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Communiqué
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1. The Mmrsters and Central Bank Governors of the ten countrres parttcrpatmg in
the General . Arrangements to Borrow met in The Hague on 25th and 26th July
under the chairmanship .of -Mr. Anne,Vondeling, Minister. of -Finance. of the
Netherlands Mr, Prerre-PauI Schwertzer, Managing Director. oi the Internatronal
Monetary Fund,. took: part.in the meeting, which was aIso -attended by the

Secretary-GenemI of the O.E.C.D., the General. Manager of the B. I S., and the
Minister of Finance of Switzer]and

The Ministers. and Govemors .considered a report of Working Party 3 of the
O.E.C.D. on possrb]e improvements in the balance-of-payments adjustment
process. They expressed their appreciation of the O.E. C.D.’s work on this report,
Recognising .that the smooth functioning of ‘the international monetary system,
as well as the genera] confidence in its stability, depend.very much on progress
toward the elimination of imbalances, they agreed that improvements in the
adjustment process were needed and possible. They expressed the hope that

Working Party 3 would continue to work for rmprovements in thrs field on the
lines indicated in rts report

The 'Mmrsters and’ Go"wern‘ors also discussed a comprehensive report by their
Deputies on other possible improvements in the international monetary system,
including arrangements for the future creation of reserve assets, as and when
needed. This report also contains. Several suggestions for improving the existing
system otherwise than through reserve creation. These suggestions should be

given further study by the appropriate bodies. The report will be published in the
next few weeks. o

4. As regards international liquidity, -the Ministers and Governors were in full
agreement that there is at present no general shortage of reserves. On the other
hand, it was thought unlikely that the existing sources of reserves would provide
an adequate basis for world trade and payments in the longer run. Large U.S.
deficits are not a satisfactory source of future reserve increases for the rest of the
world nor are they dcceptable to the United States. Moreover, gold alone is not
likely'-to. suppIy sufficient additions to- monetary reserves in the: future. Conse-
quently, it was agteed that, at some poiiit in the future, exrstmg types of reserves
may havetobe supp]emented by the de)rbemte creation of addi trona] reserve assets.

5. As to-the way in wh.lch such a future contingency could be met the Deputies, in
their report to the Ministerial Group, have achieved a consensus on: a number of
basic principles and elements of any such contingency planning, although they
have not reached agreement on all pomts or presented a fully developed plan.
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Among the agreed basic principles, the Ministers and Governors pdrticularly
stressed the following:

~ Deliberate reserve creation, when Adevci:dedz upon, should be neither geared nor
directed to the financing of balance-of-payments deficits of individual countries,

but should take place-on the basis of a coHecnve judgment of the reserve needs
of the world as a whole.

~ All countries have' a legitimate interest in the adequacy of international
reserves. However, a group of major countries with a key role in the functioning
of the international monetary system has a particular responsibﬂity for the
financial backing for any newly created reserve dassets. Consequently, there is
'agreement that deliberately created reserve’ assets, as and when needed, should
be distributed to dll members of the Fund on the basis of I: M.F. quotas or of
" similar ‘objective -critetia. The major countries should-be ready to provide
- adequate financial backmg through the extension of special lines of credit to
the Fund or through commi tments to accept and hold such reserve asselts.

. A. There should be a clear distinction between the estab]ishmen't of any contin-

gency plan and the activation of that plan which would involve the first actual
creation of reserves. The prerequisites for such an activation should be laid down.
They should include the attainment of a better balance-of-payments equilibrium

between members and the likelihood of a better working of the adjustment process
in the future.

B. Organisational arrangements for decisions on the activation of any contin-
gency plan and for subsequent decisions on reserve creation may vary according
to the type of scheme adopted. Whatever scheme is adopted, it is essential that
the organisational arrangements for such decisions should reflect two principles,
namely, (1) the interest of all countries in the smooth working of the international
_monetary system and (11) the particular responsibilities of a limited group of major
countries with a key role in the functioning of the international monetary system
and which in fact must provide a substantial part of the financial strength behind
any new assel. This could best be achieved by a procedure whereby proposals for
reserve creation would be considered both by the limited group and by the Fund.
The requisite majorities and voting procedures would have to give due recognition

1o the two principles set out above and this recognition would be a necessary
condition for any dec1szons on reserve creation.

