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INTRODUCTION

1. The Ministerial Statement of the Group of Ten, dated 1st Au-
gust 1964, approved the arrangements made by the Deputies for our
.Studv Group in these words (paragraph 5):

Lookmg further. into the future since there is a possibility that
the supply of gold and forelgrrexc_hgnge_ reserves may prove to be inade-
quate for the overall reserve needs of the world economy, the Ministers
and Governors, without prejudging any aspect of this question, have
approved the arrangements made by their Deputles for a study group
to examine various proposals regardmg the creation of reserve assets
either through the IMF or otherwise. ' |
This paragraph is associated with a pésSage in paragraph 2 of the same
Ministerial Statement: |

- ”The continuing growth of world trade and payments is. hkely
1o entail a need for larger mternauonal 11qu1d1ty This need may be met
-by an expansion of credit facrhtles and in the longer run, may possibly
.call for some new form of reserve asset

and with ‘paragraph 25 (d). of the: Deputles Annex

”” The need may in time be felt for some 'addrtlor’r_'al kind of inter-
national reserve asset. We think it'would be timely to investigate the
problems raised by the credtion and usé of such an asset, the possrble
forms it rmght take and the mst1tut10na1 aspects associated Wrth it.

2. Our Mandate from the Deputles reads as follows:

i In accordance with out Report to the Ministérs, we have ap-

‘pointed a Study Group on the Creation of Resetve Assets, under
the chairmanship of Mr. Ossola, to carry out under- our direction

- am examination of various types of proposals. for the creatioh of
-~ teserve assets which have been discussed by us in connection with

the long-term evolution of the international monetary system, e.g.:

A)-a reserve asset created by a group of countries such as that
«described 'in paragraph 33 of our Report to Ministers.
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B) a resetve asset created by ot through the IMF in a variety
of forms such as gold tranche or.super gold tranche rights,
claims resulting from ‘borrowing under the GAB or other

borrowing by the Fund, or deposit llabrhtles by the Fund
" - Siich asset might arise out of: :

“Aa) members norrnal drawmgs in credrt tranches

(b) members’ drawmgs for the purpose of convertrng
ﬁcurrency holdings into clalrns ‘on the Fund, with an
‘obligation of the holder to provrde his currency to
~the IMF in the amount needed

‘V" (c) 1nvestment operatrons by the Fund ot deposrts by
’members Wrth the Fund

| (d ). the extension of gold tranche or srmrlar rights without
rcorrespondmg payment of gold to the Fund

C) combinations or variations of the above.

2 The Study Group should prov1de a descrrptlon and analysrs of
each proposal, bringing out slgmﬁcant similarities and diffetences of
underlying principles, furictions and modes of operatlon

In elucidating the genetal economic and financial impact of the
various proposals, the Group should- take fall account of: their: im-
. plications for the functioning - of ‘the' present: international ‘monetary

- system and of the broad consrderatlons set out in our Report to

-Mlmsters, particularly those in. paragraph 39.

The Study Group should also consider. how: the. prov1sron of
the reserve assets should be related to the approprrate framework
of multilateral surveillance. SR ot

- It should cover all relevant, techmcal procedural: and institu-
tional. aspects of the respective proposals, but. should not enter into
details of operation or administration.

3. This study is put in hand without any commitment or prejudg-
ment as to whether, or to what extent, use will be:made in the Jonger
run of -any of these prbp'osals Lo o ‘ '

tioti .mth.IMF .and wrth other international ‘bodiés. as appropriate.
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5. The Study Group should assemble the elements necessary for
an evaluation of the respective proposals, and should repott to us. ”

3. Our Mandate thus limits our study to the types of proposal indicated
in its first paragraph. We have read it in the light of the passages quoted
above and of Chapter IV C) of the Deputies’ Report, ” Further needs
for owned reserves. ” Our purpose has been not only to examine the
technical aspects of the types of proposal referred to us, but especially
to elucidate the principles underlying the alternative approaches and to
assemble the elements necessary for an evaluation by the Deputies of
the relative merits of each. Our study has been undertaken without any
commitment or prejudgment as to whether, and to what extent, use will
be made of any of these proposals.

4. We have been mindful that our instructions were not to express
preferences among individual proposals. It is never easy to avoid crossing
borderlines, but we have tried our best to explore the matter as fully as
possible without going beyond our Mandate. While divergent views have
emerged on many points in out study, the Group feels that the study has
brought to light the main aspects of the process of reserve creation and
the fundamental issues it would involve.
5. Our Report presents the results of our discussions, under the follew-
ing Chapters:

I — The Problem

II - Existing Types of Reserve Asset

ITI — Description of the Various Schemes studied by the Gitoup
IV — Comparative Analysis |
V - Elements fdr.EVainating the Respective Proposals
— Concluding ’Rernar'ks.k
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CHAPTER I - THE PROBLEM

6. The problem referred to the Group by the Deputles concerns the
creatlon of reserye assets either through the Internatlonal Monetary
Fund (L. M F.) or otherwrse and thus. calls for an examination of various
methods of meeting possrble needs for an expansion of reserve assets.
Th1s problem arises from the consrdered expectation that the future flow
of gold into resetves cannot be prudently relied upon to meet all needs
for an expansion of reserves associated with a growing volume of wotld
trade and payments and that the contribution of dollar holdings to the

growth of reserves seems unlikely to continue as in the past..

7. Our primary concern has been to look into different means, other
than new dccruals of gold and. reserve currency balances; of providing
new or additional reserve assets to be available when the need is felt.
Some approaches take effect only i in conjunction with ﬁnancmg of balance
of payments’. deﬁcrts, while others aim at creating additional reserve
assets mdepend_ently of, ,-»t__h_e.bglance of ,payment_s situdtion of individual
countries. We: have also-examined yet other proposals designed-:to fa-
cilitate. changes in the form in- whlch some existing types of reserve
assets’ may be held:

8. As to the probfem-'of providing reserve assets for the deliberate pur-
pose ‘of ‘increasing: the world’s stock, we recognise that the :adequacy of
aggregate tesefves is not :at-present measurable by any quantitative for-
mula, and that, as it would:be a very extreme situation -in which all

countries simultaneously. felt the need for more reserves, an overall short--

age would; in practice, be likely to. show up first.asa shortage in particu-
lar countries. But the refererice to > overall reserve needs of the world
economy - in paragraph 5:of the. Ministerial Statement clearly means
that the Group is not called upon:merely to discuss. ways of providing
for the needs of an individual country which happens to be in deficit at
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the time. An attempt to identify some possible indicators of overall inade-
quacy of reserves is, therefore, made in paragraph 10.

9. Clearly, however, a consideration of overall needs must start from
the need which the individual country feels for reserves. This is a matter
for the authorities in that country to judge, no doubt primarily in the
light of their appraxsal of the country s present and prospective interna-
‘tional economic s1tuat10n and of the ob]ectlves ‘which they have set for
Athemselves in"the economic field.” BUt ; Sefve's assets are “only one" form
of the 11qu1d1ty whiich can Be dsed’ for theSe purposes *what d15t1ngulsh-
es them from the other forms of hquldlty is their uncond1t10na1 avaﬂa
b1hty The assessmetit of 2 country s réserve needs will therefore depend
greatly on the-degtee of mdependence which if ‘wishes to presetve in ‘the
pufsuit of its policies. These consideratiotis would doubtless also apply;
to'sotne extent, in any attempt to-assess aggregate needs.: The outcome
of such an attempt would inevitably be a compromise between the diver-
gent attitudes of countries whose financial and economic authorities are
confronted with-differeft problems of inflation ‘ot deflatioti, of “full em-
ployment or under-employment of slow or tapid growth and of external
deﬁc1t ot surplus. - ST IR RIS

10. We have con31dered what c1rcumstances mlght indicate ‘2 general
inadequacy of reservés.: An indication that resérvesare inadequate might
be found in a reluctance’ to extend intergovernmiental  credit, ot itivan
increasing propensity to seek credit; in:preference to parting ‘with: reserve
assets. Clearer evidence of -a-general scarcity might be found in a marked
tendency to make maintenance, increase or reétorat,_idn of reserves..an
overriding objective of economic policy, taking priority over other funda-
mental objectives, such as economic growth, a high level of employment
and freedom of international trade. Indeed, 4-general scarcity might-well
“ have been -permitted to develop:too far swhen"such tendencies became
evident.: In that situation, the anxiety to:rétain-or-increase resetves would
probably lead countries to adopt excessively restrictive: policies to prevent
the emergence of :a payments’ deficit or to.achieve a 'éurplus. In such con-
ditions, therefore, the absence of lafge imbalances would not necessarily
be evidence that reserves were adéquate: ‘Sighificant symptoms ‘of strain
would be a generalisation of:trade and payments’ restrictions, instability
of éxchange rates, rising unemployment. and falling international :prices.
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No doubt, so far as leridets were willing to extend credit in the assumed
prevailing scarcity. of reserves, the greatly developed credit element in
international liquidity would continue to be used to. avoid these .conse-
quences as far as possible; - and this would have the incidental effect of
incteasing resetye assets of certain kinds. But the additional assets would

not necessarily.-be adequate in amounts, satisfactotry in their d1str1but10n
or available in the desired forms.

11.  This illustrates a point which has frequently arisen in our discus-
sions, namely, the close relationship between credit facilities and reserves,
The dividing line between the two is itself difficult to draw—we have
taken it to lie where it was fixed, by necessity somewhat arbitrarily, in
the tables in Appendix II of the Deputies’ Annex, which have been
brought up to date in a slightly modified form in an Appendix to our
Report. Moreover, reserves and credit facilities interact with each other.
On the one hand, greater availability of credit facilities itself contributes
to the growth of international liquidity; and the use of credit facilities
by a deficit country usually results in the acquisition of a reserve asset
by the creditor country. This aspect of the relationship is a particularly
relevant one to our task, in that one of the ways in which an increase in
the global volume of reserve assets may come about is through the use
by deficit countties of available credit facilities. On the other hand, a
general scarcity of reserve assets may make for a reluctance to extend
international credits. While our Group was not concerned with credit

facilities as such, therefore, we have constantly been concerned with their
effects.

12. The study of the fundamental aspects of the process of reserve
creation raises questions not only of the procedures for creation, distribu-
tion and use of assets and of their main characteristics, but also of the
width of membership and the institutional framework as well as the
management and the taking of decisions. We have had to consider these
questions in relation to the existing system and to the reserve assets al-
ready held by monetary authorities in differing proportions according to
their respective policies. Part of the problem concerns the impact which
the introduction of a new asset would have on those policies. In our
discussions, therefore, we have traversed all the questions which para-

o e
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graph 39 of the Deputies’ Report instructed us to take into.account.. It is
not surprising that divergeht views have emerged on many of these
points. - But all :agree that the process of reserve creation and the main
qualities of a new asset should be such as to inspire confidence; to fit
irito the pattern of international co-operation and to be capable of. flexible
management in.the interest of the smooth and efficient working of the
international monetary system. . |
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CHAPTER II - EXISTING TYPES OF RESERVE ASSET

13. A country’s reserves may be broadly defined as all those assets of
its monetary authorities that can be used, directly or through assured con-
vertibility into other assets, to support its rate of exchange when its
external payments are in deficit. Deputies recognized three main cate-
gories of reserve assets: gold, currency assets and claims on the Inter-
national Monetary Fund (gold tranche, super gold tranche and G.A.B. (%)
creditor positions). All of these, other than gold, can be regarded
analytically as having originated in the giving and taking of credit in some
form or other, although the bulk of them, such as most dollar holdings;
were not created by explicit credit transactions among monetary autho-
rities. Nor were such explicit credit transactions as occurred entered
into with the primary purpose of i 1ncreasmg aggregate reserves

14. Besides being components which are held_m the,reserves.of countries

in varying proportion according to national policies, existing resetrve

assets have certain distinct functions in the international monetary system.
Thus, gold ‘which forms approximately 60 % of the present aggregate, is,
for reasons which go back through history, the common store of value and
the common denominator of currency parities. The reserve currencies,
which supply most of the remaining 40 % of the wotld’s teserves, share
the function of a store of value but also provide the operating medium
of monetary authorities. The claims on the Fund overlap both with gold,
because, for all practical purposes, they are gold-value-guaranteed, and
Wlth currencies, because they give access to currencies through the Fund.

15 In the;followmg paragraphs we set out some salient characteristics
of these three broad types of asset which have come into existence and
consider how they may contribute to increasing aggtegate reserves.

- (i) Gold |
16. A fixed gold price being the basis of the system, an increase in
total gold holdings comes normally from that part of new output that is

(1) General Arrangements to Borrow.

4.._.__.,.4..,
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not absorbed by industrial and artistic uses or by private hoarding. From
time to time, net sales from the Eastern Bloc increase the supply of
gold-moving -into ‘the - official reserves: of the rest of- the wotld.. -Gold
reserves could increase also through net dlshoardmg by the general pubhc
but this has not: happened for many. years and cannot be counted upon
in view. of the contmumg demands from prlvate sources In practice,
the functron of mamtalmng the international monetary prrce of gold
has been dlscharged predommantly hy the Unrted States

(11) Currency Assets

17. The World total of oﬂic1al forelgn exchange holdlngs can mcrease in
var1ous ways: through certain. purchases or sales of gold for currency by
monetary authontres through some ‘types of LM.F. transactlons through
transfers of forelgn exchange from private. to oﬂic1al hands and in
largest measure 50, far as,a consequence of balance of payments’ deﬁc1ts
of reserve centres In all these cases, the i 1ncrease in total 1 reserves arlses
'from the apphcatlon of the gross prrnc1ple , viz., that the asset in
question is ‘cottited as-an ‘aséet in the reserves of the holder; wheteas the
habrhty of the reserve centre is not deducted from that centre’s Teserves.

(a) Reserve Currency Holdm 88— Every country norrnally counts
, - these holdings in its reserves, whetber they be in the form
... of investments. in: the money, rnarket deposrts in commerc1a1
- - -banks,” deposits-at. the B.I S. ( ) or balances held at central
- ‘banks. Such holdmgs add to total reserves because of the ap—
o . phcatron by reserve centres of the gross prlncrple mentroned

. ..above. Since the war there has not. been any substantral rise in

o .fjsterhng holdings, but the rise of dollar holdmgs w1dely spread

among countries, has provrded an eﬁectrve and sizable supple-
_ment to ‘gold in mcreasmg “total reserves. As the Deputles
" rioted, however, this contrrbutron seems - unhkely to contmue
 ini-the future as in-the past. ' R :

19. (&) Holdings of other Currencies.— In the reserves of the Group
"+ - of Ten- countries, holdings of cuarrencies other than -dollars
- havebeen small; - There is no immediate prospect of any other

(*) Bank for International Settlements. coorldoer Lot laiene Tl 40
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(e)

— 17 —

_currency assuming the role of a resetve currency. Foreign

currency. heldings .of the United States have not so far been

~very large; but the Amencan authorities have declared their

willingness to. enlarge them when the U, S. is in surplus.

Currency Holdmgs ander Swaps and Deposit Arrangements

‘between Monetary Authorities.— Formally, a cuirency swap
~ is an exchange between two parties, reversible at some future
*~date:* As such; it results.in a ‘temporgty increase of reserve.

- assets: . If both:parties to a.central bank swap in their respec-

- world reserves. All monetary authorities that have drawn on

tive earrencies were to inchide swap balances in their reserves

on a gross basis; a swap drawing would add to total world

reserves.an amount double:that of the swap. If both parties

counted ‘the balance net; there: would be no change in total

swap facilities in recent years have put any unspent balances

_in their reserves on a gross basis. The same has applied to

‘ the courtries drawn on, with ;he exceptlon of Germany, the

(dy

Netherlands and on one oceasion, Ita.ly

’Roosmtypfe-@oﬂds;—*-‘ Roosatype ‘bonds are non-marketable
short- and medium-term U.S. Treasuty securities held by
forelgn monetary authorities, most of them denominated in

the currency of the holder Some countries include these
assets in their reserves, while others do not. They are not

' netted out in U 8. reserves In otdér to make them suitable

T """“for mclus1on among reserve assets, these secutities commonly

contaln a clause Whlch enables the holder to mobrhse them
at short notlce ' ‘

(m) Clam on. d)e International ManeMry Fuud

22, “These include * regular o gold tranche | posmons » super * gold
tranche posmons and creditor’ positions-‘under the G.A:B.

23.

(a) Gold tranche positions are claims (i.e., drawing rights) that

. arise to the extent that the Fund’s holdings of a member’s

eutrency faill short of its quota “Buch: posmons give wrnmlly

automatic aeeess to the Fund’s resources t0 a. .tmbe,t which

H
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 represents that it has need for funds to-deal with its balance

of payments’ situation. They are therefore assets which can
be, and have, in-fact, been, freely drawn upon by members
- to support -their currencies, and thus fall within the defini-
_tion of reserves. They are covered by the Fund’s maintenance

| _of gold-value guarantee. (*) Gold tranche pos1t10ns may be *
,vd1v1ded mto WO parts:

(1) Regular:gold trancbe positions exist to the extent that
by virtue of the: initial subscription .or -other trans-
- actions,. the Fund’s holdings of a member’s currency
. are below 100 % but not below 75 % of quota. A
_drawing in-the. regular gold tranche has-to be repaid
_ on thee same terms as a drawing in the eredit tranches,
“although it can be redrawn upon a representation of

- balance of payments’ need. . -

T (2) Super gold tranche positions ex15t to the extent that
" the Fund’s holdmgs ofa mernber s currency are below
75 % of ‘the member’s quota. ‘Drawings within the

super. gold. tranche do not entail -a repayrnent obli
gation.

(b) G A B Credztor Posztzons — Clalms resultmg frorn the pro-
v1s1on of currency to the Fund under the General Arrange-
i _ments to Borrow are in many respects comparable with super
o (‘gold tranche posmons But they dlﬁer on some. pomts On
;the one hand a. G A, B clann en]oys an outnght gold-value
guarantee (*) and a spec1ﬁed maturity date, and it earns in-
terest payable in gold by the Fund. On the other hand, mstead
of conferring ‘a-drawing right, the G.A:B. lays down 4. spec1a1
,procedure for obtaining repayment before the due date o
meet 2 balance of. payments need.

o (‘) The Artrdes of: Agreement provlde that, in: the case of a ‘uniform. change in par values,
the gold vahue guatantee would apply unless the Fund specifically dectcfes othm-wxse The gold
guataritee ‘of the ‘GiAB. claim-does not provlde for this latfer decision.:
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.CHAPTER III - DESCRIPTION OF THE VARIOUS SCHEMES
STUDIED BY THE GROUP

25. Wehave classxﬁed as follows the different types of proposals referred
to us for study

(Iy CREATION OF RESERVE ASSETS BY A GROUP OF COUNTRIES
A. Collective Reserve Unit Scheme.

B. Group Schemes Associated with the 1M F.

(In CREATION OF RESERVE ASSETS THROUGH THE IMF.,
A. Normal Drawings in Credrt Tranches.

B. VEnlargement of Automatlc Drawmg nghts 1n the Fund

C. | Extensron of Gold Tranche Rrghts Wlthout Gold Pay-

~ ment, on the occasxon of Quota Inqreases

D.. Spec1a1 Operatrons by the Fund.

(III) SCHEMES WHICH PROVIDE HOLDERS OF CURRENCY WITH AN ALTER
' NATIVE- ASSET -

A. Conversion of Currency Balances into Reserve Positions
in the Fund.
B Mutual Currency Account (M CA)).

The above classﬁicatlon which reﬂects the Mandate and subsequent

instructions g1ven by the Deputles does not 1rnp1y any value ]udgments
by the Study Group

26. All the new or additional reserve assets envrsaged under the pto-
posals examined in this Chapter have in common with existing reserve
assets the character of availability without conditions affecting the con-
duct of economic policy. They also share. the following chatacteristics:

- — Unlike some of the existing reserve assets, they can be held only

by monetary authorities and cannot be used to settle private or
governmental transactions. ‘ ‘

|
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— Unlike reserve currencies, they cannot be used for direct inter-
vention in the exchange markets.

-~ They derive their validity from an’ international convention.

27. The present Chapter is descriptive. It aims at giving a comprehen-
sive view of the main approaches studied by the Group.

.(I) CREATION OF RESERVE ASSETS: BY A GR@UP QF COUN
TRIES

A. COLLECTIVE RESERVE UNiT SCHEME
Definition

28, Collective Reserve Umts (C R U s) would be non-mterest bearing
assets, created outside the T. M F. by a lnmted group of industrial coun-
tries, in agreed amounts, from tiie to time Théy would be distributed
initially, and on subsequent occasions, in accotdance “with an agreed
arrangement, and held and used ifi' 2 uniform ‘ratio with ‘gold in the
participating countries’ monetary reserves. They would derive their

accepta'bﬂ1ty as a reserve asset from the conventmn estabhshmg the
system '

~ Objectives

- 29. The ob]ect1ve of the C R U scheme is to provrde for the creatlon
of reserves directly in the hands of monetary authorrtles on the ba31s
of a collective appraisal of global needs. The CX. U. Wouldhe dlstr’huted
independently of individual balance of payments’ s1tuat10ns, in a way
that does not increase the hetemgenerty of Leserve assets.at present used
in the international monetary system.

