. But, while recent
developments lead us to anticipate some con-
tinuing increase in world gold production and
to expect that the continued success of the
gold pool arrangements and other measures
will channel a substantial proportion of it
into official reserves, we cannot prudently ex-
pect new gold production to meet all liquidity
-needs in the future.

(b) The rise in-dollar holdings has con-
tributed somewhat more than monetary gold
to the growth of international liquidity in the
last decade. The deficit in the U.S. balance of
payments now appears to be shrinking and
the contribution of dollar: holdings to the
growth in international liquidity. seems un-

. likely to continue as in-the.past.
(¢) There is no immediate prospect of any

other currency assuming the function of an - |

international reserve currency. Indeed, at
the present juncture such a development could
raise problems without substantially strength.-
ening the system

(d) The need may in time be felt for some
additional kind of international reserve asset.
We think it would be timely to investigate the

problems raised by the creation and use of .

such an asset, the possible forms it might take
and the institutional aspects associated with it.
(e) Credit facilities—both through the
~"IMF and of a bilateral character—will con-
' tinue to play an essential part in financing
imbalances. Particularly for medium-term
credit, the IMF fulfills a valuable and unique
function and should continue in its central
role.

(f) The recently developed bilateral fa-
cilities for swaps and ad hoc support opera-
tions have already, in periods of stress, been
effective in maintaining orderly conditions for
international payments in the exchange mar-
kets.  They should, within a suitable frame-

. work for “multilateral surveillance” (see

pars. 35-37) continue to play an essential role
for short-term purposes.

(g) There is no single, unique manner in
which the growing requirements for liquidity
have to be met. Past experience shows that,
at different times, countries have relied on
gold, reserve currencies and credit facilities
in different amounts and proportions. Their
relative importance may vary from period to
period in the evolution of the monetary sys-
tem, as in the past, but a combination of
primary reserves, other reserves, and credit
facilities should provide for a needed growth
in world liquidity in the future. Viewed
from the point of view of the holder, these
components of liquidity are, depending on
the circumstances, substitutable for one an-
other over a more or less wide margin. In
any case, when credits provided by monetary
authorities are availed of by the debtor, a
form of reserve asset is created in the process

(h) In view of our increased economic and
financial interdependence, the present con-
sultative machinery, whether provided under
the IMF, the various bodies of OECD, the
BIS, or under other auspices, should be fully
utilized by their members and, wherever nec-
essary, provision should be made for closer
coordination between the international orga-
nizations concerned. The need being to sup-

_ ply sufficient liquidity to finance temporary

payments imbalances without frustrating the
required processes of international adjustment
in individual countries, it is desirable to bring
under multilateral review and appraisal the

‘various means of financing surpluses or def-

icits. Such a “multilateral surveillance”
exercised through existing international con-
sultative bodies, would represent a strengthen-
ing of the arrangements for international
monetary cooperation that have been devel-

oped in recent years. This development of

a common . approach to international mone-
tary matters may well be the main distin-

9

e —



. guishing feature of the present phase of evo-
lution of the.international monetary system.
26. Given the complexity of the problem referred
to us, it i not surprising that a number of views
were expressed as to the areas which most deserve
further study or action for the longer run im-
provement and strengthening of the international
monetary system. Seme Deputies considered that
it was mainly in the field of the provision of owned
reserves under the gold exchange standard that
changes and improvements were desirable. They
noted that the present system might imply a reli-
ance on -4 continuing acoumulation of reserve cur-
rency holdings, and they stressed the disadvantage
of depending for the creation of reserves on the
balance of payments deficits of a reserve currency
country rather than on the needs of the interna-
tional menetary system as a whele. Other Depu-
ties stressed the primary desirability of building
upon the-accomplishments and flexibility of the
present system. They noted that reserve curren-
cies were unlikely to make the same contribution
as in the past to the growth of international li-
quidity and believed that principal reliance should
be placed on strengthening the international ered-
it component of the present system, and on the
increase in reserve assets ereated when official cred-
its are extended either through the Fund or in
some. other. form.
27. In spite of these dlﬁerences regardmo the best
means of meeting adeguately the world’s future
requirements for liquidity, we agreed on the issues
of immediate practical concern, and also on the
areas in which the development of the interna-
tional monetary system ealls for further study.
28. We have agreed on three main lines of ad-
vance: (1) strengthening the international mon-
etary system through the multilateral surveillance
of the means of financing both deficits and sur-
pluses; (2) .giving support, during the. forthcom-
ing quinquennial review of IMF quotas, to an en-
largement, by means of a general quota increase,
of the credit facilities provided through the Inter-
national Monetary Fund, and to a relative adjust-
ment of those individual quotas which are.clearly