C One DeIegann d1d not agree with the views set out in subparagraphs AandB.

. The Muusters and- Govemors mstructed their Deputzes to contmue thezr stud1es
on a number of unresolved questions. However they also thought. it appropriate
'to Iook now for a wider framework in which to consider the questions that affect
the world economy as a whole. With this in view, the Ministers and Governors,
after consulting with the Managing Directot of the Fund, recommended a series
of joint meetings in which the Deputies would tdake part together with the
Executive Directors of the Fund. The Ministers and Governors of the Group of Ten
would expect a report from their Deputies not later than the middle of 1967. One
Delegation did not join in making this aforementioned recommendation:



REPORT TO MINISTERS AND GOVERNORS |
BY THE GROUP OF DEPUTIES

7th July 1966



GROUP OF TEN i - July 8, 1966

B

 Letter of Transmittal

To the Ministers and Governors: *

In their communiqué of 28th September, 1965, the Ministers and Governors of the
Group of Ten instructed their Deputies to determine. and report to them “what basls
of agreement can be reached on improvements needed in the international’ monetary
system, including arrangements for the future creation of reserve dssets, a5 dfid when

needed, so -as to permit adequate prov1510n for the reserve needs -of: the: world
economy.” - :
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On behalf of the Deputles I transmxt herethh the report Wthh we were mstructed
to ‘make.

" In preparing the report; we have maintained close relations with'the International
Monetary Fiind, and with the Organisation for Economic Co-operation and Develop-
ment and the Bank for International Settlements. Representatives of the Managmg
Director of the I. M. F. and of the othéftwo institutions have taken part in 6ur ‘dicus-
sions and have made valuable contributions to the work of the Group. Qur discussions
have also benefited from the presence of representatives of the Swiss National Bank.‘

Otmar Emmmger
Chalrman, Group of Deputies
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1. This report is presented in response to the
requests of Ministers and Governors in" théir
commumque of 28th September, 1965. That com-
mumqiie read,; in part, as follows:

“»5. " Thé Ministers and Governors noted in parhcular
- thidt'the deficit in the U, S: balancé of paymiénts which
. bhad for years been the major source of additional
_.reserves for the rest of. the world is bemg corrected
dnd that: the’ United States has expressed its determi-
" nation ' té maintain: equilibriuin inits balance' of
.;payments, They welcomed this, development .in.the
United States international payments position which
“ifi ‘itself ‘Contributes to the smooth fufictioning ‘of the
“international: ‘monetary system. At the same tinie, they
.concluded. that .t is important to undertake,, as.soon

" as possible, contingency ‘planning 50 as to ensure .

“that - thé " future Teserve needs of ' the *world‘ are
adequately met.

6. TheMinisters and Governors recalled the mandate

.-, given, to their Deputies in October, 1963, to under-
' ea tliorough exammation of the outlook for the
functloniny ‘of the intérnational nionetary ‘system and
* of-its prabable future needs:for liquidity’. Fhey.noted
.that their Deputies had submitted. to them an inferim

report on ‘these problems in July, 1964 “and had -

“ arranged " for a détailed’ examination of * Various
proposals for the creation of reserye::assets by d
Special Study Group. The report of this Group, which
_hag.now.. been- published, mll._facihtate. through its
exposition of the elements necessary fi therevaluatron
of various proposals” foi Teserve lctéation, the

aqceleration of the work of contmgency planmng

7 Therefore, as the ﬁrst phase qi contmqency
planning, th& Ministers and Govemors gave instruc-
.Aiofis: to - théir-Deputies to’ resumé oni ' an‘intensified
bagis the digcussions, which were-the, subject of the
Annex to the Ministerial Statement ‘of Angust, 1964,
.'The Deputies.should determine-and report to Ministers
what basis of agréement can be reached on improve-
“'Iheénts ‘heéded in the international mbnetary system,
including arrangements for the futuré:creation of
reserve assets, as and when needed, so as to permit
.11 adequate provision for the reserve neéds of thieWworld
.~ economy: The Depuues shonld report to the Ministers
.. in the spring of 1966 on the progress of their delibera-
" tions”didthe’ scope of agreenfént that they have
:t found. During:the course of theit discussions; it would
be desirablq for the Depnhes 1o continne to have the
active participation of representatrves of the Man-
*-éging ‘Ditéétor ot the Internatiofis] Monetary Fund,
'and-al$p of:the Organisatioh for.Economic;Co-opera-
.tion and Development and the;Bank for International
Settlements. The Swiss National Bank will also be
- mvrteg to, conmme to send its J;epresentatlve to the
" meetings of the Group.
817 Thd Ministefs and ‘Governots' recognized that the
fnnctionmg -of ‘the” mtemational mionétary’ :system
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I Introduction