Creation and - Distribution of the Asset:

30. The ‘participating cbunt'rie's' would meet: at least once a year to
appraise the global smzratlon and to decide uniamm[msly on the amount
of CR.U.s to be created or cancelled.”
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31. CR.U.s could be created in a number of ways. One method wouild
be by a procedure of crossed deposits in gold, under which each partici-
pant would deposit with a central Agent a prescribed amount of gold,
while the Agent in turn would deposit an equal amount of gold with each
participant individually. ' The assets created by the participants’ deposits
of gold with the Agent would constitute the Collective Reserve Units;
and the gold deposited by the Agent with- the participants would be
counted as part of their gold reserves until such time as the scheme
were liquidated, any participant withdrew, or some existing C.R.U.s
were cancelled. o

32. The creation of CR.Us could alternativelyv be initiated through
deposits by each participant of its own currency with an Agent. In-that
event, CR.U.s would have to be provided with a gold-value guarantee
against the contingency of a change in the value of any participant’s

- 33. C.R.U.s could be distributed to participants in proportion to their
gold reserves. Other methods of distribution are possible, e.g., on ‘the

basis of participants’ total monetaty reserves or of their LMF. quotas,

but any distribution of CR:U.s that was fiot in proportion to gold

reserves would need to be '"fdllowed'by a redistribution of gold against
C.R.U.s among the participating countries in order to establish a uniform
ratio of CR.U.s to gold in each participant’s monetary reserves. Thus,
following a distribution of C.R.U.s on a basis other than gold holdings,
any participant whose ratio of CR.U.s to gold in its reserves exceeded
the ratio for. the group.as a whole would receive gold. in 'éxchénge for
CR.Us. Particii)ants who found themselves, after 4 distribution of

CR.Uss, in the opposite position would lose gold and receive CR.U.s.

' Use ,0f the Asset

34. - CR.U.s would be used only on'the periodical ‘settlement dates.
In the normal course: of international transactions, participants’ gold
reserves might-change. - Transfers of C.R.U.s and gold between partici-
pants would take place on periodical settlement dates in order to restore
a uniform ratio between each participant’s C.R,U.s and its gold holdings.

byt
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35. This process of restoring the uniform ratio of CR.U.s to gold
(” reshuffle ) would mean that countries which, since the last settle-
ment date, had lost gold to other membets of the group, or more ‘gold
to.the rest of the world than the other members of the group, would
regain a fraction of what they had lost, while giving up a corresponding
amount of CR.U.s; similarly, countries- that had gained gold: would
telinquish a fraction of it in exchange for CR.U.s.

36. . Changes in the total gold holdings of the group could occut as the
result of transactions with the rest of the world, gold production within
the group, deliveries to industry, or movements in and out of private
hoards within the group. A new proportion of total CR.U.s to total
gold holdings would result. This would replace the previous uniform
ratio unless there were a new issue or cancellation of CR.Us. Since
-~ individual ratios would then normally differ from the new uniform ratio,
the next reshuffle would bave the result that the change in total gold
holdmgs would be shared by all members of the group. ‘

_37 C RU s Would not be mstruments for market 1nterventron and
.\there would be no. mterconvertrbrhty between C.R.U.s and either cur-
rencies or gold C.R.U.s would not be transferred from one participant
to, another between settlement dates and they would not be used in
transactions with the rest of the world

Partmpatxon and Instrtuuonal Arrangements

38 Part1c1pat10n in the CR.U. scheme would be limited to a small

group of itidustridl countries, which might or might not be larger than

ithe Group of Ten :

39. There are three main mstrtutronal aspects of the scheme:

(i) A convention between the participating countries which would
- govern the creation, distribution and the use of CR.Us.
(i) A governing body which would take decisions by unanimous
~ vote. Its decisions would be mainly concerned with increases
“or decteases, according to- global needs, in the amount - of

- .C.R.U:s in issue.
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~(iii)" An Agent which, according to the proposal submitted. to the -
Group, would be the B.I.S. The Agent’s main functions would

be to keep the accounts of the system and to g1ve lnstructlons
for the periodical settlements. '

_Withdrewal and Liquidation
40. A participating country could withdraw from the system by g1v1ng
notice of its intention to do so. The day on which notice was given-would

also be the reference date for the withdrawal settlement Th1s settlement

‘would have to be effected within an appropriate perlod of t1me spec1ﬁed
in the convention. : . .

41, The system could be 11qu1dated by unanimous consent or as a result
: of the Wlthdrawal of all part1c1pants but one.

42. . In the case of either withdrawal or liquidation, a: partxcxpant who
-was a net creditor~that is, whose holdings of C.R.U.s at - that " time
exceeded the cumulative total of C.R.U.s it had received at the ‘initial
and - subsequent d1strﬂ)ut10ns—would receive the amount of this-excess
in gold or currencies; as provided by the convention, from participants
in the ¢ opposlte posmon (ke.; net debtors) ’

.43 A cancellatlon of part of the outstandmg total of C R Us Would
-entail a settlement snmlar to a withdrawal settlement. .

" B. GROUP SCHEMES ASSOCIATED WITH Tis IMF.
Objectives -

44. -The object of ‘th‘e»pfoposals' is the organised and controlled crea-
tion inside the I M. F. of additional reserve assets by, and on behalf of,
a limited" group of industrial countriés 1n a way that does not involve
the concurrent surrender of real resources ‘nor a net capltal inflow; in
which’ respect they: resemble other proposals for distribution of reserve
assets across the board. The amount of new reserves ‘to' be created
would -be ‘decided at periodic intervals in the light of agreed total
needs, account being taken of holdings of other reserve assets. The new
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‘feserve asséts would be distributed without refereice to the partici-
pating ecountries’ balance of payments’ surpluses and deficits.

General Procedures for Creation and Distribution of ,the»;,Assets'—

45. 'The procedures for the creation and distribution of the new reserve
assets would be determined by a formal converition arotg. dll partici-
pants and by appropriate arrangements between participants and the
IMF. '

46. The niew reserve dssets would be distributed’ among the partict
patlig cotifitries in accordance with a prearranged formula: “The ‘shates
could be based on I.M.F. quotas (with or without G.AB: crédit lides),

gold reserves, total monetary reserves (as deﬁned in the conventlon), or
some othet agreed critetion. T

47. Following the _decision to create additional reserve assets, pattici-

pants would issue to the IM.F. non-negotiable government- obligations
which would carry a gold-valie guarantee and which might be interest-
?bédriﬁg; It retutn; they would receive ” reserve claims” on a separate
decount in the I.MF., which would also carry 4 gold-value guaranhtee
and which might bear a-contractual yield. - Since:the: non-negotiable
government obligations would not be deducted in:calculating participants’
reserves, the reserve claims would represent a net addition to the parti-
‘cipdhts’ téserve assets. The I.M.F. would hold the notiegotiable govern-
ment obligations in 4 separate account, so that ‘they weoiild not eoutit
as a part of the Fund’s holdings of the participants’ currencies and would

not therefore .affect the normal IMF. drawmg rights and repurchase
obligations of these members.

48. Participants would undertake, subject to certain conditions discus-
.sed— below, to-actept the reserve claims in interna_t;i,_onal setﬂcments.

Terms and Condxtlons of Dlstnbutxon and Use of the Reserve Claams
(i) Variants lmked to Gold ,

'49..- There ¢ould be several variants. The original :p_ropo,sail. envisages
.the following: ' : ‘

(#) The reserve claims could be distnbuted to each paruupant at
" the time of an initial distribution in proportion to that parti-
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cipant’s- gold holdings, and this relationship: would be main-
tained by means of petiodic reshuffles.

(&) The initial distribution of the reserve claims could be according
to some criterion other than gold holdlngs (e.g., LM.F. quotas,
with or without G.A.B. credit lines); but in other respects the
scheme would be the same as in (4) above. In order to establish
a uniform ratio of claims to gold in the reserves of participants,
a redistribution of gold would then have to follow each issue

~ of claims. In order to mamtam this umfox:m ratio, penod1c

reshuffles of gold and claims would be .necess_ary, as in ()
above.

(¢) A third variant linked to gold would introduce a voluntary
element into the scheme. Participants would be free to hold
claims in a ratio to gold either higher or lower than the aver-
age for the group as a Whole Accordlngly, there would not
be periodic reshuffles, but a part1c1pant whose holdings were
less than this average Would be committed to accept claims in

exchange for gold from part1c1pants whose holdmgs of claims
exceeded the average. '

Another variant would also be pOSSlble It Would embody the
pr1nc1p1es of (c) above. In addition, participants could arrange b11atera1
transactions in which a combination of gold and claims would be ex-
changed against a participant’s currency. The ratio of claims to gold
in such transactions would be spec1ﬁed in the conventlon The conven-
tion might fix this ” transactions ratio™ at a level equal to or hlgher
than the ratio of claims to gold in the holdings of the group as a whole.

(i) Variants not lzn/eed to Gold

51. Reserve claims could be d1str1buted m1t1ally accordmg, for instance,

to LLM.F. quotas (with or without G.A.B. credlt hnes), and the use of
claims would not be linked to gold

'52 The obhgatmn of ‘participants to accept reserve claims. could in
this case, be limited quantitatively for each participant under the conven-
tion. Alternatively, if the holdings of claims were made sufficiently at-
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-tractive (e.g:, by-giving them a net yield), _participants. might not wish
to have any quantitative restriction on their holdings.

(111) Tec/mzques for tbe U.\‘e of tbe Asset

53.: Two. drﬁerent techniques for ‘the use’ of the reserve claims can be
.conceived. 'I'hey are:

(a) Dlrect transfer of clanns between parncrpants In the case
~of Varlants linked to gold, these transfers Would take place
Vin conjunctron with transfers of gold; in the case of variants

"not linked to gold, they would take place w1th0ut simultaneous
transfers of gold. S

. (b) _ Transfers between part1c1pants via the I M F 1n a Way ‘similar
o to. that used’ for normal gald tranche drawmgs ‘This would
‘mean that part1c1pants would have to ‘open spec1al credit lines
'1n their own currencies in favour of the Fund for use only in

‘ 'connectlon w1th transfers of the clanns o

Participation and Institutional Arrangements . -

,54 Part1c1pat10n in. the scheme Would be hmrted to a small group of

tlndustrlal countnes whrch rmght or rmght not be Iarger than the Group
of Ten

"posmble Dec1s1ons could be based on:
(1) a rule of unannmty,
(ii) a rule of unit voting Wlth ordmary ma]orrty, |

(111) a rule of Werghted votmg Wlth ordlnary ma]onty

‘iWIthdrawal and qumdatlon U

56. For the working of the scheme the convention would have to pro--
‘vide arrangements for the withdrawal of individual participants and for
-the liquidation of the scheme, making clear what: the: nature of .the claim
-would be in these circumstances.

¥
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(II) CREATION OF RESERVE ASSETS THROUGH THE IMF.

A. NorMAL DrawiNgs N CREDIT TRANCHES
. Objecti\res and Mechanism

57. The primary purpose of normal Fund operations is to provide means
for balance of payments’ financing directly to the drawing member. To
the extent that the drawing member is in the credit tranches and the
drawee in the regular gold or super gold tranche, additional Teserves ate
‘created in the form of regular gold tranche, super gold tranche or G.AB.
creditor positions. Normally, the drawee will be in the regular gold or
super gold tranche. As total drawings outstanding in the credit tranches
increase and decrease over time, therefore, the total of gold tranche po-
sitions, and hence the world total of reserve assets, move correspondingly.

58. The 1n1t1al effect of Fund drawings on the reserves of the country
whose currency. is drawn depends on whether it is a reserve centre of not:

— When a reserve currency is drawn, the reserve centre correspond
ingly experiences an increase in its gold tranche position and its
total reserves in so far as its currency drawn is not converted

— When a non-reserve currency is drawn, the drawing country
usually converts the proceeds into a resetve currency to be used
in exchange matkets. Thus, the total reserves of the countty
- drawn upon remain unchanged, as its gold tranche. position

_increases-and its other resegves are teduced correspondingly.

Subsequently, however whenthe. drawmg country uses the funds drawn,
‘now in the form of reserve currencies, these funds will tend to flow into
countries in balance of payments’ surplus;

— When the surplus country to which the funds flow is:a reserve

centre, a liability will be extmgulshed but its. total reserves will
remain unchanged. :

— When the surplus country to whlch the funds ﬂow is not a
resetve centre, the subsequent inflow of reserve currencies will
add to its total reserves; in so far as its currency had initially

been drawn and converted, this-will restore the initial reduction
¢ in ‘its other reserves, while leaving its gold tranche position
intact.
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Thus, while the surplus country whose currency was initially drawn may
not earn back precisely the amount of the drawing in its currency, this
example illustrates how the final impact tends to be the same, whether
the currency drawn ‘was that of a reserve centre or not: .an increase in

the gold tranche position of the drawee representmg a net increase in
his total reserves. '

'Dlstnbutlon of Reserve Posmons

:59 The countnes partlclpatmg in the dlstrlbutmn of reserve. pos1t10ns
in the,Fund resulting from. normal drawmgs are ;}_those whose currencies
-are used in. the drawings Under the present. Fund policy, a currency is
eligible for use in drawings- when it is, in practice, convertible and the
»country s-balance of payments and reserves are. reasonably strong. The
currencies used may change over timeé and their’ nurnber “grow; in-which
case, a greater number of countties would hold reserve, positions in the
Fund resultmg frorn normal drawmgs The Fund’s selectlon of the cur-
rencies to be drawn tends, in the long run to brlng about among coun-
Vtrles m strong balance of payments posmon a d1str1but10n of reserve

‘pos1t10ns in the Fund. that corresponds roughly to the d1str1but1on of
thelr other reserves

iNature of the Asset

60.  Regular gold tranche; super gold tranche and G AB: credltor posi-
tions resulting from: normal drawings confer the ri’ght to obtain needed
¢utrencies virtually on'demand. It should:be mentioned that a proposal
"was formulated for specifying the status of resetve. posmons in’the Fund,
in order fully to establish theif nature ‘as an unconditional’ reserve asset;
‘it'has also been proposed to grant a yleld on ‘réserve’ positions in the
Fund; if order “to enhance’ theit reserve chardeter: and ‘to"introduce an
incentive to hold reserves in this form.

Credltor ants '

The lnmt of the cred1tor s. commitment ® results from the size of

hls quota, subject to the possibility of its extension under the G.A.B.
or otherwise.
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- B. ENLARGEMENT OF AuToMATIC DrRAWING RicHTS 1IN THE FUND

‘ Ob]ectlves

62. The object of this. proposal is to eﬁect an mcrease, or subsequently, _

if desirable, a decrease in the level of reserve assets in the form of
v1rtua11y automatic drawing rlghts m the Fund. “These’ changes m ‘the
reserve assets of individual countries would ‘be independent of thelr
current balance of payments’ positions. The intention of the scheme
would normally be to leave conditional drawing right$ “in the Tuind

unimpaired, but, if desired, such conditional rights ‘could: be: Allowed

to decline in the same amount as the automatie ed:rmmng Ilghts had beeﬁ
increased. DR

Mechanism

. 63. The scheme would operate on the basis: of decmons to ex@and'

virtually automatic drawing rights-into the first coedit tranche. In order
to protect those who . receive .actual (1) .addmonal automatic- drawing

rights from suffering a- corresponding eontractwn of their conditional

drawing rights, the Fund could simultaneously. exte:nd thcxr. ,aondmonal
rights by the same. percentage of que heir ay ‘. ights. A
liberate contraction of resetve assets m‘tl'ns form could'be achleved by
reversing these procedures. Since enlargement or reductlon of automatic
drawing rights is a matter of Fund policy, no amendment of the Artlcles
of Agreement Would be necessary | to. put thls scheme mto eﬁea L

64. 'This proposal can be apphed to a‘ﬂ Fund members ot £o a mote

| limited group, for example, countties Whose currencies aré usdble ’oy
the Pund and which are willing to extend lmes of credlt ‘to the Fund m
connection wrﬂl tfhe recelpt Uf new reserve assets.

65. Regm’dless of the ramgeef eolma;tlesenuﬂed topamapatem,ﬂae
scheme,. this ,propeml, in the form in which it has been ;ptescnted em:
bedies a self- quahfymg dement. an extension of automauc drawing

{3 As :opposed ‘to porential: see par b6
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rights beyond the:present gold. tranche to the point. at which Fund hold-
ings of the member’s currency reached, for example, 105 % of quota,
would eﬁectlvely increase the reserve assets of 1nd1v1dua1 countnes only
io the extent that they had not drawn on the Fund up to this point.
Countrles that had already borrowed from the Fund beyond this pomt
would recelve only a potentlal increase. o

Use of the Asset

66 Partrcrpatmg countries: would use the ‘asset as they now use. gold
tranche positions, by drawing currencies fromy the Fund to meet balance
of payments’ needs. In the process, the reserve asset would be trans-
ferred to the country whose currency was drawn. In order to provide
for such transfers of the new reserve assets~without requiring the Fund
to use. its'ordiri‘ary 'resc')urces which-are intended to meet normal draw-
ifigs—each country ‘qualifying under the" scheme would extend ‘to:the
Fund a’ line of eredrt proportional to the néw teserve asséts created in
1ts favour The activation of such lmes of credit by the Fund to meet
currency drawrngs of other counitties usmg their new reserve assets would
create reserve assets for the count"""
upon as 1n the case of the G A B

whos;é llne of cred1t was drawn

Quantitauve EEects on Reserves

67 'I'he general order of magmtude of reserve asset creatlon from thls
proposal can be gauged as follows. On the bas1s of Fund quotas:, after
the present round of quota increases, an extensron of automatic drawmg
nghts to the 105 % pomt would add about $ 1 bn to actual and. potenr
nal reserve. posmons in the Fund About two-thlrds would go-to mem-
bers of the Group of Ten. Of the remalmng one-thlrd more than half
in present c1rcumstances would remain potent1a1 Each further extension

»@n the samne basrs 1f and when the entire ﬁrst ‘crédit tranche had been
made automanc $5 bn. would-have been’ ‘added to° actual and potent tial

reserve assets. Each future increase in Fund quotas would further enlarge

reserve assets in this form unless: the dividing line: between automatic
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and conditional drawing rights were deliberately adjusted to avoid: this
result—in other words, unless the percentage of quota over which auto-
matic drawing rights would apply were reduced.

- C. EXTENSION 0F GoLD TRANCHE RiGHTS wrTHOUT GOLD PAY- -

" MENT, ON THE OCCASION OF QuUOTA INCREASES
Objectives ,

68 The object i is to prov1de a means of reserve creatlon mdependently
of 1nd1v1dua1 countrres balance of - payments’ pos1t1ons on the occasion
of general mcreases in Fund quotas. Such across-the—board add1t1ons to
reserve assets could later be oﬁset if desired. .

Mechanism

69. At the time of general Ciuota increases, the first. 25:%. of quota
enlargements mlght be subscribed. by means other than payment in
gold—e g in callable gold certlﬁcates—vnth no change in the vrrtually
automatic nature of drawrngs in the gold tranche. . As a result the gold
holdlngs of Fund rnembers Would be unaffected by a quota increase (as-
suming that countrles d1d not. deduct the gold certlﬁcates as a hablhty
in calculatmg reserves), Wh]le their gold tranche pos1tlons Would increase.
As.in the case of other schemes for reserve creanon the claim on. member
countrles (gold certlﬁcates) would normally remam dormant If how-
»ever it Were des1red to reduce reserve assets, the Fund could call gold
in exchange for the gold certrﬁcates Whether or not amendment of

the Articles of Agreement would be necessaty to 1mplement this scheme
would have to be examm_ed. -

Distribution I R I v L PR S

70. Countries which had not borrowed from the Fund: beyond theit
pre-existing gold: tranche would acquite.a new resérve asset in the form
of a gold tranche position-equal to onefourth of the increase in ‘their
quota. - The self-qualifying ‘elemient would thus-apply.. To the extent
that countties had botrowed beyond onefourth of the proposedincrease
in quotas, they would teceive only potential reserve:assets in this form:
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All: countries would, however, be: relieved of gold payment at the time
of quota -increases. PRI

Variant applicable to a smaller-Group of Countries

71... The proposal is also adaptable to a smaller group of countries, for

example, countries whose. cugrencies ate notmally used by the Fund in
drawings. It could be decided that the latter group of countries, which
already contribute usable resources to the Fund, and only these coumn-

tries,- would pay_in national curgency in lieu of gold subscrlptlon This

portion of the subscrrptron would be placed in'a specral account jn the
Fund and Would not count as an ordmary Fund holdmg of the member s
curtency in determmmg the member s posrtron in the Fund “The sub-

scribing country would thus acqurre an additlonal gold tranche cldim,
as in the previous case.