out of hne, and (3) Jinvestigating whether, how, .

and under what. conditions it might be advan-
tageous in the longer run to supplement the exist-
ing system by a new type of reserve asset.

29. The practical recommendations on these and
other agreed matters, as well as the arrangements
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for further elaboration on certain questions, are
set forth in the remainder of our report.

IV. Conclusions and Recommendations
30. Our recommendatlons concern :
- A—Themonetary use of gold
B-—Multilateral survexllance of bilateral
- financing and liquidity creation
C—Further needs for reserve assets
.. D—International shortaterm credit faeili-
ties
- E—Leong-term }endmg .
F—The International Monetary Fund

A. The monetary use of gold

31, We have reviewed the world situation with
respect to gold production and the mohetary uses
of gold in the light of the statement of the Minis-
ters and Governors gquoted at the outset of our
report (‘.. . the underlying structuré of the
present menetary system—based on fixed exchange
rates—and the - established price  of gold—has
proven its value as the foundation for present and
future arrangements.”). While any projection of
the future supplies of monetary gold would be
hazardous, we do not believe that the flow of new
gold into official reserves can be relied on in fact
to meet fully the lquidity needs of the future.
32. In connection with the use of gold for mone-
tary purposes, we have noted with satisfaction the
suceessfial coordination, through London, among
a number of central banks, of their purchases and
sales of gold in the international market. Partly
as & result of this there was, during 1963, a marked
increase in the flow of gold into oﬂicm} reserves,
33. We consider that leading countries should, ac-
cording to circumstances, make every practlcab}e
effort to discourage speculation in gold and to
ensure that as much as possible of the world’s new
gold supply not required for industrial uses be
available to augment official reserves. Full ac-
count of this principle should be taken in con-
31der1ng any mternal arrangements w1th respect to
gold uses and gold transactions.

34, Moreover, the gold held by monetary authori-
ties should be readlly available for use in inter-
national settlements, and it is important in this
respect that. statutory orconventional relation-
ships of gold to the domestic money supply should
not prevent gold from playing its proper role in
the international monefary system.



B. Multilateral surveillance of bilateral fi-
nancing and liquidity creation

35. We have noted that the development in re-
cent years of new techniques—discussed more fully
later in our report—for providing countries with
various forms of credit facilities to supplement
reserves has brought with it a considerable increase
in international monetary cooperation and better
knowledge of the workings of the international
payments mechanism. Thus, the central banks
participating in reciprocal support operations for
meeting short-term payments strains have evolved,
through the Bank for International Settlements,
facilities for the regular confidential exchange of
information and views on such operations. Like-
w1se, various groups within OECD), notably Work-
ing Party 3, have provided a forum wherein of-
ficials dlrectly concerned with formulation of na-
tional policies ean review from time to time the
balance of payments positions of the various par-
ticipating countries, the measures taken to adjust
imbalances, and the means of financing them. The
arrangements put into effect by the International
Monetary Fund for consultations with the “Article
VIII countries”—that is, those countries with con-
vertible currencies—have also reinforced the
fabric of international cooperation.