. would be improved if major and persrstent inter-

national imbalances would be avoided. They recalled

" that, in their statement of August, 1964, the Ministers
and: Governors -had invited Working Party 3 ‘of the -

Organisatjon for Economic Co-operation and | Develop-

'miént to make a thorough study of the’ measures and

instruments best suited for achieving this purpose

compatibly with the.pursuit of - essential internal

objectives, They, expressed the hope that Working -

i Party 3 would be'in'a position to ‘make théir views

‘known-at about the same time-as the Deputies of the

: Gr-oup of . Ten report to the Ministers and Gaverrors.

.- The. Ministers. and. Governors recognize that, as
soon as'a basis for agreement on essential points has
) been Teached, it will be necessary to proceed from
* 'this first phase toa broader consideration -of ‘the
-7, questions that .affect the world eéconomy -as a whele.
-, They have agreed that it would be very useful toseek
“ways by Which the efforts of the Execiitive Board of
‘the Fund ‘and those of the ‘Peputies’ of the Group-of
_Ten can be directed toward a consensus as to desira-
_ ble hnes of .action, and they have instricted their
Deputles to work out dunng the coming year, in close
cénsultation with the Managing Director ‘of the Fiind,
procedures to.-achieve  this. aim, with a.view to
prepanng for.the final enactment of any new arrange-

" ments “at’ an appropnate forum for mtemational
- .discussions." :

2. Our dlscussmns represent a sequel to those
whicil resulted in our Report to the Mlmsters and
Govermnors of July, 1964, and in the Report of the
Study Group on the Creation of Reserve Assets.
In our:Annex to. the. Ministerial: Statement of
1st:August, 1964; we set out the major elements
of the present .international: monetary -system
and -the: way in which it.functioinis. ‘We noted,
among:other things, that the momnetary.system is
in:constant évolution and that it has shown great
capacity. for:adapting itself to changing circum-
stances:: We:also' noted -the inhcreasingly close
co-operation: between central’ banks ‘and- the
development ofshort-term - credit facilities “as
significant features supporting the system. This
capacity:for adaptation has permitted it both.to
withstand successfully intermittent .periods of
consrderable stram and to accommodate un-

23 Ne‘ver-thele‘ss;i as: indicated ‘in' our- earlier

report, the system is confronted with certain ac:
tual or potential-problems. These can bé grouped



under three main headings: (1) insufficient
effectiveness of the adjustment process, (2) the
risk of instability resulting from shifts between
reserve assets, (3) the prbbable inadequacy of
gold and reserve currencies as a source of new
reserves in the future.

4. As to the first problem, our report of August
1964 streSSed that the smooth functromng of the
mternatlonéﬂ monetary system depends on the
avoidance of major and persistent imbalances.

It would be' ‘mposslble. and inappropriate, to -

-attempt to ehmmate imbalances entirely; re-
serve moVements up and-'down can serve to
cushlon the effects of diVergencres in natlonal
economic developments -which. are 1nev1table
and ‘often desirable. But, large and prolonged
imbalances often have undesirable répercussions
on the économies of the _partner countries.
Moreover, such imbalances. can foster doubts
about the stabrhty of exchange -rates and- the
effectiveness of govemment policies and ulti-
mately- threaten confidence in the payments'
system as a whole. The speed and efficiency of
adjustment pohCles in correcting payments
imbalances also influence the need for .inter-
national reserves. In view of the: importance of
this probIem, Workmg Party 3 of the O, E.C.D.
was invited by the Ministers and Governors of
the Group of Ten to examme  possible. 1mprove-
ments in the ad_]ustment process and to report
' ; ‘_;.tune as, the prese'

5. ‘Asto the second problem, a system in'which

gold and foreign exchange reserves exist side

" by side and can be freely exchanged into:one
dnother:'entails certain risks-of instability; in

- particular; shifts may occur.from one currency
into another:or from currencies into gold:-Not
all such shifts are destabilising; but where they
are due:to, or.give rise:to, confidence move«
ments out of reserve currencies they can-put

~strains ‘on the:.system. We have considered
various suggestions for dealing with such strains.
These: suggeshons are. outlmed in. chapter IIof
our reporxt.