Quantitative Eﬁfects on Reserves

: 72 Gold tranche posmons Would inc 'ease"by one-fourth of each quota
mcrease the addition to reserve asse vonly potentral for countrles
exc‘luded under t‘he self quahfymg eiement For' example on'the ¢ occasron
of a further mcrease of 109 in quot Cteer the forthcommg round ‘of
quota mcreases it Would be possrbie through this method ‘to create
$ 500 mn. of actual or potentral reserve asseéts in the form of gold tran-
Ches._ Thls would ‘be in addrtron to the growth of gold tranche claims
arrsmg from normal drawrngs in the credit tranches. The amount and
timing of reserve increases thu i'"ac’hleved woufld of course be contmgent
'on the amount and trmmg of quota mcreases '

D. SPECIAL OPERATIONS BY THE FUND
Definitions and Types of Operations -

3. By ”special operations " 4s mieant the acquisition by the Fund .of
sperial assets, other. than gold, svhith o wiot add to.the Fund’s "CRmeBey
holdings sn-such & dvay as to.detrast from she notmal deawing sights of

‘the couniries 'in which the special assets, iare held:  Speeial operations
seould-inchade both operations: mdertaken on the initiative of the Fund
with icugrendies ‘or gold f Fignd 1 investinent.”: paras. 75 10 87 below)

SRS s S s e T e B i A L i e R T




and:deposits - with, -or loans to,. the Fund for ﬁnancrng ” special ‘credit

‘operations ” (paras 88 to: 99)

74 In order to carry out aCtIVltles of the types under exarmnatron,

the Fund Would probably have to acqu1re new powers by amendment of
the Artrcles of Agreement

(1) Spncmr CURICENCY OPERAT’IONS _
_Objectlves T |

5. The acqmsrtlon ot hquldatron of specral assets in connection wrth
special currency operations by the Fund would be undertaken in order
to increase or decrease the general level of world reserves.

Creatron and Drstr;butaon of the Reserve Asset

:76 In order rt(go obtam the ‘means needed to carry out specral currency
: ‘o:pex:atmn\s a;he_Eund would normally borrow in’ member .own currencies
dn syitable amoupts;. . If, such operations were contemp}ated incurrencies
of ; W}uch the Fund. had ample-supply in its normal holdlngs however,
it could draw on; those,. hold,mgs to ﬁnance the -operations.

i

M77 “ e Fund Wouid mves’H:urrencres m specr’

‘operations* accotding
to the fo]]owmg POssfbllrtIes SR e

(a) Among-all member countties, accordmg to some formula fo

be agreed upon, e.g., in.propertion. ta and;quutas, in, pro-
porgnto totalv:reserves or. other\mse, e coa
RO Qﬁevlﬁcted; toup -pf member Cﬁmtnés {e,gz Groupnf
t all countrie: rvzrth'*eonvemble Currencie
o -SOme general formula g . s
Fesiny (c) #The Fund: 'ennldpiaee mhe currencies: at ﬁhe disposal: of-
mternatmnalmsnfhke the ELB‘*R,E:}{‘&,:* Hi
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‘réncies Were utilised for.thé operations. (*)." The .additional teserve
assets created by the operations would accrue to the countries:in which
the inyestments were made Thus, if the currency of a country were
;mvested in the same country, that country Would normaIly recelve a
'reserve pos1t10n in the Fund, which would constltute for it an 'dd1t1ohél
reserve. On the other hand, if the currency of one cou ry were _1nvested '
in another country, the first country. would: receive the reserye position

' in the Fund, but would probably lose other reserves (by convers1on)
These reserves would accrue to the country of investment. To the extent
‘that the first’ ‘Country’ had fost teserves in the conversion ofits? own cur-
'-rency, it would have no nef ificrease in its-feserves (2"' s

Nature of the Special Assets acquired by the Fund

79. The spec1a1 assets acqulred by the Furd in 8
‘ment with currencies would take the form of erther spécral noh-negotlable
;‘governmental oblrgatmns ‘ot the Tidbilities of 4t ifiterfitional fstitition,
such as the I"BR D‘.“’;{They would' Be: dehominated iV he cdrreﬁéy ih
which'the inveStilent Was made and would'Be coverét byl golﬂ"é’alﬂe

guarantee. T greater ‘part"of theSe assets’ Would B of pe long term
,character but. some proportron of them m1ght be on short term in order

80. Where the Funtt e Wirrerncies aéquxred by B&f?dﬂfing, the fe-
eewe}posrti’ons créted by Utherinvestiiesit ’operfaﬁtidhéﬁf‘WéHid Utake - the
Foitty b T ain sJoﬂ-«thé»Fuﬁd{’-“»’I'Hebefwould'eam'ysa goldvalue guaran-
tee and might also earn interest. Whete' the Fund wised ‘cufrencies from
sits edisting holdings jon: Guoraraccounts: thé! reserVeuposIt%ns »created
'Woufd také ?theg férm-of ﬁgold trianché - posrtrons. BEE

_‘_.._.» ;rf_‘

(*)'By way of exceptiori to the normal. Gase; i the curtency uuhsed;- capng firam Fund holdings,
the country whose currency it was would acquite. a reserve position in the Fund conly if the
operation reduced total Fund holdings of its cutrency below 100 9% _of - quota othemse its
eonditional thidwing rights’ WouldiBe reconstitlited Hri st Cansc&ﬁe&ﬂﬁ)i:? thd: ilvestlﬁént
were made‘m thq -country, Whose jcurrency. was | unhsed that  gpuntry Wi uld get: éaq .Elff‘l
reserve assét’ only provrded that tBe operatron gave T a reserve pdsmon the Fita d” RS
() The full effects of the operation for both reserve centies and:other countries: whose

currencies were utilised would: ‘becsiilal . those: described sin- pnragraph 58 abovo, in: connec-v
tion with the discussion of normal drawings in the credit tranches.
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81. Loan claims could -be transfetred among the :membef: countries
in. a number of ways:

(a) Via ‘the Fund, ie, they could be used, on a- representatlon
- of balance of payments’ need; to obtain usable currencies. from
the Fund. The country whose curtency was' made available
by the Fund to the member using its loan ‘claim. would; in
- effect;. take ovef a: reserve position-in the Fuibd frem that

: »;::;member =This approach would. normally’ entaul
(1) the negotlauon by ‘the’ Fund of hnes ‘of credlt in” an
“amotint stifficient to-enable it to meet addltlonaI de-

- mands for drawable currencies amsmg out of th1s use
- of loan clalms ' )

(2) the estabhshment of prov1s1ons analogous to the pre-
- sent policies on currencies-to :be: drawn; to: ensure
_ the _equitable sharing of loan clalms among countnes
“ pi ov1dmg the hnes :of credlt

3).the- ,estabhshment of. pmvlsmns, A0 ensure,zthat loan

¢laims wsed  for balance . of pay;mentsﬁk seasons  would
'l-v?be xeconstituted

‘W1thout th_e 1ntermed1ary of the Fund However the camp-

FERG K

: TR €
mitments .of transferee countnes to accumulate the clalms
il iorh el oo R
- woufcl be subject to agreecl quantltatlve lnmts whxch Would

P

perform the same functlon as. ti]e lines of*“crecht:'{env‘isaged

g,;'.,i Ll m> (e}t above PR STl T U PR STt ory sii oweetn VA
m Whether ‘the loan claims were' mnsfera‘blé mdugh the: Tutid
'S dﬁectly, the’ dcceptarice’ of these claim' tight /Be* goverhe et

by an obligation to- hold them i a- fixed’ pfoportloh: 6 oitier
reserves; - this obligation would be nnplemented by penod1c
FRGIG e diHIEGE ShkH Jditnsagaitist Sother‘resl'érvéé SR

A0

-82s¢ Gold tranthe: posmnn& arising ‘out ‘o special. burrency opératiafis
twouldyrof course; be: transferred in the same. Way a8; gﬂld tranches: ansmg
‘out:of :normal; Buhdiaperations: il ciiby o
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Institutional Aspects and Operational ‘Arrangements = ... -

83. Under special currency operations associated with ‘Bortowing, ap-
proptiate arrangements might be established, invelving both the: Fund
and the countries participating in the financing, in order to decide petio-
«dically,-on the basis of a proposal by the Managing Director of the Fund,
the ‘amount; distribution, maturitv, and so. on, of the investments to be
acquired ‘o liquidated ‘over the ensuing period. -In any ‘évent, an un-
derstanding would: have to- be teached; prior to-the entry-imto force of
the scheme, on the types of .operations that. would -be, undertaken and
poss1b1y on: some broad prrnc1ples governing d1str1but1on

If the Fund used currency from its’ quota ‘accounts for special
currency operatrons its ordinary rules and procedures would apply.

- {ii)“SpecraL GoLp OPERATIQNS ~ LE . Ed

8’5 " The ob)ectrve of th1s proposaI Would be to increase the amount
of gold in national teserves and thereby to afféct the aggregate level of
~wotld reserves. - There would be no chahge in'the atount of countries’
iteserve- positions inthe Fund; since the Fund would divest itself of 4n
existing asset (gold) rather than establishing 'a new claim against itself.
If it were desired subsequently to reduce the total level of worldreserves,
vthls could be done by reahsmg gold, investments. prevmusly made

'86 4 In exchange »for its gold the Fund Would acqulre a cJIalm against
the country in which gold Was 1nvested hut wouId not hoId the asset

87. Since the amount - of the Fund’s gold stock 5 lnmted thls type
;of investment. cnuld mot. be. repeated mdpﬁmtely o mest n_eeds for na-

5 , 3 ’r?} ALY

(111) DEPOSI;E§ t;xzt:m, .OR J.DANS TO,. 'I.'HE Equu »Fpn FmANcmG SPECIALV
‘CREDIT OPER.ATIONS

;A systemof deposits: with; or special loans to; theiFund éonld bewit-
: gamsed onia:nepbtiated basis; in order to:create: reserves far, a-group of
depositors ot lenders, while providing to.the: Fund; for! granting special
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assistanice in connection with balance of payments or reserve situations;
usable:currencies in addition to,.and. separate from; its ordmary currency.

holdings..

89 The claims on the Fund in favour of the deoositing or 'lend.i‘n.g'
countties would carry an assured right to repayment on a representation
of balance of payments need and would thus constltute reserves for the
depos1tors or’ lenders “To permrt the exercrse “of this right Wrthout
reducmg the normal resources of the’ ‘Fund,’ hnes of credit ‘would be
provld‘“ : "_"by the partrcrpatmg countrles in addition to the amounts de-
posited or loafied. The loans or credits futnished by the Fund would
norma]ly remain’ distinct from “otdinary” ‘Fund drawings and- standbys

m! der not to curtarl the drawmg facrhtres at the d1sposal of the bo-
rowmg country '

90 The y1eld and duration of the dep051ts Would be fixed in such a
way as to exercrse a regulatory mﬂuence on the amount of reserves

,ted under the system by ad]ustlng the 1ncent1ve for countrles to
partrcrpate ‘the arrangement o ' e

" .
ey ay
Lo z}s\.» I -.»_. o

¢ III) SCHEMES' WHICH PROVIDE “HOEDERS OF CU'R
REN WITH AN ALTERNATIVE ASSET

9’ The prrmary objective of fhése schemes'is to’ provrde an aIternatwe
reserve asset into which currency balances held by motietary ‘authotities
can be converted. It is not an ob]ectrve of these schemes to provrde
means of dehberately mcreasmg aggregate reserves

A. ConNvERSION OF CURRENCY BALANCES .INTO RESERVE PosI-
TIONS IN THE FuND

Ob}ectrves -

92, The ob]eetrve of thas scheme is:to ‘assist:d country: holdmg 4 .cur:
rency ‘balance inv:its reserves to  convert that Balance;, i agveement: with
the-country whase cutrency is-concerned; into d.resetve. position in the

o

Il




I:MJE.": The procedure could be used for any currency; but, as the only
gurrencies, extensively held in reserves ‘are reserve cutrencies, it would,
in practice, apply chiefly to them, and the mechanism is, for convenience;
described in terms of reserve currencies held.

usn;g up_é__{lt’s gold tranche cla1m in makmg the drawmg The holder
would have substituted a gold tranche claim of equal amount in hlS
reserves for the reserve currency which he had prev1ously been’ holdlng

B . 5,.

i.
S)l

“only be transferred to

it would be necessary for the drawee s curr “ be avallable to the
-Fund in sufficient amount. The scheme, therefore env1sages that, 1r-
respective of which party takes the initiative, the drawee should un-
dettake:to, make his currency available, by, loaw o the Fundyif theFund’s
holdings of - “trare. insufficient. .-Although the «transaction: is envisaged
as a transfer of gold tranche rights, the drawer could, with Fund permis-
s1on draw W1th1n a credlt tranche In this case, howea&er ﬁhe abmfe

Ob]ectlves

96. The Mutual Currency Account is a dep031tory facrhty desrgned 6
provide rah lalternative form: of -asset: into“which ‘& cuttency: held by.a
thionetary: authority could be converted: without; idrawing o~ the :re:
serves of the country whose:cutrency it holds.: ‘This would' not-increase
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total reserve assets-but would dvoid the decrease which would Gtherwise
result from convetsions. -As such Conyersions -could; - in’ certain -condi-
tions and if they were extensive weaken confidence in the currency itself
and thus lead to further conversions, the aggregate. loss-of reserves-could
be large The ob]ectlve of the facility would be to reduce the risk of
such a situation arrslng 'Though apphcable to any cutrency Held by 4
monetary authonty, the facility used in this' way Would be hkely in: prac-
tice only to be employed for a reserve currency. -

9.57.' The facility: is not'-intencl‘ed‘ to be used as a means of financing

balatice' of payments’ deficits: (1), -and procedures would be employed

under multilateral surveillance to- ensure that it was not-so used:

Membershlp and Instltutxonal Arrangements

98.. Full ‘membership would; in prmcrple be hmtted to:a group of
industrialised countries, but the tight to- deposit:a currency. held might
be made available more Wldely The books would be kept by the LM.F.

as Agent (assummg that it was erhng to undertake the task) and any

necessary pohcy or admmlstratlve dec1s1ons Would be’ taken by the full-

members

99. A country could deposit with the Agent- in a special account the
currency of any full member of the scheme in exchange for ‘an asset

denominated in M.CA . “units of ‘accbunt- ‘expressed as the ‘equivalent of
a_given Welght of gold

100.  Since M.C.A. usiits would' thus carty a':g’oid-value guarantee they

would earn either no interest or only a very low rate. of interest... Coun-
trres Whose currenctes are held by the Agent Would guarantee the hold-
mg as to value and would pay | low 1nterest to the Account '

(1) As,ongmally propounded its' use was. envrsaged in. assoclatron “with a. suppott operation,
separately negotidted between two ot more monetary authorrtres in Wthh the credrtor bought
the‘debtors ciitrency with-a . view to’ dépbsiting it ‘immediately in the - Account.. " Used in this
way, the M.C.A. would be a means of balance of payments’. finance and of reserve asset creation.
The scheme could equally associate the M.C.A. dépository facility with cirfenciés which have
accrued to monetary authorities in the normal way, through market mterventron rather than in
consequence of a specially negotiated support operation.




01. M.C.A. units would be transferable from 4 country in deficit for
the purchase of the cutrency-of another member whe-is:insurplus. ‘Con-
versions ‘between the -units and members ‘currencies ' would - be at,’ ot
very cIose to,’ parrty

102; Approprrate credltor hmxts on the obhgatron tQ acqurre umts
Would be agreed by. the full members of the scheme There Would also

count, but provision Would be made for rallonges m case of need No .
limits: are proposed on. the. time. for: thch a cuttency might remain in
the Account; bat- menbers whose - currency was, held in; the .Account:
(1) would be requrred to redeem it Wrth M.C:A ~umits when;and
to the extent that, they acqulred them; and
(ii) could redeem it at any tnhe with go}d which the Agent WOuId
i at:ence disttibute pro rata: to holders; of M G.Aunits, thereby

extmguishmg a: correspondmg amounit of undts, - 0 o

3. In hqurdatmn the Account s assets Would ” chstnbuted pro rata
to ‘holders of M C A un1ts and further dsettlement Would be arranged '
bllatera]lv between the partles (as inEPU. ) (). Prov1s1on Would be made
covering the Wrthdrawal of a member whose currency was held by the
Account (debtor) or of a member who held M.C. A. umts (credltor) and

| Would be such as to protect the mterests of other members

NotEe oN EFrFeCT OF VARIOUs ForMs OF RESERVE CREATION ON THE
‘LIAQUID.IIYOE‘,'EHE! Fonno . - o s

(1) Whatever the form of reserve creatlon—-through the Fund or
othermse—countrles mist be prepared to accept ‘the reserve assets
" in question in sufficient quantity to enstre that ‘the possessors ‘of
these assets can use them in settlements between monetary au-
+*"thorities. - _Where theSe teserves ‘are both-'-‘created'-by*"'and ttans-

:ferred through the Eund this. reqmnemnt s reﬂected,m aprablem |
: _’Of the Fund"'"“own: hquldlty SIS

(1) European Payments Umon R




(i)

- Fund of its existing resources of gold or currencies; others would.

— 4l —

Some methods -of reserve creation would not entail: the use by the

But: all such - methods-except  special gold . operations. by the

- Fund—would create claims which; if transferred through the Fund

» v_rather than directly, would require the Fund to prov1de usable

(i)

currencies to the country exerc1s1ng its claim.

‘The extent to which the ‘process of creatmg resetves would con-
stitute 'a drain on the Fund’s resources, ‘in ‘the ‘absence of special
arrangements to deal with the problem varies with the particular
technique adopted. The enlargement of automatic drawing rights
in the Fund would involve no initial “use of existing Fund re-
sources; nor would special operations by the Fund if financed by
borrowing. In cases where the Fund used: its‘own resources for
creation of reserve assets, the impact on Fund HQuidity would be
greater or less depending upon' whether the operations were fi-
nanced with gold, normally drawable currencies or ‘a combination
of curtencies, including some that are-not normally drawn. The

creation of gold tranche rights w1thout gold payment on the occa-

- . sion of quota: increases may be regarded as having the same effect

(v)

on Fund liquidity, in the long run, as an jnvestment of gold.

In the case of reserve creation mvolvmg the acquisition, of assets
'by the Fund, the Fund s hqu1d1ty m1ght in pnnclple be protected
by the poss1b1hty of Iater reahsmg such assets as a means of ob-
tammg the currencies which the Fund requlred for its operations.
Since, however, any disposition of such assets by the Fund would

~ contract ‘the ‘volume ofWorld'feserVes‘ this- techniqie would be

apptopriate only when that was desired. ‘Ordinarily, the need to

-safeguard the Fund’s liquidity in cermectlon with:'methods of

reserve creation’ that involved a use of Fund" resourees would
require ‘other ar—rangements‘—-for example; the granting - of lines
of credit to the Fund in currencies suitable for drawmg, ‘either for

fixed amounts’ or ‘proportionate to reserves.

The process of usmg reserve positions in the Fund—that is, trans-

_ ferring them—is independent of the ‘méthod by which they are
< created.  As has been said above,. ‘unless- such clmms are made

. transferable dlrectly among countries, “without . the mtervent1on

I ISR PR NP
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" +~of the Fund, they confer en'their holders an-assired right: to :ob-
tainforeign currencies to meet 2 balance of payments’ need.. Thus,
the greater the volume. of reserve assets created,- the greéter the
Apotentral claim oni the Fund’s. drawable currencies; - .

(v1) Arrangements to deal w1th thrs problem could take several forms

.. {a). Lines of creth mlght be extended to. the Fund by countrres

~for. Wthh new. reserves ‘were created. -In this. way coun- -

tries. recervmg add1t10nal reserve. assets whrch they could
.cept such assets: from others When in stronger balance of
 payments’ position. The ruse. of .such lines of credit by
the Fund would add, to the reserve assets.of the country

whose line of ctedit was drawn.upon, theteby. effecting

- a transfer :of:-’reserve...-assets.rfmm the. deficit ;country.