86. In the course of developing these techniques
of consultation and cooperation, the participating
countries have been made aware not. only of the
great gains to be drawn from such an exercise but
also of the still remaining shertcomings in their
endeavors. Their exchanges of information and
the mutually reinforcing actions they have taken
have led them te the conclusion that these proe-
esses should be continued and intensified. They
feel, in particular, that the initiative already taken
toward strengthening the multilateral character of
the international monetary systein should be fur-
ther developed by bringing within the review and
appraisal processes of multilateral surveillance
the various elements in international liquidity—
whether of a private or official character—avail-
able or created for the financing of surpluses and
deficits. The object would be to give the mone-
tary authorities of countries participating in the
‘Arfs;ngemen'ts a more comprehensive and up-to-
date view of major trends and afford them a better
‘basis for strengthening their policy cooperatlon in
the international monetary sphere. '

37. 'We therefore propose that all countries in our

Group should provide to the Bank for Interna-

tional Settlements statistical data bearing on the
means utilized to finance surpluses or deficits. on
their external -account. These statistical data,
eombined by the BIS, would be supplied confiden-

tially to all participants and to Working Party 3

of OECD. Any supplementary data would be
reported in such detail and form as the Central
Bank Governors may advise. - Information would
also be exchanged among Central Bank Governors
of the Group at the earliest practicable stage on

- undertakings between members of the Group for

new or enlarged credit facilities, with due regard
to the recognized need for flexibility in sueh ar-
rangements. The data and other information
would give an indication of trends, leading te a
full exchange of views in Working Party 3 of the
OECD. This would provide a basis-for multi-
lateral surveillance of :the various elements of
Heuidity ereation, with a view to avoiding excesses
or shortages in the means of finaneing existing or
anticipated surpluses and deficits in the balance of
payments, and to'discussing Ieasures appropriate
for each country in accordance with the general
ecenomic outlook.

C. Further needs for reserve assets

38. Takmg a longer view, we have discussed vari-
ous methods of meeting possible future needs for
an expansion of reserve assets, apart from new
accruals to existing gold ‘and . eurrency balances.
A suggestion was made, but not extensively dis-
cussed, that the composition of reserves might also
be considered in this context, with a view to a
gradual harmonization of members _praetices.

39. Our discussions mainly concerned ‘twe types
of proposal: one for the introduction, through an
agreement among the member conbiries of the
Group, of a new ‘reserve asset, which would be
ereated according to appraised e}veball needs - for
reserves; and the other based on the acceptance of
gold tranche or similar claims on the Fund as a
form of international asset, the volume of which

could, if necessary, be en]arged to meet an agreed
need.

40, Proposals of thls kind, whieck 1mp1y & com-
mon approach te the process of reserve creation,
involve complex questions as to their compatibility
with the evolution of the existing system, their
merits as a contribution te a.greater stability of
the international monetaryisystem, their ability to
direct hquldlty to the point of greatest legitimate
need at'any given time, their ability to adapt the
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volume of reserves to global needs as opposed to-

individual shortages, the acceptability and sound-
ness of the claims they offer as a reserve asset, their
effect on relations of the Group with the rest of
the world, the machinery required for controlling
the volume and distribution of reserves created,
and the desirability of a group approach as op-
posed to a worldwide approach.

41, These questions could not be covered in detail
in the course of our meetings and no judgment
could be reached on the proposals until their de-
tails had been more fully spelled out and their
implications had been further clarified. We have,
therefore, established a Study Group on the Crea-
tion of Reserve Assets.
in appropriate consultation with the IMF and
other international bodies, assemble the elements
necessary for evaluation of the various proposals,
and report to us as Deputies. It should be clear
that a long-run view is involved and that the
decision to embark upon the study implies no
commitment on the part of the participating coun-
tries as toits findings.

42, In view of the adequacy of the supplies of
gold and reserve currencies in the present and in
the near future, there is no immediate need to
reach a decision as to the introduction of a new
type of reserve asset. The studies can therefore
be pursued without undue haste. But, having
recognized the uncertainties concerning the future
supplies of monetary réserves, we agreed that such

studies are timely and should be put in hand with-
out delay.

D. International short;term credit facil_ities_

43, Official short-term bilateral credit facilities
have proved their value in the working of the in-
ternational monetary and credit system: :

—Swaps and networks of standby swap ar-
rangements are primarily designed to com-
pensate short-term swings, and, being re-
ciprocal by nature, are capable of providing
“mutual benefits..

—Ad hoc support operations, such as have
‘been arranged from time to time in Basle,
have similarly been effective in arresting
heavy. movements of funds in special cir-
cumstances.