6. As to the third problem our report of 1964
which stressed the importance of mamtammg
the established price of gold, indicated that the
growth in the stock of monetary gold has not
been, and is not expected to be, adequate to meet

2
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the reserve needs of the international monetary
system. In the past, official needs for reserves
beyond those served by gold have been met in’
the main by increases in official holdings of
reserve currencies, especially U. S. dollars. For

.-awariety of reasons, further substantial increases .

of dollar reserves are unlikely to occur and in

ways m “wl ch the responsrbrlrty for meetmg
rese """needs COuld_ be ‘mofe’ wrdely '

empressmn 1n our 1964 Vreport and in: the 1965
repoit of the Study Group on the Cfeation of

Reserve Assets Bneﬂy stated, these 1deas are
the followmg

It is, however, lxkely that a need for larger

_international hqmdlty will develop in time,

- which might call for the creation .of new or
4 addltional mternatlonal reserve assets

'I'here is’ no single, ‘unique ‘manser in which
. the growmg‘:reqmrements for hquldlty have’
:-to! be met. - S
4. -In the past the;need ior mtematmnnl hqmdity
" 'has been mét by"’im_provmg credit'Ricilities,
as well as by additions to resérves. In the
 future, credit facilities can no-doubt continue
- _to'play dConstructive Tole; but théif ise can
_be.only.a partial and temporary'substltute
- for reserves which are at the full dlspositlon

© of the country holdmg them

We have been exploring arrangements
wherebynew reserveassets could becreated
not in connection with balance-of-payments

(€)



deficits of individual countries, but by delib-
erate decision on the basis of global reserve
" needs. :

() We have B‘éen aware that the problem of
ensurmg a proper supplyr of international
reserves’ is' of interest and concern to all
countries of the international commumty
We have, therefore, from the begmmng
taken account of the needs of all countries.
In doing so, we have treated reserve creation
as a problem distinct from the provision of
capital for developing countries.

8. We are conscious that deliberate creation of

new reserve assets represents a bold venture.

The possibilities are numerous, the pitfalls are

substantial ‘and the consequences weighty: One

member indeed expressed the view that, in the
present imbalance of world payments, it would
be inadvisable to formulate a complete and

detailed plan which could be adopted in case a
shortage of reserves should occur; this member,

. therefore, felt unable to participate in the discus-

sion of the technical aspects of reserve creation.
Most of us feel nonetheless that it would be
prudent to -embark on full-scale contingency
planning now.Failure to anticipate future needs,
especially when new territory has to be explored
and the length of time required to set in motion
new arrangements is inevitably great, could
place strains on the payments system.

9. In their Mandate, Ministers and Governors
have decated (paragraph 9) that as soon as a
basis for agreement on essential points has been
reached among the Ten, it will be necessary to
proceed from the first phase of discussions in the
Group of Ten to a broader consideration of the
questions that affect the world economy as a
whole

- IL Possible improvements in the present system

10. In response to our mandate, we review in
this chapter possrble areas of agreement with
respect to lmprovements in. the international
monetary system, other than future reserve asset
creation. The questlon of reserve asset creatlon
will be dealt w1th in subsequent chapters We
agreed that promlsmg areas for 1mprovement of
the present system lay in the field of the adjust-
ment process and. of multllateral survelllance
Furthermore, we examined possrblhtres for im-
provement regardmg certam aspects of reserve
policies and IM.F. practices and procedures
in relation to quasr-automatrc drawmg rights.
Fmally, recogmsmg ‘the growing role of short-
term credit facrhtxes in the functioning of the
system, we agreed to keep such facilities under
review for their potentral further contribution,
'I'he pOSSlblhty of specral long-term loans of

On balance, 1t was’ generally agreed that

1mprovements in these areas might be potentially
useful and that they deserved further study. By
contributing : to .the smoother working of the
system they might, furthermore, in some respects
lessen the demand for additional reserves. Never-
theless, they cannot beregarded as an alternative

to new reserve asset creation or take precedence
over contingency planning. Nor of course should
contingency- planning for reserve creation, be
regarded as a substitute for, or take precedence
over, progress in improving other aspects of the
existing system.