(%) ‘Claims of ‘the: Fun& tould be: madé drreetly transferable
o at wills Here, 'as' ' ’

‘the problei’ woftild not
‘be réflected in Fund' li iq drty, rathér, it wotild: ‘appear as

- -ofté of credltor liniiits; whith ‘is° the other srde)of the coin
of ‘the Fund hquidrty probl’em M D

an obhgatlon to"ho d‘“a‘nd ttansfer reser\}e posrtlons in
‘the Fund in proporhon to “theit” othet reserves '

‘jv 'flf 3-.'.~~.m,'

(vn) Whereas in: the case.. nf transferabrhty,ethrough the Fum:d pto-
.+ 1 _visions analogous to the. Fund’s<poli;;y on, .currencies .to; be drawn
S Would be. established. for, the puzpose. of -assuting. .an ‘equltable
. .sharing among  members.of -the . clarms (transferred, in,the case

. of direct transferability, mdlv;diupl couptries, would. be.more ex-

-1 ‘posed .to -the .possibility. of having.. to. . agcept. direct, transfers of
" -».claims up to.the ‘total amount.of, them,eredrtog limits, . Conse-

quently, in the latter. case, countsies,might. be .rgluctant. tol accept

credltor hrmts of as great a magmtude as. 1n the case of transfer-
abllxty through the Fund ,

: ST RN T _—f-z's%‘}'t"'i%
“iIn arecent Fund Staff: Paper,: * Effect, of ‘vatious types-of Fund reserve, icreation on Fund

hqmdxty » (DM/65/12), the, additional resources, in terms. of hnes of. credlt in normally
drdwable’ currencies, that- might’ be required by the Fund i’ connection with 4 “vatious modes

ey "Countrres partrctpatrng in ‘réserve kit rmght assume’

e £ e T T e
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of reserve creation and use were estimated, on necessarily somewhat arbitrary assumptions, as
follows:

1. For extension of quasi-automatic and total drawing facilities, at 55 % of the amount
of the extension;

2. For investment with vgold, at 220 9% of the amount invested;

3. For investment in all member countries with investee currency, at 125 9% of the
amount invested;

4. For investment with ndrmally drawable currencies, af 155 % of the amount invested.

In the case of investment with cutrencies, these amounts are reckoned inclusive of any
loan;,to, or deposits with, the Fund that might be made concurrently with the investment.

iy

T N
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" CHAPTER 1V - COMPARATIVE ANALYSIS
PART 1 - GENERAL PROBLEMS

104: > All. methods described in Chapter HIhave in' common a direct
otsindirect concern with the adequacy -of ‘reserve. assets; but they fall
into three broad: classes. according o their p;l‘ixna}ry=f6hjective‘s.

(1) Wbere the procedures are initiated to meet tbe balance of pay-
- ments’ deficit of an mdzwdzml country o S o

105 'I'hese types of operatlon have the purpose of meetmg partlcular
countries’ needs for balance of payments’ finance. The associated creation
of iesemve asséts: contmbm;zswto.wmldsresemes;w ‘but -as.a: consedjiience: of
fsan;h jﬁnanw er than as' deliberate reserve creation;: In: this, classiwe

(a) Normal Fund drawmgs in credit tranches RS explamed in
o3 (Jhaptmj fHI, nmneases in: »outstandmg draw;tngs Wdl tesult in
| a net creation of: ,addm:trmal assets -normally;in: the form of
- gold tranche or G A B. clalms in the hands of the countrles

PR E LEBERLE

Whose currenc1es ate cirawn (1 paras 57 615

Laeod () Newltypes ofulfund 'openations when:carried: out, for balasde
whib ool g ipayméents’ consideratioss; nanely; deposits: with; or:leans
b0y the! and :Em: ﬁnancmg speclal cnedit-'-:epcrationss(?ﬂms

1 i
‘of "?vera]ll %‘éeds
i nglal

A zndepéﬁdentiy of'~ the izmmedzate Iidlance of pay entsA sztuatzons
:6} mdwufual cduntrzes o e

3

10613 ‘anbﬁtioﬁm thrs elass Wdi genera]iy have been made wuhrmt
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the immediate recipient of the asset having to ” earn ” it by foregoing
real resources ot by experiencing a net capital inflow. This class includes:
(a) Enlatgement of automatic drawing rights.in:the Fund or ex-
tensions of Fund gold tranche rights without gold payments
(paras‘zjéf;_ - 72) TR

(b) Some new types of Fund operations undertaken with the aim
of increasing aggregate assets (paras.e73:7:87 )irint 7l podn s

(€)1 schemé for, ¢ollective creation of ‘reserve: assets outside: the
"+ Fand.by.a group of ‘countries (C.R.U:). (paras. 28 - 43)s- and
compatable group schemes -associated: with the. Fand( paras.
44-56). '

(iii) Where the procedures:are-initiated:to convert a. ‘eurrency which

) bas already accrued toa monetary autborzty mto a dzﬁerent form

i107.:The: primary objective: here is*to : coniveltan: existing currency

~helding inito an interitational asset, not ifi'order to:incresse: thetaggregate
of reserve assets, but to avoid or minimise a decrease. This : typé-of
proposal mcludes L

. B H RS Es ’ ~
sinr el P e LTINS ar ] AL TR AT
RN e CrTR s 0 RS 2‘:. AN HE S N

(a') {IThe: gchemé fm: conversion: of cutirency: i:ia}ances ibto reserve
i i posmnns incthe :Fand xéparas 1921 95):

PR D

srod Iaiou
(b) The Mutual éurreney Account (MCA ) V(}paras::96 103):

A08lnd Berngmiestgrredsfo:: different immediate futposesy thesé thiee) broad
lasdes of ttieme areohotvhecessarily muthally exclusive;: Despite differ-
.enices of view regarding theivelative imerits of ithervatious schemes listed
above, and especially regarding the alternative methéds- of: across-the-
.board reserve ereatlon all members recogmse that the Fund will. c,ontmue‘_
1 to ﬁnance halan}ee qf\ payments ‘deﬁc1ts unden 1t:s;\ruies 'and'_"standards

and WLH create xeserve assets m the form of clalms on th' Funcg in the
4 ' Y £ ‘}
‘process As was recogmsed m Chapter I the amount or\.the dlstrlbuuon

\Jx‘ B

of reserve assets that result from the ﬁnancmg ?f balance of 1 payments
RS R ERCE) EGIE NG
deficits- might not fully correspond to reserve needs; for exampIe there

scould-be:large defitits at o time :whét-there ‘wasz-n@zshertage-saf_‘sf@ggrﬁgat.c
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reserves:ot there could be relative' balance when aggregate reserves were
too Jow. Therefore, all are agreed that conditions: could arise in  which
the total stock of réserve assets might prove to be inadequate and ‘that
a further means of reserve creation would then be needed-throilgh ‘the
Fund or otherwise.

109.° Most members believe that, # these circutistances weie to' Atise,
the ‘creation’ of further: resetve assets. would be ofi* an “across-the-board
basis, that'is, the additional reserves would be distribiited among ' coun-
tries independently ‘of their balance of ‘payments” $ituations: “Sotme’ of
thess members; although they agree: that credit facilities 'granted wider
notmal conditions ate a proper means for financing balance of payments’
deficits, e"‘phamse in-patticular, that distribution: of dehberately—created
néw teserves should not be limited to countries in’ balance of payments’
deficit. Sucha procedure would entail 4 rélaxation'of pressures ort deﬁcrt

eouintries to adopt cotrective’ policies and undermme emstlng’rules on
the grantmg of 1nternat10nal credit. A

116, Some members whio 4lso believe that Cl‘edlt fac1ht1es are a proper
‘means’ to'-ﬁ_nance deﬁc1ts and “Who ‘hate ‘the’ vie\v"that ovet - titne; a
Supplémiént to “gold and beserve currenéres ‘may" “be “eeded, 'point’ 'out
that the Study Group is not chatied. under $ Maﬁdate ‘with SeIeéhﬁg

among the three broad classes of scheme, nor among specific proposals ‘

":lz

rather, its task is to assemble the elements necessary for an evaltiafion
iof::the vatioubiproposaldfor! the ¢reation: of reserve “assets; {'whéthek by

«acr@ssst}fe-board methods ¢ othrerwise:: “Fhese members note, mcrdenta]ly, ,

that none of the proposals for deliberate reservercreation:studied: by alie

Group would limit the d1str1but10n of reserve assets excluslvely to deficit

S neyin e g

.Couﬁtfles i:-". v:}.‘f;s: S Lepails 3 3 "_;". ;.',5 u f:"fz;.‘ i gi.s <
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41 Ver2In the  Study -Group’s - examinatioh - of sthesvatious schemes for
:actoss:the-boatd reserve ereation; divergencesiappeared: regarding certain
besic-characteristies of theseischemes:=namely; the: desirabilityi of a close
Jisketorgoldijin the iereationy. ‘-difstributién;iand*use%~'oféreser"veua§>sets" the
swidthy:of :membership of:
‘using/the Funddor: seserve creationias:wiell-as: for credit, extension; and

the methods of decision envisaged. for such: 'schémés: - Undetlying some

L

eseryeaereatmg $chémes;i+ - the. surtablhty of

By

;
,
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of these issues was a difference regarding the importance of selecting an
approach which would be "compatible with the existing system and a
related difference regarding the likely effects of ‘various schemes on the
existing system... L

112. Another divergence of view concerns the third class of scheme —

namely; that which aims at a facility. for converting. cusrencies which

have alteady accrued to.a monetary authority into a different. form of
international asset.. It is agreed. that, under. the market intervention
‘system, which is.now general, the asset. which first accrues toa non-resetve
currency. authonty will be a reserve currency.. Some. members believe that
a special- facility is required for the.conversion -into:an: international
asset -of  any- reluctantly-held balances -of a -teserve -currency. - Other
members stress the importance of avoiding the introduction. of either a
AEW ! asset Of 2 NEW. fac1hty that might have deletenous effects on the

substantlal Teserve. Currency component Wthh already exists- in: total
_teserve holdmgs : e

The Ro!g of Gold.

4. While there is no- dlsagreement o 1 the p}dce Qf gold ini- the ey.stem
a8 the-basic reserve.asset; diffétences emerged on.dts: ro&e in’relation 1o
the ~mtreduetmon -of new teserve: asseté ;

\115 In support of a hnk w1th gold (as close as. "t:hat in the CRU
seheme), some tembers argue that:

ot e dincesgoldis the ‘basic reserve-asset, ithe ‘chataeteristios -and ' use
siriemn coofany: hew: asset-must be closelyrassociated: witheit: : Such-a
Pk lmkbeuweenﬂae tesetve-asset and gold would; imereover; beca
sm;prke sway of safégirarding dreditor: comztmesuagamétvexeesm!e
~sieccumulation of:| the new: asset; - would cmike: the: :asset:! hove

uaeeepstable, and . would: aavmdjmovem@nts $o: convert it dmecdy
@1‘ mdtreCﬂy mm gw TR ETTI ST NIRRT P TP (e TR SELEIS AVI R
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<= Thé close link with-gold would; in some ways; have the samé
-2 practical ‘consequences, for the monetary authorities of ‘thie lifmi:

~. fed number of countries concetned and for the ‘dutation of ‘the
scheme, as an increase in the volume'of monetary gold holdings.

-~ This would make it clear that an increase in the price of gold

- is excluded; it would put an end to the - uncertainty which exists
~ +.: on. this_point and to-the speculat1on stemming from' it. The

result would be to channel.a larger part-of the new output of -

. gold into official reserves. It is to be noted in this respect that
the neW reserve asset. would, in all probabﬂrty, only ‘be intro-
L duced after a favourable evolut:lon of the balance of payments of
;;,'. o the Umted States had already strengthened the World _monetary
S system and reduced speculat1on and hoardmg
;"v In such 4 situation, - the :shift. from .other . ex1stmg forms of
e ;_lECSe_rVev;asset;S_.;-;.ll'.i,tO-:jv,ngd-_Wl’l,lch,:'cou'ld theoretically be induced
- by the impleméritation of a:iclosely: gold-linked scheme could
- "-only ‘be: on 4 lithited “scale: “many - coutitries ‘which-would be
o2 “invelved ‘alteady - have high 'gold tatios i thén- reServes the
v eombined oc1al currency holclibgs of the Ten até somi $ 10 bn.
Land represent in part; ' mihimum- Workmg balanceS"— ‘moteover,
many monetary authotities toncerned Would con’tume for rea-
sons of ‘convenienice and’ earnmgs, i’toj:kéep Currency holdings
) ahove the amount requrred for Workmg balances purposes

RN o

o —. To supplement the gold srock by a. reserve asset as- closely as
pbsmble linked with;,gold: itself ﬂwould icontribyte. directly to
-+ -solving the problem of ans._«l_nadeqmate_ggpld,suppl,y...,éllle United
than States, “having theJargeét i stock of -gold; would ‘Be :the ‘main

- recipient-of the new-assets, -which rshould make-it:easier for
“thisccountry to-aséure’ the’ convertibility of-its 'ciirréncy, thus
edn%nlwtmg 10 thes igeneral intereonvertibility” of 'othér curren-
Agiess, seiést Findlly, in the vidw of theSe/ métibers; thé enphasis on
uing V1 paldiweuld: in-the Ritticé, aveid:the kind Of édpansiofi®of reserve
currency holdings which, in the' recént-past, has weakened the

ozcls & imterhational monetaryisystemy;made the ‘adjustinent pfoeess less

o efficent and-led- tothe-present-difficult :sitaation. -12:1

i - T S e T 1 B SR B ST

P TR R

'
i
!
i




116.. . Other members consider that establishing a close link to. gold'
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in the creation, distribution and use of new reserve assets would frepresent
a backward step, reversing the historical tendency toward: the increasing
use of monetary instruments other than gold.

" 22 More 1mmed1ate1y, the distribution of niew reserve ‘assets on

- 'thé basis of gold holdings would amount to a disguiséd increase

" jn-the gold price for the ¢ountries concerned and would induce
~speculat10n in gold markets. B R

' f"—""fD1str1butlon of newly-created reserve assets in’ proportlon to

SR
P N

| fcountrles gold holdmgs would bécause of dlffermg policies on

- the “composition of Tesetves, be mequltable penahsrng those

““countries ‘which, as a matter of policy, mairitain a low ratio

of gold to total resétves. In order to benefit from: a greater

i shdre of new assets created;- monetary- authotities would feel
2. an ‘incentive to maximise their gold' holdings by: converting
© . reserve currency assets into gold.. Moreover, ‘the ‘consequent
~reduction in the gold reserves of the United States might cause

- . anxieties to monetary authorities outside the group of partici-

+¢-1 | pating countries-and lead them also to convert reserve currencies

+-into.gold. The result. Would be a.shrinkage of. total reserve
- assets (at least in thelr present form) and therefore a potent1al

_‘ i - threat to the stablhty of the system as a whole The impact

,w__i__would fall malnly on U S reserves yet even 1f ‘\new assets
" ‘wete created, and dlstrlbuted in proportron to gold holdmgs

S in an-amount equrvalent to” the- shrmkage of -reserve cutrency

s assets, only 40 9% of the: drop in U:S. reserves'woiild be com-
i < pensated, since_the 1.S. holds only.40.9% of-the: group’s total
o .igold stoek. It may be noted that substitution.of gold:for reserve
wiv.cutrencies resulting in.an increase of: only bne;-percentage point
~o1in the average ratio of gold-to total.official resetves:outside the
. +United, States would mean the disappearance of about-$ 500 mn.
fireserve assets (of which about:$ 275 ‘mn. in.the group),

:-an amount not far from the annual _addmon.tp monetary gold
.- stacks in Jecent years.

1 e Eyen if . d1str1but10n were:not based on: gold Jloldmgs a close.

link .to; gold: in. the use:of .new. resetve:-assets would: encourage
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" ¢ountries “within the group to hold a higher ratio of gold to

- total reserves; since the use of the new assets ‘would (unlike

other new assets not closely linked with gold) entail sizablé

~ - gold movements in- the financing of interpational imbalances.

" Countties -outside the group might feel impelled to inctease

... their-gold ratios also. Sizable gold movements could be damag-

. +ing to:confidence and: could, in any ‘case; lead countries to

- . adopt excessively harsh policies in order.to avoid deficits and

"~ -a resultant loss_of gold. This tendency towards, restfictive

.+ - - policies would be accentuated as the result of conversions of

" - currency assets into gold, with further harmful effects ‘on: inter-
national trade and économic growth, -~ .

. — Finally, these. members also. questioned whether the operations
o of the, Fund bemg necessanly based on the use of currencies,

‘ iwould not be 1mpeded in a gold-dominated system through
- ‘_'fears of Fund ‘members that their, currencies, when drawn and

’j put 1nto cuculatlon Would have to be redeemed by them in gold.

The deth of.;.Mel.nhe:‘shi:p. ;appfopll;i.a_t;ei_ _t—p' .kegerv_e Cxeatmg »Ai:rangements _ef _Y thlS
Kmd R e

On thls questlon there has proved to. be consnierable d1ver51ty
dﬁ view. - The broad subject is dealt with below under the separate head-
ings- of mapagement and of distribution. and c1rculat10n of the asset, but
the: twe-inevitably. overlap.” Arguments -in favour of inclusion-in the
managetment. group apply also. to.inclusion  in distribution, but ‘this is
not necessarily. true of arguments against.. The dlscuss1on of- Wldth of
membetship in the following paragraphs does not prejudge the question

whether reserve asset creation should be in the Fund, assoc1ated with
the Fund, or-gutside, "o T '

. (1) Wz a’tb of Management Group

_118 So, far as management is. concerned it is argued in; favom: of a
hm;tted group that the: formatlon of )udgments on the operat10n and 11

quidlty of the mternatlonal monetary system would be a highly important,
but difficult, process which would only be hkely to succeed in- practice
within a group of limited size and homogeneorus composition, The néeds
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of the Jarget ‘industrialised .countries. which share: the :resé‘cmsifbi]ity for
thé working of the international monetary system are different not only
in scale but in kind from those of the rest of the world: These are the
couritries which:principally hold and use reserves for international mone-
tary pufposes;” ‘and their reserve needs are a primary concern of the intet-
national system. ~Those who hold this view see. no serious. technical or
politi¢al problem in limited groups.: Important precedents already exist
i the E.P.U. ' EMLA: (1), -the provision for mutual assistance in the
EE:C: (%), and the G.A:B.: The’dutside. world has always:accepted such
groups ‘provided 'that: they: ‘are not. detrimental to: outside: interests or,
a fortiofi, that they. opetate in the general imterests of the:system as, for
example, the limited groupf?offfthe GAB. is designed to-do.:

119 Y ”Other view, While recognising that precedents e:xrst and that
such ‘groupsas” the’ members of the’G.A.B. may operate to the general
advantage of the-system aa ‘Whole,v cons1_ders that drrangements con-
CernedWlththe hquldltyofthe ' inte%r;ﬁaiioﬁalhrﬁonetérY' system as a whole
skiduld, iti principle; be'of a world-wide natute. * As regards “the danger
of unsound decisions being reached if the management were widely repre-
setitative, those who “shiate “this viéw teminded ‘the Group that, Wh11e
the v1ews of all participants in the mternatlonal monetary system are
heard “in the Fand;- the: ultimate " décisions  rémain- in" the hands of the
iited itimber-of coutitries whidh'are ehleﬂy fesponsiblefor the systehi’s
siiecebshil Working: Teo establish:a mdniagement group- 16 which only the
ia?ge‘f industrial counitries aré adinitted would mean aibitrarily ‘egcliding
eoutitries of @fé’veﬁ’éi*e@]?it"ain&‘ébﬂi’"ty irvmanaging’ theit’ extertisl inances:
Thé prowih of reserves outside'the Group’of Ten dunng the past deCade
for example averaged some $ 485 mi. a year :

vl Leepioo SOOI e SN A

(ii) Widtb of Dz'stribution and Circulation of tbeASset o
120. In favour of keepmg the ownetship. and cn;cul,au(m of the asset
-w1th1n a lnmted group of mdustnahsed countties, it was argued that an
mférrrﬁﬁonal Hsset" st 2/ based ‘on’ credit and ‘it the credit’ bf those

who Back {# must there?fore be' unqdestloned “Theére ‘frivist: ;be no’ room
fof dotibt whether the” asset wﬂl m practlce be honoured ni operdtloﬁ

: P’,--M'»

) (‘)EmopeanMooetaryAgreemmt - o I
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of; ultimately, in liquiddtion. . Deliberately-created new réserve assets
must; of their nature; initially be distributed without the recipients’ hav:
ihg had to forego.real-resources in order.to eatn them, but will thereafter
cominand: real resources. -Care-is therefore needed in. establishing the
group in which they are to beused. A reserve asset is chiaractetised by the
expectation that, if it flows out, it should ordinarily be reconstituted in
due time. Assets which ate specifically created to fulfil the reserve func- .
tion should, conseqyently, be distributed only to counitries whose ‘balarice
of payments is likely to move between deficit “and surplus and 'Whlch are,
therefore, able to assume the obligations as well as the rights entaited fh
the convention and its working. More generally, a System, which meets

the reserve needs of the larger nations wrll in practrce “betiefit all couti-
tries: vl ool T I
121 The other v1eW here whlle recogmsmg the log1c of some of the
pomts made, consrders that the hmlted arrangement Would be texposed

.
N

For a group of 1ndustr1ally-advanced countr1es to increase, by a stroke
-of the pen, as. 1t ‘were, the1r own monetary reserves and appear to make
‘ themselves thereby the ncher would invite. cr1t1c1sm from other counmes,

Who would declare that their own need for more elbow room m~ ] ir
international payments was, proportionately, no less “than that of the
membéts of ‘the group.. A number of the smallet countries could show
that they. have maintained a good reserve position and ‘that their balance
of payments’ record compares favourably with that of countries within
the group., It would be arbitrary to deny participation to such countrles
In any hrmted membershrp, the drﬁiculty of borderhne cases is likely to
arlse' For thls reason, those ‘who hold thrs view favour an ‘approach
that is not stnctly hmrted in .the Wldth of membershtp They prefer
an approach that embodies a self- quahfymg clement and Would therefore
be more open than a grouping that is strictly limited to a smajl number
of:countries. They point-out-that:many countries -throughout’the:world
feél; or will feel; a need for growing reserves; yet.countries excluded
from the group:would be able:to increase their reservés only by sur-
rendering ‘real resources or-attracting capital inflow. To exclude these
countries would: risk creating a sénse of discrimination which:would ham-
per monetary co-operation and understanding and which might:well lead




to demand for compensation in other ways. As a technical matter, the
more limited the group the more likely it is that individual members
of the group will accumulate an undue amount of the new asset; this
would occur if such members, even when in payments’ balance with the

entire world, had a surplus with the group and a deficit with the rest
of the world.