These demonstrations of close central bank coop-
eration: are. themselves an effective deterrent to
speculative movements. Their informality, speed
and flexibility make them especially suitable as a
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This Study Group would,

first. line—and short-term—defense against sud-
den balance of payments pressures. Over the past
several years, they have mobilized massive re-
sources in a short time to combat and limit spec-
ulative and crisis situations. Their success has
greatly reduced the threat to official reserves from
disequilibrating movements of private short-term
capital. Such central bank support operations
appear to be particularly appropriate to deal with
speculative and other movements of funds which
are not the outcome of, and do not significantly
influence, demand and prices in the countries con-
cerned, and are therefore inherently reversible.
While we agreed that the facilities must be suf-
ficiently flexible to supply the funds without delay
when needed, we recognize the need for arrange-
ments for exchange of information and review
of such operatlons, as proposed under B, above.

44, We also reviewed the special bonds developed
by the United States which are often denominated
in the creditor’s currency and are redeemable in
case of need. Within the consultative framework
proposed under B, above, opportunities might be
found for discussion on the relationship of this
method of financing to other types of credit avail-
abilities, the role of medium-term bonds as a sup-
plementary reserve asset in the portfolio of the
lender, and the appropriate maturity for bonds
of this nature, as well as possibilities for adapting
this type of bond to wider uses among holders,

45. Although we were mainly concerned with
credit facilities derived from official sources, we
did not overlook certain recent tendencies in the
field of private credit. Since the restoration of
external convertibility, there has been a general
increase in the volume and volatility of private
and ba,nkmg funds. We have -no doubt that a
growing volume of pnvate credit is indispensable
to a further growth in international trade and
payments and that action to foster national and
international money and capital markets is de-
sirable. Movements of private funds, however,
have often been of a disequilibrating kind, requir-
ing policy instruments to be developed and special
defenses .to be built by international monetary

cooperation, to prevent such flows from straining

the international monetary system and, if possible,
to direct them in an equilibrating dlrection A
particularly striking development has been the
so-called Euro-Currency market, which has helped
to channel liquid funds internationally from lend-

~ers to borrowers and may at times have had a



compensating effect on: reserves. On the other
hand, too large borrowing of such funds in a
situation of basic external deficit may, in taking
the strain from the monetary reserves, camouflage
-the seriousness of a development, offset the self-
correcting forces of adjustment and delay delib-
erate action toward reestablishing external
equilibrium.

46. Recourse to foreign short term credit by com-
mercial banks that takes place under the influence
of official action may in certain cases be valuable,
but it should not be relied upon generally to re-
duce the needs for international liquidity available
to monetary authorities. In-any event, it:would
be desirable that the members of the Group inform
each other, to the extent practicable and within
the consultative framework proposed in B, above,
as to the scope and character of relevant private

movements, especially as they may be influenced by,

official actions.

E. quigfterm lending for monetary purposes

47. While very effective facilities have been de-
" veloped for short- and medium-term credit between
the larger countries, both bilaterally and through
the Fund, there has so far been little provision
for long-term lending between them for monetary
purposes. ‘This reflects the fact that a country
that needs credit facilities for overcoming balance
~ of payments difficulties is ordinarily expected—
in the interest of international equilibrium.and
stability—to overcome its difficulties within a rea-
sonably short period of time. It has, however,
been suggested by some Deputies that there may
be exceptional cases where longer-term lending for
monetary purposes between members of the Group
might be in the general interest—for example,
where a temporary transfer of reserves to the low-
reserve country can strengthen it in anticipation
of a permanent increase in its reserves to be
achieved over a longer period by moderate balance
- of payments surpluses.

48. There was agreement that no general arrange-
ments for such longer-term lending should be laid
down, since this might unjustifiably lessen the
pressure for adjustment of existing imbalances.
Exceptional cases could therefore be treated on
an ad hoc basis, after Group appraisal of the
concrete case. Some Deputies suggested that,
in such cases, it might be useful for a number of
countries of the Group to act together on the lend-

ing side and, if approved by the Group, there
might be some collective understandmg that,
should a lender subsequently suffer serious reserve
losses, others whose reserves were then strong
would be prepared to take his holding over, with
or without the IMF being associated with the
transaction. The consultation and common ap-
praisal within the Group might both lessen the
risks and enhance the liguidity of any such lend-
ing; at the same time, it might ensure that the
adjustment process between deficit and surplus
countries of the Group would not be weakened
by such lending.