122. Some members felt that membership for purposes of management

need not necessarily be identical with membership for purposes of dis-
tribution and use of the reserve asset.

The Role of the I.M.F.

123. The first type of proposal listed in our Mandate refers to an
asset created by a group of countries independently of the Fund, while
the second categoty of proposals refers specifically to ™ a reserve asset
créated by ot through the IL.M.F. ” We accordingly discussed the relative
édvantages or disadvantages of centering reserve creation in the Fund
or elsewhere. All agreed that the Fund fulfils a vital and unique function
in the field of medium-term conditional credit facilities and that its
lending operations have the incidental result of creating reserve assets
of a ce'rtéin kind. ’

124. As regards deliberate reserve creation, however, the following

arguments against the Fund were supplied, mainly by one of our mem-
bers:

(i) To give to the Fund the power to create and distribute at its
initiative new unconditional reserve assets might impair its abil-
ity to perform its role of custodian of monetary discipline, which

is based on the granting of conditional credits of limited dura-
tion.

(ii) Generally, the ordinary rules of weighted voting in the Fund,
which, in fact, give a decisive influence to a very few countties
- with the largest quotas, do not seem appropriate to the handling
of such a powerful instrument as across-the-board reserve cre-
ation, which should be under the control of a group comprising

all the largest industrial countries.
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Moreover, the difficulty of drawing a line inside the. Fund be-

" tween membets who would and'members who would not benefit
- fromh dcross-the-board creation of teserve assets.would entail the

risk that assets which, by their nature,-should flow back and

. forth, would be distributed to countries showing a persistent
" tendency to remain in deficit. In practice, it seems politically
) Vand psychologlcally extremely dlfﬁcult if not. nnpossrble to
mtroduce inside the Fund a dlscrlmmatlon among its, members
‘ “_,x'by the Way of a quahfymg cr1ter1on—e g., countnes Whose cut-

(@) A

‘,rency has been drawn.

As to the self- quahfylng elernent » Whlch would result from

the fact that an across-the-board increase in gold tranche posi-

tions would riot immediately-acctue to countries with outstand-

ing drawings in their credit tranches, its effects would not have

much practical 51gmﬁcance as between those who qualified and

' those Who did not. It makes little dlﬁerence to the former,

;_ because of the1r good pos1t10n and record in the Fund whether
_v'thelr drawmg rlghts are automatic or of the kind now available
to them.in the ﬁrst credrt tranche nor Would the assoclated ad-
d1t10n to total drawmg fac,111t1es be of great srgruﬁcance to them;

Whereas the latter Would receive a beneﬁt in an apprec1able de

facto mrtrgatron of their repayment obhgatlon in so far as any

. amount repaid in their new. automatrc tranche can easily be
- redrawn

()

The use of reserve positions in the Fund has certain disadvan-

1 ftag‘e's In most schemes of Fund reserve creation, it would
-~ require a drawrng on the Fund ot the reahsatlon of a loan claim

on terms similar to those of a° drawmg, ~and“sbme countries
have, in the past,rshown reluctance to draw on the. Fund On

L] the one hand a country has to represent.a balance of payments’
- need b;ef.ore.drawmg, on the other hand, it might have to tepay

-t -before itsreserves “have improved, or to allow, even-if it does
- onot ‘wish to do so, its position-in the-Fund to be reconstituted

at the discretion of the Fund through' drawings of ‘its currency
by other countries. ' s :
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- (v1) ‘The amendment of the ‘Articles of Agreement, which is re-

"+ quired. in several schemes would open the door to further, un-
- -predictable and possrbly undes1rab1e nodrﬁeatlons of the rules
_l'govermng the Fund..

’In the partlcular case of substltutlon of gold certrﬁcates for gold

. on the occasion of .quota increases, the prlncrpal deterrent to

. _'Vun]ustlﬁed requests for larger quotas by countries permanently
in a weak external position Would disappear. Morteover, thete

" would be Liftle” ﬂexrbrhty to respond to overa]l needs as in-

£ i h\'r’

creases cou.ld only be decrded at the tlme of quota increases.

125. . Counter-arguments some of Whlch ‘were suppotted by all other
members of the Group, were presented as follows, some members, how-
ever, recogmsrng the justification of certain-of the arguments made above.

(1)

In eneral the Fund’s restr e and ex errence as a moneta
8 P g ry

v '1nst1tut10n make it the natural centre for new functrons involv-
~ ing dehberate creation of reserve assets and prov1de assurance
of its capacrty to conduct and keep d1st1nct cond1t10nal lend-
) ing and dehberate reserve creatlon It was felt that it would
;' he unfortunate and confusmg to estahhsh a rrval centre of

' idec1s1on m the mternanonal monetary ﬁeld Grven ‘the desir-

"’ablhty of mamtammg a proper balance between ‘the ‘extension
“of credit facilities and the creation of reserve assets ‘it 'would

be more appropriate to combine these functiotis in one institu-

= tion: - It :should be:noted that any scheme of delibetate reserve
- .l creation, whether in the Fund or-otherwise, will tend to make

- - countries less dependent on; credit facilities and on the condi-
- tions attaching to them.

) Y-

'As regards the” dec1s1on—makmg process the Welghted voting

’ system ‘has operated effectlvely, generally reﬂectmg the relative
¢ ‘éconothic’ weight”and international fesponsibility of ‘the partici-
' “pants, and giving thé countries of the Group of: Ten a decisive

+ influenice: on:Fund policy-making. - Furthermore, the voting

power of ‘individual countries or groups of- countries may be
altered, for instance, by selective adjustments of -quotas, to
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- - teflect changes over time in relative economic weight and re-
- . sponsibility. In addition, special ‘decision rules' may:be envis-
aged to govern.the operation: of particalar: methods of creating

. ' .reserve assets through the Fund '

1o
i

, (111) Most schemes for dehberate rese:cve creatlon through the Fund
" incorporate a self-quahfymg element Whlch Would exclude
countries in persistent deficit while allowmg countries with

good balance of payments’ performance, now or in the future

to share in reserve creation; other quahfylng criteria — for

* 1 ;example; that the country’s cutreney hds been-used-in dtaw-
~ings — would permit a more selective but: still .open grouping.

~Ini response to ‘the -argument that countries with 4 favourable

- - baldnee of payments’ record would have little interest in an.in-

" crease in reserve assets in the form of automatic drawing rights

. in the Fund, it was stated that this consideration applied-with

. cequal: strength to the attitnde of such. countries to:.any form

of addition to their reserves. -As to the benefit- that.is said to

accrue to countries that are at first excluded under the self-

. qualifying element and later repay their debt to-the Fund, ‘this

.- - mitigation of a.debt burden is.no different frofi what would be
‘experienced:by debtor countries which received new reserve as-

- séts-undet any reserve creation scheme; except that; under the

+: self-qualifying element -in the : Fund ‘the: beneﬁt 4 not: gained

i f“untrl the debt is actually repaid: -~ = & - Tuo

'v:‘(’ilv) It Was pomted out that not all Fund schemes Would requlre an
© " amendment of the Articlés of Agreement in any event pro-
posals outside the Fund would require nationial legrslatlon Tt
was also observed that the criticism of paruglla\r--Fund schemes

. 3arguments agamst centermg dehberate reserve creatron in the
h 'Fund but of partlcular methods of domg so ‘

(_\a).?The gold tranche is: mcreasrngly recogmsed as a.reserve asset
- --which.countries can use -without: reluctance.and. virtually at
L .~ - will to. meet 3 balance of payments’ need; new types of claim
.on;the: Fund- could- be used with equal facility. Fusthermore, a

‘o — for example that referred to in paragraph 124 (vii) - are not
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> | :fepayment obligation, -such as that. now attaching to regular

’ .gold tranche drawings, is not different in kind from the normal

- “expectation that a reserve loss: will be- reconstituted. Finally,

the process of reconstituting .a:country’s reserve-position in the

_ Fund through drawings of its currency by others i is no different

~ in-substance from the' dlrect transfer of any reserVe asset to one
r"country from another o ‘

Rules of DecisionMaking

126. Delibetate "multilateral creation of reserve assets would be an
entirely new activity, entai]inéiSsues of - great significance to the world
«economry. Under most proposals; deeisions‘-Would be required, at a mini-
miumm, as to the circumstances in which the’ reserves skiould be created
and as tothe amount to be created. Since differences of “attitude and
:pohcy among the participants would. be inevitable iin' the application of
any of the proposals that have been: cohmdered great Mportance attaches
to the means of resolvmg drﬁerences ‘ S

127.° (}bjje;cftive‘ fo_rmulae ;andwagreed’i rnles' are helpful in minimising
thie need for decisions. :But any. scheme wouild: have to be -applied to
varying: circumstances and’ in changing conditions:.and ‘would call for
decisions: on both policy and: administration. . ‘While no:;veting system

will-work:smoothly where ' there are deep:underlying. divisions of view, |

it is recognised that a viable decision-making process s d:prerequisite
to the successful operation of any reserve creation scheme. The Group
consrdered four general rules of dec1s10n-mak1ng that have been used
:m 1nternat10nal orgamsatlons

ST Unammzty

o -The proponents of th1s prrncrple consxder that 1t 1s the only
" workable process ; for as fundamental an operatlon as deliberate
creation of reserves and that it offers some protect1on against

©* “interfational inflation: They consides"that the rule; ‘which they

" Yegard asian essential safeguard of theit’ rnonetary autonomy,
: should-be workable in'a limited ‘and homiogenéous: group of
..".countries  capable of reaching ‘comproimise; and: cite examples,
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«iueig., BE.P:U. The opposite view, howevér; is that -differences of

~ opinion on policy and operation are inevitable-and-that, as a
result of the unanjmity requirement; action'could not be taken
without the ‘agréement of the grotp’s most reluctant member.
The result would be a failure to take act1on and hence t00

‘ restrlctrve an approach to future needs for reserves
Unit Voting with “Ordz’ha'i'y :‘Mdjorz'ty :

- In general our members did not believe that this method of
| voting should be relied upon for dec1sron rnakmg, some because
of the advantages they saw in unamrmty ‘and others because of
their preference for weighted voting. However in a vanant
“of one of the schemes before us, this method was mentloned

. as a poss1b111ty within a limited and homogeneous group of
countrles (para. 55).

Wengted Votmg wztb Ordmary Ma/orzty

This is the rule in the Fund for most types of decisions, and
is implicit in the proposals for creating reserves through the
Fund as described in Chapter HI. Tt ‘could also be applied
. to a limited group within the Fund. The supporters of this pro-
- cedure assert that it is now familiar and has been used success-
~ fully to govern the operatrons of the Fund Th1s thorough
- ly-tested system represents a satlsfactory compromlse between
unanimity, which risks.an nnpasse and srmple ma]orlty -voting,
which risks unsound decisions. - Moreover, they point out that
- the industrial mem‘ber.;sv of the Fund have a decisive-voice in
* the decisions - takert under this procedure. ~ Other - members
| point out that thete has been criticism of iridividual decisions
reached under' this system. Decisions on deliberate reserve
creation would involve more fundaméntal issises; and divergences
- of views could be sharper. To try to-settle the issues by majority
‘voting, and especially. by a weighted majotity ‘which overruled
a'substantial minority, could .expose the system to severe strain.
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— 8pecial Majority — i.e., greater than an Ordinary Majority:

*This could-be applied both to unit voting and Welghted voting.
© Tt is used- in the Fund ifr conjunction with weighted voting for
: c:ertainc':impoftantde’cisions ‘and in the GAB:-

V128.v Selectlon between these alternatlves is much more than a technical
matter. The economic impact of any ‘scheme éan be greatly influenced
by the rules adopted for arriving at decisions.. .

129. -Some members were of the opinion. that. it:is ot possible to
1udge thc relative- merits of - the various types of decrslon-makmg rule
mdependently of the specrﬁc mstrtutronal and operatronal framework in
whrch they Would he desrgned to operate In the1r vrew, the aim of
"provxdmg maxrmum safeguards for sound decrsrons avo1dmg, on the
one hand extreme ngldrty and on the other the possrbrhty of misuse,
could = dependmg on the specrﬁc procedures and” process of decision-
making — conceivably be achieved by any one of the above-mentloned
types or a combination of them. In this context, they referred by way
of example to the var1ety of votmg types in the EEC. Treaty

;,», 0

130 We now turn to certam spec1ﬁc aspects of the problem of reserve
creatron such as methods of creatron dlstrlbutron and use of the asset,
credltor 8 commrtment qualrtres of the asset rules of hquldatlon and
Wrthdrawal and relatlonshrp with multrlateraI surverllance Technlcally,
there is a choice of methods or'of mstltutronal arrangements by which
the désired ob]ectlve can be’ ‘achisved. Tt 1s hiot, howevet, the technical
4spécts which have beén most ‘stghificant ifv our’ discussion. “Rather, the
Views: exptessed by individual: membets of our Gtéup-on questlons of

method reflect differences of general approach el
S—reatiog:;aﬁd il?._iﬁ.tp%ution: o.fcsthe fAsse‘t- e

131, There is listed below avariety of méthods suggested to us for creat-
ing thie asset. This is mainly a technical matter; but-carries Wwider econ-
omic implications, for example;:in the use of ‘gold; the 'width of mem-
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bership, the natare:and quality. of the:asset-and other:issues which are
dealt with elsewhere in this Chapter. Creation of the asset could be:

¢.. ;= by subsctiption in natiomal curréncies, or :special: obligations
" ~which may: or'may hot remain. dormant in’the institution until
- liquidation of. the: withdrawal of : a member, This is the method
of subscribing for new or increased quotas in :the Fund, and
also applies to some types of proposal for a new teserve unit.

— by crossed Eleposrts in gold : _ ntralrsed in the books of an agent
(as in the C.R.U. proposal), ‘the depos1t claim of the Tnstitution
remaining dormant and that of the rmember :being; the -active

. Teserve asset. ) - .

. ——by subscrlptlon in gold certrﬁcates on' the occasion of quota
. increases. -

A S

e ,,by extension’ of vrrtually automatic drawmg nghts in the Fund
into. the first credit tranche

il

.- ..— by one of the possible-new-types: of Fund methods for resetve
.. - ‘cregtion., mdlcated in . Chapter HI. (specral operations by the
Fund).

o= in-the case of schemes for prov1d1ng hol&ers of cutrency with
Lo alternatrve .asset,. the transformatron of -the. existing holding

.. . ‘into. the new. mternatronal asset would only occur.as the trans-
. actions were done.

132; “Thé types of proposal before us- exemphﬁed twor broad methods
of distribution by which newly:created ‘assets would-be allocated among
couitries; : Hndér the: first method;! the allocition: would: be earried out
according' to individiial needs-at the tiine; under thé second; it would be
mdde to all qualified participants, -according:to-an; agreed, forrmﬂa

(1} In tbe ngbt of Tndzvzdual Needs at tbe sze'
133 hv Thls WDllld apply to L et
io— assets-created-by- normal Fund drawmgs (parq; Q}le

- oideposits with; ot loans: to, the’Fund fot fitiancifig:special Fund
.:¢rédit ‘operations desctibed  in paragraph 88 andertaken for
+individual"balance of payments’ reasons.ii 0 o0
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(11) According to an Agreed Distribution Formula

134 This ‘might apply to’ distribution elther to a lirsited group 1ns1de
or outside the Fund ot to.all-Fund: members. The formula alone might be
decisive, as:in the CR.U. proposal or in Fund investment financed by
botfowing; or it rmght embody a se]f-quahfymg element —as'in certain
Fund proposals S o '

135 Suggested formulae for dlstnbutlon fall mto two classes those
lmked Wlth gold and those not hnked w1th gold

iy Linked el Gl

Initial distribution may be carrled out 1n proportlon to
: members ‘pold’ holdlngs at the time; - of it inay-be- go\ferned
by some other formula but immediately folfowed: by a redis-
- tributioh “to ‘produce ‘a’ prescnbed umform gold/asset “ratio
in the composition of membets’ reserves.  This ‘might mean
‘ f-'large gold ‘transfers: in ‘some ‘cases. - In othet: versions; some
L 'Vanatlon 1n the: operating tatio may be- penmtted before such

v redlstnbutlon is called for. )
Dlstnbuuon i’ proportion to gold holdmgs is ‘advocated
‘ -.f’_"as a technrcal nnphcatron of “the” views onthe ‘rele of gold
“ ~ recorded gafliet irr this Chaptet and-ds admlmStrattvely simple
and operationally logical, since gold'afid the néw reserve asset
Bt Wlllgﬂrereaftmhaveto move and be held.in uniform proportion;
siio Arguiments against, it have beenrecol;ded eatlier. inithis
«Chaptértpara. 116). Inaddition; it was thought that the-distri:
st sieww butiontof the newrasset ity ratiof with existing gold holdiﬁ%sazfos
: <~ upotal reseives) woulditend ‘over:titite to-allocate ank'incteabing
share of newly—created eserves to coyntries in _persistent sur-
plus, since it is these countrles whose gold holdmgs would be
growing most rapidly. Other metibets, however, Considéred
dhat mialdistribiition” df téberves should not be ‘dealt with by
; . .cregtion. of. reserve,assets, but:by appropriate:balance.of. pay-
e resd) miems’, policiess: stﬂl othérs thought. that such pohgges might,
on occasion;: be:supplemented by longiterm efedit: operations.
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(b) Noi Linked with Gold .

* 'The-formulae riot linked with- gold that have been'| pro-

posed include- a- distribution based on Fund quotas Wltl’l ot
" without G -A.B. commitments, or a link with total reserves A

'_ wide vatiety of other formulae could be env1saged based, say;

~_ .of volume ‘of trade, fluctuations of external mcome or other

- factors not ‘connected with the 1mmed1ate balance of payments
- o s position of the individual member

136 Any system of drstrrbutron by agreed formulae even though not
mtended to be drscrnnmatory, may give rise t0 controversy, in’that : any
formula tends to favour some countries. Most fnembers thought that the
formula ‘ '“‘;bodled in’ 'Fund quotas would be less controversial in that it
has already been accepted and 1s based on g varlety of relevant cr1ter1a

o Z”-i(iii) In co.nnection‘— wt'tb -Dévelopmem‘ -Financ‘e‘= SR

A suggestlon “has*been: made for couphng the credtion’ of reservé
assets- with the t prov1s1on of development finarice undér’ the direction’ of
an intefrational-investnient institution, say, the TBR.D.. It was argued
in favour of the idea that it would .pantly..sovercome__the\drsadvantage -of

a group apprdach by: providing benefifs for countries ‘niot participating,

ih:thie lsystem. I the form.in which it has been put foriard, this tech:
nique would apply to only a modest fraction of the total ‘resetves. to be
created Jfand Would -probably.. supply only.a. small -amount, of . the. total
resources of the I B.R.D. The scheme would entail the Fund’s investmg
currencies from its. members’ quotas or from special resources in an
instrument issued by the I.B.R.D., which would subsequepﬂy dlstrlbut::

WL A Wi

the currencies according to its pohcres The beneﬁc1ar1es bemg assumed

to be in need of finance, would not retain the ciitrenciés fecetved from
he, LBRD.; but.weuld use. .them  for. puschases: from. industrialised
countnes, and addltronal assets would thus find their way . mto the reseryes

138;

Most- ieinbers believe ‘that’ the ‘provision of eapital:to develop:
irg: countries: isza’problem:quite "distinet: from' the «creaticts of réserves

¥

:
l:;
i

|
4

3

!
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and should be achieved by other techniques.” They see disadvantage in
an attempt to combine objectives of long term development finance with
the .needs of flexibility tequired for monetary management. . From the
pomt ef v1ew ':of‘ ‘-ir‘rternetienal monetaty. management full. flexibility
of. decrsron is called for as to whether assets should: be created or not.
From the -point of view of development, on - the othe;: hand, planmng
both:by. dénars-and by recipients: requirés firm: commitments over con-
siderable periods. This would intreduce an inflexibility.ifito.the mone-
tary aspects ._of the scheme and thus 1mpa1r the monetary quahty of the

_development ﬁnance Were kept ata modest\fr‘ ctlen of the total creauon
of reserves, But 1t Would be drfﬁcult to. re51st demands from developmg
countries, and mternal pressures in the mdustnahsed countrles, to g1ve
would,be a risk. that «over. time, more of the, assets mlght be created than
surplus-countries.: Would be wﬂhng to acquire. Most members also. hold
the wiew. that the character of an asset' depends to some extent-on its
tualitysin ¢ase of liquidation of the.scheme or iof Withdrawal of members.
Inicase of: ‘rliquidaﬁbn': of . the scheme;  participants wolld ‘receive long:
tetm TB.R.D.:bonds, which shight nét meet theé tequirements of liqui:
ﬂf%y‘»’aéﬁﬁﬁ&éa bya &éﬁ&al bank. Fot thesé redsons, ‘théi‘éfére’“ the idéa
b{‘ mmbmmg asset creanon Wrth cfeve}opment ﬁnanée ‘as ‘1ot }vﬁd%ly

ﬁ'h“x 4

B aaedrad- % ‘pé:rtrcular country by ‘the b%ér drawmg‘ﬁ*’krom "EBe
Fund the currency of that country. The C.R.U. is not indepénden tiy
trapsfetable; i it ~would. only.. be -transferred- in conjunction; with gold.