F. Internat_ibnal Monetary Fund

49. The quinquennial review of IMF quotas by

_the Executive Directors of the Fund is due to

take place in 1965. The Fund’s resources could
be enlarged either by a general increase of quotas,
in uniform proportions for all members, or by
selective increases for some members only, or by
some combination of the two, with or without an
increase in the General Arrangements to Borrow
(GAB). While decisions.in this field rest with
the competent authorities of the Fund itself, we
thought it appropriate, because of the important
position of the IMF in the monetary system and
because of the special obligations of our countries
under the GA B, to explore thoroughly the possible
attitude of the members of our Group on the ques-
tions regarding the size, timing and manner of
providing, if necessary, additional resources to the
Fund. '

50. The following points were raised during our
discussions:

—Adequacy of the Fund’s quotas in present
and foreseeable circumstances.

—The actual use of Fund facilities by mem-
bers of the Ten and other Fund members
in recent years.

—Dlspa.rltles in size of quota among members.

—Payment in gold of 25% of new subscrip-
tions.

—-Comparatlve merits of a general increase
in quotas, of selective increases, or of en-
largement of the GAB.

—Effect of the above on the liquidity of the
Fund.

51. We are all agreed that appropriate credit fa-
cilities, particularly through the IMF, provide

_an element of strength to the international mone-
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tary system through financing imbalances while
assisting in the process of adjustment. In order,
therefore, to provide resources for the Fund in the
years ahead, which will no doubt bring a further
growth of the world economy, we suggest that
the Ministers and Governors of the Group may
wish to give their support to an appropriate gen-
eral increase in quotas during the quinquennial
review of the adequacy of Fund resources. We
also suggest that there may be some cases in which
the quotas of individual members may need to be
adjusted on a selective basis.

52, We considered the place of gold in the IMF
Over its whole history, the Fund has had gold
receipts of $4.2 billien from subscription pay-
ments, repurchases, and charges. The Fund has
used $1.1 billien of gold te replenish its holdings
of currencies, of which $500 million was used for
this purpose in 1961, leaving $3.1 billion. - Of this,
the Fund has invested $800 million, the remainder
of $2.3 billion bging the Func!’s present gold
holdings.

53. Various ftmei:lons have been attmbuted ‘to
quota subseriptions in gold :

(a) to provide the-Fund with hquxd Te-
source available, if needed, to acquire appro-
priate currencles necessary for its operations;

(b) to measure the initial amount of draw-
ing rights to which it is the Fund’s policy
to allow members access virtually at will; and

(c) in seme cases, to help moderate any

4

propensity to ask for hrger quotae than rmght
be justified.

54. ‘While payments of gold subsemptmns to the
Fund can reduce a country’s gold reserves, its over-
all reserve position may be said to remain un-
changed if it counts the gold tranche drawing
rights which it acquires as part of its reserves.
But contributions of gold to the IMF made by non-
reserve countries who acquire gold from a reserve
currency country can reduce the gold holdings of
the reserve center and, in that way, can actually
diminish world reservesin the aggregate. In view
of these considerations; although we are agreed on
maintaining the established. prmclple of payment
in gold, attention should be given durmg the quin-
quennial review to methods of minimizing the im-
pact, particularly on reserve currency countries,
of transfers to the.Fund of gold from national
reserves, : i

85. The General Arrangements to Bormw, to
which reference has already been made, expire in
Qctober, 1966. Any decision on rénewal or modifi-
eation must be taken not later than October, 1965,
and will no doubt be. related to any .increases:in
IMF quotas, general or selective, that may. be
agreed. We therefore suggest that a study of this
subject should be made over the. commg months; in
the light of possible action conecerning quotas in
the Fund, and that a report be made to the Minis-

ters and Governors well in advance of Oetober,
1965. »
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