Some:types of: scheme before uis: envisage direct and-independent transfer:
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.. = Those: who see. advantage in this consider : that it would- be
~... - simple to administer, to understand.and to build upon..- They
“~ ... recognise that no monetary-authority would be likely at present

> to accept ‘an obligation to accumulate any new form of asset

without " limit (a point. .dealt with. below under ” Creditor
Limits ). But they ‘do-not think. that this should prevent

- direct ‘transfer, subject to apptopriate atrangements to: guard
against a disproportionate -accumulation in individual reserves.

++ == Others ‘consider that transferability of claims through the Fund
- should be sufficient for all working purposes, with' the advan-
 tage that existing provisions and procedures in the Fund guard
“ddequately against excessive accumulations i ifidividual hands:

" “The facility of direct transfer between central banks Would ‘in

- their op1n1on increase the risk of a reassessment of ‘assets now .
- available and might lead to ani uniiecessary “demand for the néw -

asset in substltutron for’ exlstlng holdmgs parncularly of “re-
’“‘""serVe currencres S '

140. . Decisions on these matters:-would affect the form ﬂ‘the{asseta;ttakes',-
i.e., whether it is to be a new international reserve unit ot to'be a right of

the member to pay his own currency into an institution in purchase of
l another member’s currency. There are superﬁcral d1ﬁerences between
the two forms = for example ‘anasset which takes the’ form of a rrght
to purchase w1th the member s own curreficy may carry Wlth ita repur-
chase o : gatron which can be d1scharged"v with another member § cur-

rency, so that the repurchase oper.xtron of one" ™

ember can aﬂect the
drawmg rrghts of another member The ultlmate effect however 1s

the same_ skthe ultlmate eﬁect 1n the case of a d1rectly transferable umt
When one member gams reserve assets another member loses them
_ Techmcally, the one form of Aasset, can, be made to do a]l that the other
‘can do, and, for some members; the difference of-form-itself, as opp,o,s,ed
’to the other charactenstrcs of the scheme is not a substantlal 1ssue

H

(11) ” quuzdzty Problem

EYe

141. ..Thease of any new. reserve asset:raises 4. hq\ndrty problem in

-the:sensethatthe:coumry;aequrrmg; the:asset:must supply its-6wn currency
5
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directly or “indirectly against it and therefore ultimately provide real
resources. of; claims to them. In the case of schemes:involving direct
transfer .of the reserve asset, the receiving country ~makes -its- currency
available up to- the amount of its established cteditor limit or in ratio
with concurrent receipt. of gold or other reserve assets. .In the case of
claims on the Fund which are not directly transferable, the “transfer is
effected by a_drawing of .currencies from the Fund on: the part of the
country using its reserve position in the Fund. Through this process, its
claim on the Fund is transferred to the country whose currency is drawn.
The latter country s currency- is. made available up to-the llmrt of its
quota or, in the case of some schemes, its line of credit.. The relevant
techmques are exammed in an Appendlx to Chapter III. We mention
the point here not. because it was controversial but rather as a reminder
that if the dec1s1on were taken to build on the claim on, the Fund as
the best avallable form of 1nternat10nal asset, parallel action would be
needed to ensure its hqu1d1ty In general therefore although the process
appears more cumbersome in the case of the use of claims on, the Fund,
the problem is, in substance, the same in all schemes. And in all cases,

the liquidity of a reserve asset depends upon the 'extent - and nature: of
the creditor’s commitment.

(m) Credztors Commztment

142 Although some saw advantage in an asset whlch Would be accepted
Wrthout hmrt, and a]l recogmsed that narrow hm1ts could impair the
usefulness of the asset it was generally accepted that any type of proposal
must in practrce mclude some prov1sron determmmg the obhgauon of
‘memhers to, accept the neW asset So long as the total issue of the asset
Was mod’ ate in relatron to aggregate reserves, md1v1dual limits might not
:ded. “But, as the amount in issue grew, an urnilimited obligation to
pt the aSSet wotild'e expose the individual creditor to ‘having'adispro-

portiofiate ambunt of it tendéred to him. Some forrn of hmrt is, therefore
likely% g () be 4 practrcal necessrtfy in any case:

"}}'./ - 'ijf

143 Possrble ways of hmrtmg the credrtor s commrtment wh1ch we
drscussed were: R T T RIS

i
LAE

s

sslignantitative limits by ‘predetermined amounts.t This s the typé
-+ under présent-arrangements in the:Fund; whete there are:-creds
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itor limits ”, first in the amount of a member’s ‘quota; -and, sec-

ondly, for members of the G.AB., in the G.AB. commitment.
Within these limits, the Fund, through its decisions on what
cirrencies are to be drawn, exercises some administrative con-
“trol over accumulation of claims in the hands of any one member.

" Under some types of proposal before us, var1ants were sug-
gested: '
— quantitative limits could be agreed for the amount of any

new asset which individual countries would commit them-
selves to hold, e.g., under lines of credit-to the Fund.

— quantitative limits with provision for *” rallonges requlrmg

the consent of the creditor, € g in the M.C. A proposal

— limits by ratio in reserve boldings. ‘The ratio, which might be
uniform, maximum or wrthm a range, rmght be determmed in
relationship to: ' .

— gold holdings, e.g., in CR.U. and in one version: of reserve
claims associated with. the Fund.

—— total reserve holdings, e 'g“; in another version of reserve
~ claims associated wrth the Fund and ina vanant of Fund
" special operatron,s - '

— limits by ratio in transfers. This was the method in' the EP.U.
and is included in one of the proposals before us.

144. . The methods of limitation by. ratio to gold Whether in- holdmgs
ot transfers encountered broadly the same drﬂerence of opinion as. we
heve already recorded on the subject of gold generally, . A, holding ratio
to. total iteserves was regarded by some as'less controversial in principle;
though:it may be more difficult to administei:in practide.. Some mermbers
saw substantial advantages of simplicity ‘and; administrative flexibility in
the Fund procedures for establishing creditor limits, including lines of

credit, as proposed in Chapter 111 (paras 66<and: Sl) ‘above :©thér§.

favotired. a, tatio method. which, being: automatic, avoids, the rigidity: of
¢uantitative imits :and requifes no.administrative control. .. . - i




Qualities of - the Asset " - - .
(1) Guamntee o

145 It Was Wldely felt that any new. type of 1nternat10nal asset must
be covered by some form of gold-value guarantee. Thls Would be needed,
in general to assure its acceptablhty, partlcularly at times when pressure
on ' the available gold resources was causing fears of an 1ncrease in the
gold price; new assets lacking a gold-value guarantee would then compate
* badly with gold, ahd, in this view, fail to relieve the pressute on available
gold resources. ‘Tt was widely felt that the maintenance-of-value guarantee
in the Fund would, in practice, serve the same purpose as an outright
goldvalue guarantee. Some members saw spec1a1 advantage in the Fund
guarantee in that the use of an ex1st1ng and famrlrar feature would mini-
mise the risk of pressures that might arise on existing assets held in the
form of reserve currency. They see this guarantee.attaching to new resetve
assets created through the Fund more :as 2 collateral advantage of action
through the Fund than as a size qua naon.

"‘f'fﬁ)‘.‘? Interest R I LT,

146. The opinion has been expressed that payment of interest on all
ot :some reserve claims. would enhance . their attractiveness as_reserves,
and some would make the rate vanable in order to improve the flexibility
of the scheme. Others, however con51dered that Where a gold-value
guarantee is env1saged the asset should be non-mterest-beanng or very
Iow-mtenestnbearmg :

quuldatxon and Wrthdrawal

147 There ‘was agreement ‘that Wlthdrawal and hqmdaﬁon provrsrons
undér any scheme should ot bé such’as to ‘enable” litge créditor to
éxért pressure on the other metibers by’ threatemng withdiawal oh tetms
which:would 'drav hieavilyand- immediately on: their reserves > This: can
onlybeachieved. thiough rules ¢ grvmg amn apprbpnate perrod of :timefo
the«amorrrsatmmmﬁ debtor: posttl(ms 7

. ?.,r‘.ﬁ_{: e Sy

' Relat;enshlp to Multxlateml Survetllance P
1485 The Study Group ‘was lifstriicted o7 considéis how: thes prev1§ron

of the reserve dssets should be telated to: the appropriate:framewerle of
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‘multilateral surveillance. Statistics and factual knowledge made availa-
ble under this surveillance on.the financing of .deficits and sutpluses
‘would provide part of the material for judging the need for additional
assets. In any case, we take it for granted that any new asset decided
upon would be covered in these retutns. It is suggested in the M.C.A.
scheme that multilateral surveillance would be employed to ensure that

the facility was not- used as a means of financing balance of payments
-deficits. ‘

149. TFinally, some members believe that a smooth transition to the
-use.‘of an -additional reserve asset would be facilitated, and the risk of
bidding up of gold ratios reduced, by a harmonisation under multilateral
sutveillance of present policies regarding the composition of reserve. as-
sets All members, however, considered that the subject of ‘harmonisa-
tion itself falls outside the scope of the Mandate.

PART 3 - EFFECTS ON THE VOLUME OF INTERNATIONAL
RESERVES AND ON THE AD]USTMENT PROCESS

150 There is a close relatronshrp between the volume of reserves and
the functronmg of the ad]ustment process Genera]ly speakmg, if inter-
national reserves are plentlful countries will be prepared to draw them
down, and will react slowly to any deficit; “moreover, in such conditions,
they should not have dlfﬁculty in obtalmng credit. The measures which
a country "will have to take to improve its extetnal ﬁnancral situation
will not have to be too severe because those measures will not be
counteracted by the efforts of other countries to maintain therr reserves
intact. If, on the other hand, the aggregate level of reserves is too low,
there will be the opposite effects, some of which have been described in
paragraph 10; in these condrtlons countries would tend to catry out
the ad]ustment process sooner and more drastrcally 44444

151. The possible effects of the -various schemes on. the volume of
reserves and on the adjustment process have already been touched on -
several times in this Report, notably in the present Chapter.  However,
in view. of ‘the importance of these questions, we thought it desirable
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to summarise, in ‘a separate section, the main considerations concerning
them. - As we felt it would be going into unnecessary detail to examine
these questions in relation to each of the schemes, we have used the
classification according to primary objectives which was adopted at the
beginning of this Chapter and which appears particularly appropriate
to this examination. The arguments concerned with effects on the vol-
ume. of reserves are grouped under the sub-paragraphs (a), and those
concerned with the effects on the adjustment process under sub-
paragraphs (b)

(i) Where the scheme’s procedures are initiated to meet the balance
of payments deficit of an individual country

152 (a) Most members of the Group beheve that the total amount
‘ of credit facilities used will probably vary in the same drrectlon
as the overall needs for reserves. The reserve assets which

are usually created in this way in the hands of surplus coun-

- tries will contribute to overall reserve needs. However, as

‘we have already pointed out, the addltronal reserves created

in'this way will not necessarily be sufficient in amount, distri-

buted in a satisfactory way, or avarlable in the form desired.

(b) The schemes included in this class should normally contrlbute
 to the proper functlonlng of the ad]ustment process. The
deﬁcrt countty obtains ﬁnancmg ona temporary and conditional

’ basrs and this should give it an incentive to carry out the
ad]ustment process in a satisfactoty way. Moreover the surplus

_ countries, whose reserves will generally be mcreased as a result

of the use of the credit facilities by the deﬁcrt countries, should

be more willing to accept the measures of ad]ustment applied
by the deficit countries. ’

In the schemes providing fot deposits with, or loans to, the
Fund for financing special credit operations by the Fund, the
effects on the adjustment process would depend on the condl
“tions attached to the special credit: operatlons

(i) Where the scbeme_'si procéduresare ‘,z'nitiatéd ‘with the deliberate
aim.of creating reserve assets in accordance with some agreed
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assessment of overall needs, and distributing them *’ across the

board”, i.e., independently of the immediate balance of pay-

153. (a)

ments’ situations of individual coungries

These schemes have in common the characteristic that they
provide for the deliberate creation or subsequent cancellation
of reserves. Accordingly, they are particularly adapted to
flexible adjustment of the overall volume of international
reserves, which will take account of the development of over-
“all needs given the variations in the rate at Which the inter-

national monetary system is supplied with resetves from trad1
tional sources.

There were divergences of view -on .two pomts the
procedure for taking decisions and the link between the new
reserve asset and gold, as proposed in certain schemes. Some
of us consider that, if decisions require a unanimous vote,
| thls Would be likely to lead to a too restrained use of reserve
asset creation, while others feel that the unanimity rule pro-

_vides some guarantee against a too mﬂatlonary policy; the

different views on this point are set out in paragraph 127 of
the present Chapter.

As regards the link between the new reserve asset and
gold, some of us consider that this would lead to a substantial

~ reduction in existing reserve assets, through conversion of

reserve currencies into gold, and that'this reduction could not

. be compensated in a satisfactory Way by the creation of an

(b)

equal amount of the new reserve assets - Others consider
that these effects are unllkely to occur. (Paragraphs 115 and
116 of the present Chapter set out the arguments for and
‘against these two views.) |

The putting into effect of schemes in this class would neces-
sarily affect the functioning of the adjustment process. Too
liberal use of -this means of reserve creation would tend to

- weaken the incentive for countries to take measures to restore

equilibrium in their balance of payments, with the risk of

inflationary consequences; vice versa, a too restrained use of
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deliberate reserve creation would probably lead to too harsh an

. application-ofadjustment' processes, with harmful effects on

economic growthand the freedom of international transactions.
A requrrement that the new asset be used only with gold
could in ‘itself lead, in the view of some ‘members, fo 100

o restrictive adjustment processes. In the view of others, its

= Gﬁ)’

154. (a)

* “effect on ‘the processes would be beneficial. e

Where the scheme’s procedures are initiated to convert a cur-
- rency which bas-already accrued 1o a monetary ctutborzty into
a different. form of asset : ’

Those who support these schemes have stated that their
prrrnary objective is not 1o increase the’ aggregate of reserves

”but to av01d or mrmmrse ‘a decrease

It Was agreed that the schéme Wthh prov1des for the

’ conversmn of a currency balance into a reserve pos1t10n in

' the Fund would except when the drawmg Was in a credit
A tranche brmg about a reductron in the level of 1nternat10nal

: reserves owmg to the reductron of the reserve pos1t10n in the

Fund of the country Whose currency is converted

The following cr1t1c1sm was made of. these schemes:

- The mdlrect effect of thls type of scheme could be to reduce

| the overall volume of reserves because as 1t became known
dthat a part,lcular currency ‘was hemg converted or “deposited,

_the psycholog1cal eﬁect mlght be to provoke an increased

(b)

demand for conversron of that currency into another asset

‘ (m the case of the U S do]lar mto gold), thus entailing a

fall ln overall reserves

As regards the effect on. the ad]ustment process one of
these _schemes proposed that multilateral sutveillance be
employed t0 ensure that they are not used to ﬁnance balance

" of ‘payments’ deficits. - However, membets of the Group

‘questionéd whether multilateral” surveillance could be used

" to that effect.” If not, the scheme would open ‘the way to

the additional financing of deficits through the creation of

-hew reserve currency balances..
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CHAPTER V "ELEMENTS FOR EVALUATING THE
RESPECTIVE PROPOSALS

155. . Our Mandate asks. usﬂ to ” provrde a. descrrptlon and analysis of
each proposal, brmglng out significant similarities and . drferences of
underlylng principles, functions and modes of operation” and to

assemble the elements necessary for an evaluatron of the respective
-proposals ‘ '

.1-5_,_6; In Chapter III we have prov1ded a descrrptron of each proposal
In Chapter IV, we have presented a comparative analysis in a * horizon-
tal 7 manner — that is, we have examined the major questions that arise
in estabhshmg means for reserve creation and have referred to differences
-among the various specific schemes in the course of that examination. In
view of our assignment to'” assemble. the elements. necessary for an
evaluation of the respective proposals we present here in a  vertical ”
manner an examlnatlon of each scheme descrrbed in Chapter 11, bringing
together the varioiis analyfical’ ‘points;- in favour or in opposrtron that
have emerged during our:study: - o

157. We take ﬁﬁ‘ft}ie’*vaﬁdus'p'fdbb‘safls" in the order in which they
appear in’'Chapter- TIL. - Of necessity we have had to-present in a dif-
ferent framework. much of the material that has. already-been treated in
Chapter IV. .In the interest of avmdmg needless repetition, however,
When the | same argument pertains to more than one proposal we develop
it in'full only énce. For other schemes to which it is also relévaht, we
vecall brleﬂy the 'essentials ‘of the’ argument and indicate “the paragraph
of ‘the present Chapter in which it appears in full; For convenience, we
also include; where appropriate; referetices to the eatlier sections of our
Report in which the arguments were first set out.

(I) CoLLECTIVE RESERVE UNIT SCHEME -

158. Arguments in favour of the scheme:

~ (a) CRU. would be created according to overall ‘needs; on the
basis-of a:collective judgment and not as an-incidental conse-




(b)
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quence of the financing of balance of payments’ deﬁcits
(para. 29). v

.L1m1t1ng membership in the scheme to a small and homoge-

neous group of industrial countries would be justified by the
special reserve needs of such countries. It would also facili-
tate decision-making and would avoid the problems arising

-~ fromthe participation of persistent debtors (paras 118 and
| ',120)

(c)

The rule of unammlty is a protection agamst mismanagement
of such a powerful instrument as deliberate reserve creation
and agamst the possibility of breakdown resultmg from the

* majority’s trying to impose solutlons unacceptable to the mi-
B nonty (para. 127).

The close hnk With gold has the following advantages:.

R prov1des an. Ob]ectlve basis for distribution mdependent

, of balance of payments” deficits at the- time,

_— it links the new asset with the bas1c reserve asset.

- — it ‘makes. 1mposs1ble an extreme accumulation of the new

asset in the hands of one country. -

. — it increases the acceptability of the new asset.

R v1t Would make clear that an increase in the price of gold

(e)

is excluded, thereby putting an end to speculatlon and
channellmg more new gold into ofﬁctal reserves (para. 1 15)

-The CR.U. Would be a fully-owned reserve, which could; in
. effect be used directly and, unconditlonally in conjunction with
- gold, without. the. intervention of any governing body, either

+ in settlement operations or to purchase another reserve asset.

(f) The CR.Us, not being convertible alone into another reserve

gy

asset, would not add to the instability of the present system

resulting from heterogene1ty of ex1st1ng assets (patas. 29
and 37). o

‘The United States,"having the largest gold stock, would be the

main recipient of: the new asset, making it edsier to assure



 (h)
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‘convertibility of: the dollar; and therefore the other principal

currencies, into gold. Emphasis on gold would, in the future,

avoid excessive reliance on réserve currencies, a process which
" has led to the present situation (para. .115).

The size of the U.S. gold stock, the high gold ratio in many
industrial countries, the fact that monetary authorities would,
for many reasons, continue to hold sizable reserve currency
balances, the circumstances in which the C.RU. would be
introduced (U.S. in external balance or surplis), and the fa-
vourable psychological climate that would be engendered by
the introduction of the new asset — all these factors should

_ensute that the system would not have adverse effects on the

composition of world reserves (para. 115).

The CR.U. schem‘e, with its fixed ratio to gold, would increase

--discipline-on deficit countries that would -otherwise have set-

tled deficits in their own currencies or with a pure credit instru-
ment. Nevertheless, harshness in the adjustment process

" “would be avoided, since' an: esprit de corps in the limited

(i)

group would make for the smooth functioning of the system.

The CR.U. scheme would avoid impairing the I.M.F.’s role

" as. a custodian of monetary. discipline. - Because of various

disadvantages seen in using the I.M.F. for reserve creation,

. this proposal keeps the process entirely separate from the

I.MF. (para. 124)‘

159. Arguments agalnst the scheme

(a)

The: C.R.U. scheme Would dccentuate’ the role. of gold in the

- -system, introducing new incentives to convert other reserve

-‘assets into6 gold. - Distribution of newly-created CR.U.s a-

(b)

_mong countries in proportion to gold reserves would be in-

equitable and would introduce an incentive to, maximise gold
at the expense of other reserves (para. 116). .

Even if new C.R.U.s were distributed on another basis, the

- ..close link:of the C.R.U.s to gold would tend to lead countries

in 'the limited group to increase the ratio, of gold in their total

R —
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- reserves, and this tendency .could spread to. countries outside

 the group. - The result would be a shrinkage of total reserve
- -assets in the present forms. It may be noted that conversions

of currencies leading to a rise of even one. ‘percentage point

. in the ratio of gold to total official reserves outside the United
. ,;._States Would mean the dlsappearance of about $500 mn. of

.~ -Xesetve currency assets, an amount not far from the average
annual increase in monetary gold stocks /in -recent years

' ;(para 116)

‘c)“The major impact of -this- shrinkage would be on the gold
“-reserves ‘of the U.S.; yet creation of new C.R.Uis to replace
*'this ‘amount of lost  reserves would compensate the U.S. for.

only part of the decline in its gold reserves. “The U.S. holds

-+ " about 40 % of gold. reserves of all Group of. Ten countries

- -and. Would -therefore, ' receive .40 % of the new CR.U.
'_‘__.(para 116)

- Successive “allocations of CR.U.s in ‘proportion-to gold (or
+ total teserves) would tend over time to distribute a rising share

@ orof newly-created reserves 1o countries in pers1stent surplus
f.xj_g(parat 135 a)

‘e ):: The: dlstrlbutlon of. the QR U on the. basls of gold holdmgs

» swould represent "a- d1sgu1sed increase in 'the gold price for

(£)

szt the countries concerned and would induce: speculatlon in gold

markets (para. 116).

'The use of CR.U, belng linked closely to gold would entall

sizable gold movements in the financing of intérnational im-

© Dlobdlarides. + This. would create a “generally - restfictive “climate
“anid; combined with the contraction of reserve currency hold-
U Uings mentioried above, lead countries to- adopt excessively harsh
- policies-in order to avoid deficits and resultant - gold losses.
“.1' There woild be danget of harmful effects. on international

trade and economic growth (para. 116).:-

2g) The fequiteriient that C.R.U.s would ‘have to be utilised in
1 conjunction with - gold would. place ‘on’ their use an onerous
~+ condition- that is not attached to the use- of existing reserve




. S

 .assets, . not-to’ the use of those contemplated: in: many of the
~ other schemes studied by the Group.

(1)

Confining participation in reserve creation to a limited group

- would exclude many countries ‘with ‘growing reservé ‘needs

and ‘with goed- balance:of payments’ records. ' This would

.risk ¢creating among such countries a sense of discrimination,

which would hamper monetary. co-operation and understand-
ing and which might well lead to-demand for compensation in

| other_ ‘ways. (para. 121).

Through the unanimity rule, the group’s most reluctant mem-
ber could block - decisions for the ‘creation rof ‘new reserves

‘desited by the other members. The result-would-be a failure

to take action, which, in turn, could lead to.a too: restrictive

‘approach to future reserve needs ( para. 127).

- (j) Establishing a rival’ centre for- reserve. creation distinct from
.. the IM.F. would be unfortunate and- Would ‘create continuous
- confusion (para 125 1)

(a)

(II) GrouP SCHEMES ASSOCIATED wiTH THE L.M.E. .

160. This approach has a number of vatiants, and the arguments pro
and con depend upon, which: vatiant is, under .examination. - All the va-
riants have in common that the new. asset — a reserve claim_ on a special
account in the LM.F. — is created 1n accordance mth agreed total needs
without reference to the participating countries” balance of payments’
s1tuatlons Wxthout the concurrent surténder of reaI ¥ésources, and after
taking account of total holdings of other fesérve assets. < In'dll variants,
participation would be:litited to ‘a' small group of industrial countries,
which might or might not be larger than the Group of: Ten:

61.° Arguments it favour of ‘these schemes: =+ ~oix a0

Being associated with:the kM.B.,ithey imply: anevolutlon'ary
--coutse ;of . the. dnterpational monetary. system. angl;'_gdenji\ge ad-
. vantages. from their, contact ~with, the :Fund.

(b) ‘Therargument in the: section on the CR:U. regarémg the ad-

- vantages-of limiting membership to 4 small groupiof industrial
countries- would-apply :to :all-variants: (para. 158,7b).
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" .{c) For: the variant linked to gold: in distribution and use, the
~ arguments set .out in the section on the C.R.U. in favour of
. alink between the new. asset and gold- would apply (para. 158).

-+ (d) For the variants linked to gold in use but not in'distribution,

- " redistributions. of gold ‘would be necessary, but the disadvan-

~ tages associated with distribution in proportlon to gold re-
~serves would-be avoided.-

- “fe) Chitain variants linked to gold could embody a degree of
flexibility by permitting countries, under certain conditions,
to hold the new: asset in a ratio to gold different from the
-average -ratio of the group; and to convert a combination of

- = :that new asset and gold dlrectly into - currency (paras 49, ¢
‘and 50).- :

(f) Except for differences in’ width of membership, the variants

' "ot linked to gold bear a resemblance to.some-of the schemes
+“for-reserve: creation through the Fund, which aretreated in

the following sections. The arguments cited below in favour

of Fund approaches are shared, where relevant, by those va-

Argumants agalnst these schemes

(a) 'I'he arguments regardmg the problem of chscrmnnatron as be-
, tween two groups of "Fund members formulated in para-
graph ’1:64 .below, Would apply ’

(b) Wlth respect to. varrants mvolvmg a. lmk to. gold the argu—
... 'ments cited.in. paragraph 159 against ; the gold link in the
- GRU.: scheme would. apply in varymg degree dependmg on
the: ¢loseness. of the: link: - ‘ ~ o :

(III) ENLARGEMENT* OF AIITOMA’I‘IC;EDRAWEENG;RIG'H‘I_"S;'IN:::Q; He Funo

163 AIgmne;nts dan: favour, of ‘thé scheme: oo L
“EaYLThis techmque provriies a"imeans ‘of creatmg addinonal reserve
assets ‘acrss the ‘board it fexible’ mafiter involving a mini-
wily yrbivamn-of idstitutional change or disruption. of the existing mo-
bl petary-system. Yet it/ihtroduces into the system:a-new concept
.Lof . deliberate  reserve creation' (paras) 62 and 63




(b)

The reserve assets created under this scheme would be: distri-
buted in proportion to Fund quotas, without aﬁectmg the
volume. of conditional drawing rights in the Fund, unless that

‘were desired, and without any change in Fund policies and

standards with respect to its function as a provider of medium-

_ term credit.

(c) The scheme- embodles a. self- quahfymg element that would -

(d)

permit countries. that were excluded initially to participate at
a later time when their balance of payments’ performance had
improved. This element would exclude countries in persistent
deficit and would thus strengthen the adjustment process. The
scheme is also adaptable to a smaller group. of countries on
an open basis (para. 121).

This scheme, which requires no change in the Fund’s Articles
of Agreement, can accomplish in a relatively simiple way much
that can be done through other more.complex proposals for

_ across-the—board reserve creation through the Fund, For exam-
. ple, Whlle lines of ctedit are requlred to fac1htate the use of

the new reserve asset, they are not requlred for 1ts creation
(Appendlx to Chapter III).

A e‘)‘_ By placmg deliberate reserve creatioﬁ'ih ‘the' FundthJS rsc;heme'

avoids the estabhshment of a rival centre of décision and
operatton in the mternat10nal monetary field. ' The Fund’s

" prestige and expetience as a monetary institution provide as-
sutance:of its capacity to conduct; and keep- distitict, condi-
- tional.Jending and - deliberate- reserve: creation.” ‘As - regards

effects on discipline -and mitigation of repayment -obligations,
it should be noted that any across-the-board: ‘creation of reserve
_ assets, whether in the Fund -or otherwise, would-tend to make

_countnes less dependent on credit- fac1ht1es and make it easier

for them to repay outstandmg debts (para 125)

n(f ) For dec1s1on-mak1ng, the scheme would rely . on; the Fund’s

weighted voting system generally reﬂectmg the relatlve eco-

- 'riomiic ‘weight and 'international responsibility’ 6f its meinbers
© and giving the countties of the Group of Ten'a decisive

influence on policy-making (para. 127):::
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~~~~~ (g) The reserve assets created-under: this scheme would be in the
. form of claitns on'the Fund; which could-be held and used
.- without -concurrent holding and use of-gold.: .. .

**" (h) Claims on the Fund can be used virtually a will to meet a
" “halance of pagments’ heed, just as any reserve asset is utilised
only in case of need. The repayment obligation “attaching to
- ‘regular gold trariche-drawings' is ‘tiot different ‘in kind from the
“niormal “expectation that ‘reserve losses will be reconstituted.
- Furthermore, the process-by which ‘a-country’s tesérve position
in the Fund is reconstituted through drawings of s currency
. by other membets is not different in substanice from the direct
 transfer ‘of reserve assets from oné country to another

(para 125). ' s

164 Arguments agamst the scheme

(a) To grve the Fund power to create and d1str1bute reserve assets
" at its initiative rmght 1mpa1r 1ts tole as custodlan of monetary

dlsc1phne assocrated Wlth its medlum term credrt functions
'(para 124y, ' '

. {b) Deliberate creation of reserve assets 1nsrde the Fund would
S 'normally apply to a Wrde range of countrtes 1nclud1ng some

~ which might not be able to assume the obhgatlons and respon-

p N s1b1ht1es requlred for the functronmg of the systern‘(para 120).

o4c) The reserve ‘asset:created under:this: scher%rre i the: form of a
“claim on ‘the Fund: would: present tb‘e“‘disa&vaﬁtage that a
SR country would have to’ fepresent - balanee of payments need

* t0- use- the ‘asset, and mlght have 16 reconsntute its reserve
: "‘posmon by repurchase before its reserves have nnproved or
“to allow even if it does not’ wrsh to do so, 1ts posrtlon to be
reconstltuted ‘at the drscret1on of the Fund through drawmgs
- "of 1ts currency by other countrres (para 124‘) o

“r,(d), The use. of clanns on, the Fund mvolves 2 cumbersome proce-

~daré; mcludmg :linés of credrt from partrcrpatmg countries

_——" |



_(e) Discrimination inside the Fusid wduld be far:more resénted by
. countries excluded from the dlstrlbutlon of new reserve assets
than a Timi vt:fafrangement out51de the Fi 51 ' Elther thé d1scr1-
:mmatlon :ouId”be mamtamed at the cost of cor
’Hieﬂtles or, to “solve these dlfﬁcultles ,the group Would be
enlarged to include countries showing a bersmtent tendency to

S ey e PR,

S Fe A in aeﬁc1t'(paras 120 and 124) """ SO

"“:(f ) It Wouid make littlé dlﬁerence to iciibers who' quahfy because
Gf thetr geod posmen and fecord in ‘the- Fand; ‘whethés their

T dfawing *fights were-autotnatic or of the kind bW available
to them in the first credit“tranche, not would thé associated

55 sy ovadditipnoto tatal drawing facilities: be. of great significance to

them; "~ whereas: miembers- who . would -not : qualify would
receive a benefit in an appreciable de facto mitigation of their
repayment obhgatlon 1n s0 far as any amount repald in, the;lr

~ g

zo7i5(g) Wherules of-weighted veting.ifi the Fund, :which:g"isze;a Hecisive
- (iinfluenice to.a: very. few icountries, are 'not;appropriafe te the
-handling: of such:-a. powwerful instrument as. deliberate reseive
creation (paras. 124 and 127). L5

7.

i
Al

S % "y
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1¢h) Gengrally. speaking, the use of: claims on the Fund lacks the
:-,1:-.“5'_:;1-,;_ ‘disciplinary - eﬂects -provided- by the. hnkmg gb gpld, Oémﬁhé
Latnost omse of reserve assets. >

(IV) EXTENSION OFGOLD TRANCHE RIGATS WITHOUT GOLb PAYMENT
ON THE OCCASION OF QUOTA INCREASES

13 o . . A - ..
roag e - A e e Y 3
A TR v .; EEE A SRR 4 PR

3165& éljguments in favour of the scheme e

VIR sihhnLasd JTGEA, \..)

{a)::This sche.me fm acms*&m—boani reservel oreamm:nmowdes an
HoilAT 0pPOStanity 1o credte reserye Wssets on bocasionss when, for
s sls nzoother: rhasens;«it:ds <apprepriate, 0 . increase FMF. quotas.

(b) All the arguments in favour of feseivé creatloﬁthrough the
Sl . Baad recorded -in paragraph 163 would: apply- ta:fhig s¢heme,
fovsh Lo paiithe the $xception: of ithose msub-paragraphs (a) and (d).

of paragraph 163. boon o

u....el
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16:6".«' Arguments againSt -the  scheme: :

( a) Smce this scheme would reheve Fund members of the obhgatron
to subscrlbe 25 % of quota increases in gold it Would remove

the prmcrpal deterrent to unjustified requests for larger quotas
(para 124) o

(b) The scheme is.not ﬂexrhly responsrve to overall needs since
| -eserve assets can be created only at the time of quota mcreases

(c) If thls scheme were to requlre an amendment of. the Fund

Atticles (see para. 69), the cons1derat10ns set. forth in para-
graph’ 169 (a) would apply..

Do '(d) The general arguments against reserve cteation’ through the
o Fund presented in paragraph 164 Would apply

(V) Seecist Ovearions »x mue Fon -

-'1:6"-7-'.' Included here are spec1a1 cutrency operatlons to ‘create reserves
actoss the" boatd* ‘or through the - 1.BR.D. (parasi 75 to 84); specral

gold’ operatrons (patas. 85 o 87), and spec1a1 credlt operations (paras.
88to90) : LA iy

“The general arguments for and against teserve création: through the
Fund 'set forth vrider the schethe fos enlargement of automatic drawing

rights (paras. 163 and 164), would: also- apply* to-the schemes treated
under this heading. We develop below the argumnents, pro and con, more
particulary releyant to the present; group of proposals

168 Arguments in favour of the schemes ”

(a) Most variants under thls approach offer consrderable techmcal
- o220 flexibility in creating ot reducing:reserves: It is: litnited only
s oo bythe willingmess of membets to-agree to:reserve;ereation, to

- ..provide lines.of ‘credit; and:: to dccept-transfers-of-Joan claims
,,_,from other members ‘

. :t;(b) @ne vanant, the: placmg of currencres in: the I BRD Would
(o0 dnsthe progess.of! reservescreatron -assist: the ﬁnancmg of devel-
opment needs. S



g

(c) Special credit operations would create resei‘Ve assets on occa-

- sions when it was appropriate to meet individual balance of

payments’ situations by providing financial assistance to im-
~__ portant industrial countries.

169. Arguments against-the schemeS'

(a) These schemes would require amendment of the Fund’s Articles
‘of Agreement, thereby creatmg ‘the occasion for further changes
'm the Fund whlch m1ght be undes1rable (para 124)

(by The vanant that would place currencres in the I. B R D. would

R 'result in an mtermmghng of long-term caprtaI assistance and
monetary management. The asset created by such operations
might not meet the requirements of hqmdlty to. make it accept-
able to ‘monetary authorrtles (para. 138) ‘

E (c) 'Spec1al gold operatlons could be utilised only to a limited extent
© fori increasing reserve assets because they would run down the

- Fund’s litnited gold stock and raise a questlon of Fund hquldlty.
" (para: 87). . - s

"~ (d) ‘Special credit operatlons cannot be rehed upon to produce the
o _Arequlred amount of resetves in circumstances Where there is

‘an ‘overall need apart from md1v1dua1 halance bf payments
"sltuatlons

(VI) ScHEMES wHicH - ProviDE HOLDERS OF . CURRENGCY WITH AN
ALTERNATIVE ASSET '

170. Two related schemes are included under this heading: Conversron"

into Resetve Positions in the’ Fund and Mutual Currency Account
(paras 91 to 103).

178 Arg‘uments:--in-- favour of the schemes:"

(a) The world-wide use of resetve currencies for market interven-

* tion means that Surpluses normally accrué in the form: of these _

currencies. This, in turn, calls for a means by which any bal-
ances which may be held reluctantly can be converted into an




wuo v international asset with-a; :gold-value guatantee, theteby reduc-
- ing:the risk of cumulauve -conyersions; decreasmg the reserves
-~ of seserve centres (paga. 96). - -~

(b) Procedures would be employed tinder mulhlaterai Survelllance
to ensure that the M. C A scherne was not used as a means

( a) fIff1t proved nnposmble under multxlateral surve;llame to ensure

(b) The scheme( for conversion. of cusrencies;. mgo tesétye posmons
in. the Fund would | operate to reduceﬂtotal reserve assets, since
the country Whosek

(c) The mdlrect eﬁects of these schemee coqldgba @Ar reductlon in

v _:cular ‘curr ney was belng deposu:ed

‘nﬂ v'a‘w

U-¢

" such depos1ts or dxrect conversions of the curfepcy into another

asset — for the dollar, into gold (para 154, a).

t,hat the M.C“A scheme was not used for deﬁc1t ﬁnanqe the

the volume of, resetve ass‘ets As 1t‘becag1e known t.hat A parti-_
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173." "We propose now to take final note of the main pqints on which
. _ SLIA DI gt Ok HEE
we focused attention in the course of our work.,

174. In Chapter I we cens‘tderedbn’eﬂy Cettaini ii&ﬁ:i‘fﬁifi'eﬁted to our
problem7 such4s the zconcept ‘of wverall ‘reserve niedds- amel “its firtlation-
ship with individual needs, symptoms of a possibi&;?ove”ﬁa&inadequacy

of zeseryes, and. the -'re.l..atiQ%hip:fb@t.meh--:?cmdi&ﬁeﬂi&k&:mﬂ teserves.

2 ..
Bee, SR U £ Tt

173. The distinctive features and functions of various types of, exist-

Ing reserve assets are reviewed in Chapter IT. =~
A R T e B T S R S,

R

176. In accordance with the Mandate, we providegyﬁﬁﬁﬁpter III a
#ystematic description of various types of proposals for the creation, of
new feserve assets. We have taken the term ’ new resetve assets” to
n additiOnal types of reserve assets as el as o sting assets created
o o, 2 fxvtng Sen

g R T N Y e FERTIR
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through n

undetlying principles, functions and ‘modes of operation of the proposals,
as;tequested. in the Mandate,, Chapter- FV compiates the propesals from
many pe tsofvaew md:.@haptéﬁ‘w;applifesfethe? analysis: to, individual
schermes, assembling  the. salient sarguments- exchanged  with tespeet:to .
them... This, compatative analysis has net’ yicldeds%agrﬁédv;gew« ofall
the - implications; of ; the ; various ~Propobals,-but- it hag enabled ws.to
explore, some. fundamental -problems: associated with.geserve: trogtion,

and-has revealed the nature and extent.of differences of:view.upén: them;

E

177._,In order fo bring out significant similarities and differences of

. UL eay

SRR vRen T G Dy wy) T DO TGUES e
In examining the genesal conomic. and financigl impact, of , the
various proposals, we took full account - of their implications for the
Rinictisnidg: of - the préSen’t'-f”'in’terﬂéiio’riafl‘-‘v'nidﬁef&}‘;if-._-sygiéfiif #d’ of- thé
consideratiohs set' ot in the Deputies” Report to Ministess, particilarly

EER D
LAY




those indicated in paragraph 39 of that Report. The considerations in
this paragraph are:
(a) compatibility with the evolution of the existing system;
(b) contrrbuuon toa greater stabihty of the mternatronal monetary
* system; )
. (c) ab111ty to chrect hquldrty to the pomt of greatest leglumate
o need at any glven tnne 7 __
(d) ability to adapt the volume of owned reserves to global needs
- " .as.opposed to. md1v1dual shortages; . . -
- (e) ~acceptability and . souridness :of : the clarms they oﬁer 282
- .reserve-assety s et gy e i
S ) ?machmery fequired fot controllifig' the ‘volime ‘and” distribu-
tion of reserves created;

( :g) ' effect on re]atlons of the Group wrth the rest of the world

(h) des1rab1]1ty of a group approach as opposed to P World-Wlde
"~ ..., approach, :

179 The observatlons we have offered on these toplcs are to be found
] in several places in our Report because ‘the’ sub]ects have gany facets
Together with-cértdin comments, weé indicate below the :
which the main materlal relatmg to these headmgs appears e

A COMPATIBILITY WITH THE EVOLUTION OF THE EXISTING S TEM

180: Stages in‘the: evolutlon of the mternatiohal moftetary systein duts
ing this century have been the transformation! of: the gold standaid: into
a‘system involvmg a miore extensive se of reserve currencies and: market
inte¥venition by monetary authorities; * the -establishment 'and ‘ growing
use of the ITM.F;; the removal of restrictiotis ‘and ‘retise ' ‘exchange
converﬁbrhty based ofi stable exchange rates, ‘thie dévelopriterit' of shoit:
tetm’ bilateral: credie facilities: ainosig - onetary  atithorities: ™ “the close
co-operation among Treasunes and Central Banks through mternatlonal
: orgamsatrons and the proeesses ot multrlatbral surveﬂl""é &lizs I

181 Our study orlgmated Wlth the concern., that tho supply of gold
and forelgn exchange: reserves. might become Inadequate {o smeet -Oyerall



~needs for reserves. In an evolutionary response to such a condition,inno-
vations would be built upon the existing system, important -principles
of which are the estabhshed price of gold, fixed rates of exchange, and

mternatlonal monetary co—operatlon It would also prov1de for the co-
existence of new resetve assets with existing ones.

182 Chapter IV paragraphs 114 to 116 oon the role of gold contams
-discussion ‘of the effect of certain new schemes on. attltudes to gold and
-of the degree to-which new assets would be compatlble ‘with . reserve

currencies. See also paragraph 139 on transferablhty and paragraph 145
on guarantees.

B CONTRIBUTION T0’'A GREATER" STA‘.BILI’I’Y OF THE. INTERNATIONAL
MONETARY SYSTEM : ' o

183 We recogmse that “the - “questions- ansmg under th1s headmg are
akm to those ar1s1ng under A above LT S SR

184, Three aspects of the mﬂuence of new: reserve assets upon. the
stabﬂlty of the mternatlonal monetary’ system have concethed ‘us; One
aspect is the nnpact through changmg circumnstances, of the qua]rties
of the new asset and methods of creatmg, drstnbutmg and using it} on
-the willingness to hold existing reserve assets, . A second, related aspect
is that of the influence of the condltlons governing the creatjon, distribu-
tion and use of reserve assets upon the working of the international
ad]ustment process. “The- third aspect cdncerns ‘the relatlonshrp betwéen
“the amounts of Tesérve assets outstandmg and-the' general level of eco-
nomic activity; in this respect, the question of stability is related to the

-ability; to:adapt:the wolume of reserves. to-global- needs of. the ‘world
economy. :

185: The first aspect ‘ménticned above is - discussed- in- ‘Chapter IV,

paragraphs 114 to 116; and Part 2. The second -aspect is-discussed in
Chapter 1V, Part 3, and in. Chapter V: CR.U., paragraphs 158 (i) and
(i) and 159 (f), . Enlargement of automatlc drawmg rlghts paragraphs-
163 (c) and 164 (a) The third - aspect is; chscussed in Chapter IV - para-
graphs 115, 116, 126 to 129, and Part 3.
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GLOBAL NEEDS AS O‘POSED TO INDIVIDUAL SHORTAGES

186. These toplcs are discussed in relat1on to the primary- ob]ectlves
“t)f pfpposals in paragraphs 105 10113, 12l andneg s o Ch%iﬁ)tef V=S
i -kf‘f’I’Be‘ dest:riptmn’ of “thé* v’aﬁ’efy of Miethodss of “dists biﬂ'iﬁg “new
feSEFVe ‘adséts appears 1n paragféﬁhs‘ 132 511 380 0f the sama Chapter

f

E ACCEPTABILITY AND SOUNDNESS OF THE CLAIMS THEY OFFER AS
A RESERVE ASSET

/

7187 7 :Acceptability -and-soundnéss; Qﬁf.:aclaiﬁ,)Sﬁ-...rﬁss}ﬂ;tf:ff'liﬁm 12 matber of
factors. First among these would appear to be the extent of the. greditor’s
commitment to accept the asset; this will be determined by the con-

to gold or by undertakmgs to accept M.Wlthmlquanutgg,

SR L g !

relevant are characteristics of the asset, such as form, value-guarantees
sifitagest:: and- transferablhty, and considerations ~atising from "the asso-

-ciation:of .asset. creation’ with: development ﬁnanee

s The, r£«;)1'1:ner factors
are »chscussed 1in paragraphs 114 '

R

paragraphs 117:7
and 159 (h).
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190. Many divergences of view on the implications of the various
proposals have been recorded in considerable detail in Chapter IV.

These differences have meant that our Report cannot take the form of
an agreed exposition of the elements necessary for an evaluation of
the respective proposals. But the study has served the useful purpose
of bringing to light the fact that the differences which confront us ulti-
matély reflect a range of views on four fundamental issues, which are
listed here in the order in which they have been discussed in Chapter IV,
but not necessarily in order of importance:

(i) the question of a link between gold and a new reserve asset,
the closeness of that link, and its effects on the existing
system;

(ii) the width of membershlp for purposes of management and
distribution of the assets;

(iii) the role of the I.M.F. as regards deliberate reserve creation;

(iv) the rules for decision-making concerning the creation of re-
serve assets. '
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OFFICIAL RESERVES AND
Dec¢mber 31, 1963 -

(in billions of U.S.

i kE‘SEnvns o

V-A;"

OTHER

Subtotal :
GG HE
)

U.S. bonds

Special

(5)

Swaps used
by other
party

©6)

13.62{/%
L A4TH
F111

©i 93,20
- 2451
+131]

. .. 3.07)
312
B )

3| 2627
5763
|- + 1.36].

2,65

=
(2]
(=)
T

T

+
M
fing 4

+

TS T or T

fnde e hoinl iR

st Kod e da

" T T LSRR S
Brdi e Vel

e L

.61

.86

05

105 .

.96
.30

[=X =N}

OO

.96

05
.05

71
1.01
+ .30

07
+ .07

61f

16

.05

(=Nl

03

.08
.08

.24
.05

.20
15

.05
15

21
18

.10

[= =N

.39
.10

15
05




IREDIT PAGILITIES 1/ .
Yeeéthber 31, 1964
‘olars eqaivalent):

"

TasLe IV

CREDIT FACILITIBS

: Assmm) . SUBJECT TO NEGUI'IATION
. Total ] = Total
o | G | | Swaps ... IMF | :Other | Subtotal | Other | Potental credit
Miiscetfé: | Subofal ‘| teserves . | onacti-". | stand | “credi 0,11, 4 Subtotal facilitl
mear ! (AW | O)FEY T P e | Yt | Y Taa | G440 (13)+06)
10 0 () G ) W 'y o | cw) | wy | g (16) a7
na, 251 - 771 .95 0 95 . 374 374 469
na, 3701 - .28.21 111 13 1.24;- 3.90 3.90}- 5.14
na. 113 k24 o160 + 43 + 290 + 16 + 16 A+ 45
na. 13 3.20 .08 e .08} — 0} .08
e (- 10| 322 15 - a5k 0L s
aa  |— 03] + 021 + 07 : + .07 -0 ] 07
ma. | 270 2897 103 e 1030 374 374 477
n& | - 380 3143 126 13 139 - 39 3900 529
Cma |4 TI0| 4 246]  + 23 + a3 + 360+ 16 +. .16+ 52
na. 49 - 314 50 ;".‘5;1 ol 1ol 144 144 245
A 0 2.32 35 3 1.69 2.24 1.43 - 143 367
na. = 49— 820 + 05 - 51 +169 +123 _ o1 S0+ 1.22
ma 109 1690 1.58 0
wa: .96 16.86 1; ¢
mar |- 13— o4 0.-
wa 158 : 20.04
mas |70 96| | 1918
x| — 62— .86
e |1 415 45.81
mal | 466 4739
mas 25-‘»»+ 51 + 1.58
nial v 428 49.01
g 476| 5061
nag + 48 o 1.60
i 66| 1821
B Y .80F 119.09
e + 14 4+ 88
- 67.22
| 6970 -+ F
- - 2,48l -
ma g 00150 1 13
nay &L 17 U 12
nic [ 02l 4 o3
[ 115 iﬁ v ()236 :
néag i rot2.21 -
niap 2 rdd 15 s
T T : ‘,uhi v-»i'.‘d{m;; 5&?@}_1{;;95;1 T
SEasag g ealf
B I o i i
7
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OFFICIAL RESERVES, AND
December 31, 1959 -

(in billions of U.S.

AR  RESERVES
'GOLD AND FORBIGN EXCHANGE - OTHER
©Gotd | Forcln | Subtotal | Gold2/ | Spocia - Swaps used | e,
U ctange | (42| e | v T | neow
(1) ) (3 (4) 5) (6)- - @)
9.34 6.11 1545 .86 0 0 | pa
. 13.62 . 9.58 23.20 1.80 .61 ‘ .16 na.
+ 428} -+ 3,47 + 775} + 94 + 61 + .16 n.a.
193 .13 2.06 0 0 0 n.a.
2.82| .25 3.07 0 .05 .08 n.a.
+ 89 + .12 + 1.01 0 + 05 4+ 08 npa.
1127 6.24 17.51 .86 ) o 01 pa,
16.44| - 9.83 26.27) 1.80 .66 24 0.4
R517 4359 +87 94+ 66 + 24 pa -
251 224 273 =07 0 0 na.
2.48|. 17| 2.65 .49 0 0 n.a.
— .03} — .03 - .08 + 42 -0 0 n.a.
. 19.51 0 19.51 :2:00 -0 0 n.a.
- 15.60]: .21 15.81 1,04 -0 05 naas,
-39 + 21 — 3.70 . .96 0 + . .05 0:2-
- 22,02t 221 22.24 =207 0 0 I mna,
2: 0 18,08 - 38): 18.46 21653 =0 05 na.
— 3.94 A+ 16A — 378 — .54 0 +..05. na.
31.36 -6.33} 37'.'69 293 .0 0 | na.
coso . 31700 9.96/; 41:66 3.33 Toubl 21 na,
+ 341 .+ 3.63); + 3.97 + 40 <+ 61 + .21} na
3329 - 646 39.75 2.93 0 0 | nac
34520 - 10.21}: 44:73 23:33 66 L .29 na.
+ 1,231 - 4375 - +498 + 40 +: .66 "+'.29j may;




CREDIT FACILITIES 1/ '

TasLe V
December 31, 1963
dollars equﬁ}'alent)‘;
CREDIT FACILITIES .
X ASSURBD : : SUBJECT TO NEGOTIATION
Total Total
~Subtotal | - Teserves Swaps JIMF.. Other Subtotal 0“‘“ Potential Subtotal fﬂe'dit
M) OF+® | onactivited | 5% | credit lnes | (10, 11, 12) P | crodit lines | (14) 4 (15) (m-t(i;)
@) ©) (10) a1 (12)° (13) - (19) - (15) (16) a7
86 16.31 S 0 3.80 380 3.0
257 25.77) 95 0 95 374 3740 - 469
+ 171 4+ 946 + 95 0 + 95| — 06 - 08 + .89
0 - 2.06] 0 0 0 0 0 . 0
a3l . 320 .08] 0 . .08 0 0 . .08
+ 13 + 7114+ 08 0 + 08 0 0 | 4 .08
86 18.37 0 | 0 0 3.80 580 380
- 270 28.97" 1.03|: 0 1.03 374 374 . - 477
+ 184 410600 + 1.03| 0 + 103 - 06 — 06l -+ 97
07 2.80 0 0 0 1.95 195 . 1.95
49 314 50 51 . 1.01 1.44 1.44 245
+ a2+ 34 + 50 + 51 +101] - 51 — 51 4 50
2.00 21.51 0 0 0 412 a12 . 41
1.09 16.90 1.58| 0 1.58 412 412|570
= 91| =461 ~+158 ¢ + 158 0 0 |- . 158
207 24.31 0 0 0 6.07 607|. 607
158 2004 © 208 - 51 259 5.56 556, 0 815
— 49 ~427 +208  + 51 +259 - 51 — 51 F 2,08
293 40.62 0 | 0o | 0 '9.87 9.87] .
415/ 45.81 303 51 . 3.54 9.30 9.30 )
4122k + 5090 + 303 o+ 1] + 3540 =57 - 5 ]
293 42.68 o [ o | 0 9.87 987. - 987
428} 49,01 311 st . 3.62 °9.30 9.30 12.92
+1350 . + 633 . + 311~ + .51 + 36 — 57 — "57b # 305
w320 ¢ 1503 0| 0 o | 303
o 66l 1821 05 0 050 . 418
o34 4338+ 05| o + 05| +115
3250 5771 0 | 0 "0 12.90
2 49400 6722 3.16/:0. 51 3,67 1348
169 951 4 316070t 51 +3.67 o+ .58
co — 13 0 | 0 0
e AOFE — 13 01l ® 01 0
o 15F o o+ 01 %01 0
. :,.\:im’;é:"'.‘ RED B
0 245 o o | o
235, 0
— 09 0 .
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OFFICIAL RESERVES AND
December 31, 1953 .
(in billions of 1.,

S i , RESERVES T
' ‘GQLD AND FOREIGN EXCHANGE - OTHER
Fareign . Subtetat Gold 3/ Special Smmd Miscklla-
G bante | M@ manche | DS bonds | PO | Lol
- @ 3 (4): ) % 7))
The Eight v .

A9 L el oL, . 4,02 481 8.83 26| - 0 | - 0 | na.

1963 L Lo L, 13.62 9.58 23.20 1.80] - .61} 16} . pa,

- Change'........... 980 AT 43 s o+ G 16| . nia

Switzerland , ‘

U 5 % B 1.46 31 - 177 0 0 0 na.
1963 . ... ... ... ... 2.82 . 25 3.07 0 .05 08, na
Change .. ... .. ... . + 136 - — 06| + 130 0 + 05 - 087 na

'I'he Elght and watzerland
.............. 5.48 " 5.12 10.60 .26 o .- 0 [ na.
1_963. Fee e, - 16.44 9.83 26.27 180 . .66 24 na
Change .. ... ..., .. 41096 -+ 471 +15.67 + 154+ 66 + 247 ma
Umted ngdom ’ v
............. 226 .28 254 12 0 0 nd.
1963 ............. = 2.48 .17 2.65 . 49 0 0 n.a.
. Change : +..220 0 ~oa1 o+ .1 + 371 0 -0 . pia,
United States: . . ‘
1983 L oL L L L 22.09 0 22,09 1.37 0 0 I“ina
C1963 . i L. 15.60 21 .81 1.04). - 0 053t na:
BE ... ..., — 649 -+ 211  —628 . — 33 0 4 05 v ma
Resetve Countries . ’
1953 . 0o 0oL 24.35 28 24.63
1963 . .o 0. L. 18.08 .38 18.46
v Change . .. L L. L — 6.27 + -.10 — 6.17
Group of Ten
1953, . 28.37 5.09 3346
1963 31,70, . 9.96 41.66 .
*¢. Change" + 3.33) - 4.87 + 820 .-
Group of Ten and Sw1tzcrland:

1 1953 29.83 5.40 3503
1963 “34 32 .5 10.2% 44.73] -

_ o+ 469 #-4.81 + 950 v +4
' Rest of World . '
il 449 1016 14.65




CREDIT FACILITIES 1/

-—1101. —

TaBLE VI
December 31, 1963
dollars equivalent) v _ : e
CREDIT FACILITIES
ASSURED -SUBJECT TO NEGOTIATION R
Total L . R T T
Subtotal | reserves Swaps * | CIME 0 oy Subtotal | Otber | porential | Subtoral | goredt
Oy) G+® | woactivated | hyg 37 | credit lines | (10, 11,12) | gyt (credit lines | (14)+(15) | (13) 4 (16)
8) (%) oy (u) 12 S SN A O W T us) )
26 9090 o 0 0] 1.48| ' ri;.jz_}& 1.48
257 25.77 9 0 95 374 374 4.69
+231  +i668f  + - 95 o +95 4+ 226.7 + 226/ + 321
0 177 0 o 0 0 o 0
13 3.200 .08 0 .08 0 0| .08
+ a3 + 143} 08 - 0 <+ 08} 0 S0 3 g
26 10.86 0. 0 S0 | 1.48 1.48 1.48
2.70 28.97 "1.03f. D 1,03 374 374 4.77
+ 244 41811  + 103 0 + 103 o+ 224 226+ 329
12 2.66 0 0| 0" 1.30 1.30 1.30
49 3.14 50 51 1.01 1.44 1.44 245
+ 37+ 48+ 50 + 5 +1.01] + 14 o4 415
1.37 2348 -0 0 0| Ty 273 2.75
1.09 16.90 158F 1 g 158 o A2 212 5.70
— 8 -656 +158 0 + 158 +1. 37 + 137 +295
149 2613 K 0 0 405 40§ 4.05
158 20.04 L2087 s 2.59| 5.36| 1'5:56 8.15
+ .09 — 608 + 208 -+ 51 + 259 + 131 4 1.51 + 4.10
175 35.21 ' vo_ 0 0 ‘,-5;‘53 533 5.53
4.15 45.81 303 < B 354 9.3 "9:30 12.84
+ 240 41060 + 303 .+ 51 + 354 +377 +377]  + 731
1.75 36.98 0l L 0 sss) 853 0 553
4.28 2011 34y ns 3620 " 930 - 930 12.92
+253 41203 +311  + 51f + 362[ - +377] k377 + 7.39
14 14.79 0 0 0 ) 1i6i 161 1.61
66 1821 .05 0 .05 4.18] 418! 423
+ 52+ 54 4+ 05 0- SA051 k257 + 2»57 L 262
1.89 51.77 0" 0 0 7.14 7 14 7.14
4.94 67.22 316 s 367 13.48 1348  17.15
T 305 H15dsp oo 3ael . s + 387" 634 + 634 f'#10.01
0 .08 0 0 0 0. 9,, L0
a5l — 3l o1 L0t o1
+ 150 — 211 + o1 + a1 + .01
0 1.86| 0" 0 0 0 S AN )
236} » e o -
+ S0




— 102 —

NOTES TO ACCOMPANY TABLES ON RESERVES AND CREDIT FACILITIES

‘Table

Column

(1)
()

(3)

(4)

(5)

(6)

)

(9
- (10)

(11)

. (12)

(14)

(15)

Gold, Figures are published data from " International Financial Statistics.

Foreign Exchange. Figures ate published in IFS, adjusted to the extent feasible to

eliminate special U.S. bonds (Column 5) treated by some countries as part of foreign
exchange reserves. Some element of double counting may remain, which would be
reflected in Columns 8 and 9, but it is believed that the magnitude is small and that the
effect on changes from 1963 to 1964 is not significant. N

Figures for 1963 and earlier years are revised, as shown in the May 1965 issue
of IFS. The revisions result in some reductions in foreign exchange holdings from
previously published figures, principally affecting ” Rest of World ”. '

Subtotal of (1) and (2) representé the sum of gold and féreign exchange (priméry
reserves). - ' ' : »

Reserve Position in IMF consists of gold tranche, including ;super gold tranche, Eand,
starting in 1964, GAB claims. In order to retain the same numbering as-in ‘Appendix II:

-of the Deputies’ Annex, the two columns on ” Gold Tranche ” and ” GAB ” have been

left unnumbered, and the ”Total” column has been numbered (4). These data are

‘published in IFS.

Special U.S. Bonds represent U.S. Government nonmarketable obligations payable in
foreign currencies or in U.S. dollars, with an original maturity of more than one

year, and convertible at ‘the option of the holder into short-term Treasury obligations. -

Swaps Used by Other Party reprcsént that part of a reciprocal swap atrangement that
corresponds to a swing credit that has been drawn upon by the other party, and is.
therefore an asset of the drawee country. Where swaps have been activated and amounts:

are held in the form of foreign exchange, they appear under ” foreign exchange ”. The -

total amounts for swaps included in the tables will always add up.to twice the original
amount available to one party in the case of a group of countries that includes both.

parties to the swap. These magnitudes have been derived from data on-the U.S. swap:
network only. : : , wap:

Miscellaneoué includes, but is not limited to, forward or other availabilities, long-tetm.
mobilizable securities and other foreign assets that have been acquired by monetary.
authorities, such as IBRD notes, etc. - . - S

Total Reserves represent the sum of primary and other reserves.

‘Swaps Unactivated. This :represent.s'* the standby facilities that have been establi.shed.

under swap agreements but not activated in the sense of reciprocal acquisition of foreign
exchange, -

IMF Standbys. This column -would ;ix'n>clude standby faciliti‘eskthat can .be- drawn upot:i '
without further policy review.

Other Credit Lines. This column would include bilateral or other assured credit lines
that may exist now or in the future. T S

Other IMF Tranches. The amount shown in this column (together with the amount
in column 11) represents for each country the undrawn portion of four credit tranches,
which if drawn in full would bring the cutrency holdings of the IMF in that countty’s .

currency to 200 percent of quota. -

Potential Credit Lines. This column registers the potentiality of other credit facilities
that may be negotiated, or may be available after negotiation under some kind of
policy review. o - . C
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CHAIRMAN
R. Ossola
- Bank of Italy’
BELGIUM _ | , L
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W.A. Kennett — Department of Finahce
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