1. Improvements in the adjustment process

12. We have not sought to anticipate any of
the findings of Working Party 3 in its broad
study of the adjustment problem. We do, how-
ever, wish to highlight the importance of the -
adjustment process and of the need for improve-

. ments in adjustment policies by both deficit

and- surplus countries in order to assure the
smooth functioning of the international mone-
tary system. Insufficient adjustment efforts by
deficit countries may put an undesirable burden
on the real resources and monetary stability of
other countries and thereby contribute to infla-
tionary tendencies in the world. On the other
hand, the absence of appropriate efforts by

- surplus countries towards reaching equilibrium

may result in a:large-scale accumulation of re-
serves by these countries;leading todeflationary
and restrictive international policies elsewhere.

3



43::+Persisténceé - of such: disequilibria could
clearly: endanger -tlié 'soundness of::the inter-
national ‘monetarysystend. This:isi particularly
true-of large and prolonged deficits of ‘reserve
currency” countries: which may" give ‘riser 16
uncertainty and-doubts as: to the stability:of the
system as- a‘whole::@On the other hand;.a harsh
and-abrupt adjustment process :could endanger
the objectives:we-all share for the growth and

stability of the woild economy. We haverecog-

nised that thezsupply of international. reserves
has a bearing on the functioning of the adjust-
ment’ process. Indeed, in assessing the ‘neéd for
reserVes, this- relatlonshlp 1s hlghly relevant’ &

2 Strengthening of multilateral surveillance

14 In the 2]
Mlmsters and Govemors decrded to ms, ute a

procedure for muitilateral surveillance’ of ‘the '

ways and means of financing external surpluses
* and deficits of Group of Ten countries, compre-
hending the various elements of international

liquidity, both official and prlvate, that are
available or used for this purpose. Thib ‘decision

was based on recognl’uon of the fact that the
* way in whidi Balaneetof*payments deficits and
stitpluses are “fiianced has, implications for
countries othiér than those directly concerned.
Tt also took accoutfit of the fact that a significant
development: of the isystem duting the last few
years has been the emergence of a ‘widé Tange

of bilateral and multilateral credit facilities,

intended mainty:te ‘¢ope with speculative move-
ments and sudden pressures.

15:. This procedure'for multllateral surverllance
came into gperation late-in-1964. Since: then it
has been’in constant:evelution .and has.proved
itself to be useful,in addition tothe consultations
that:take place within:the LM.F;;-in. judging
international monetary trends; both in individual
countries .and  from -ai;more :general point of
view.: Its: stamng ‘point.is the: statistical :infor-
mation whidi-participants providé every month
confidentially::to:the {B:1.S. on their external
monetary poSitions. Thisinformation is:regulaily
reviewed both'at the B.1S: and ‘in- Working
Party 3 of the O.E. C.D., and it gives participants
a clearer; -and more: up-to-date view of-events
in this field than they had in the-past. At the
same:time, it -helps them in forming-a' collective
judgment on’ developments in-individual coun-
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tries: of thie-Group;ias regards: both the methods .
used: to fidance external: surpluses -and deficits
and the trend of their overall balance-of-pay-
ments. positions.. As such, it should strengthen
the self-discipline of countries pai;hcrpatmg in it.
Furthermore, and because, of the importance in
mtematlonal monetary affalrs of the partici-
pating countnes taken as a group, multilateral
survelllance has proved useful in understandmg

and assessmg the workmg of the monetary
system asa whole

16. We arein afgree‘men't:that the processes of
international consyltation, including particularly
those of multilateral surveillance, will.have an-
increasingly important role, 1o, play ‘in future

gest that thelr functromng should be strength- '
ened, and- it is w1dely felt .that - multilateral
surveillance:-has a. useful. function. to. pexform
by providing for the periodical review of policies
with regard to traditional reserve assets. Fur-
thermore, a future decision to proceed with the

+;-deliberate ereation.of new reserve assets would
call for collective judgments and decisions,
arrived at in the appropnate bodres spec1f1ed in
] to global reserve needs

the contingency

. “ of gemstmg reserve -
assets could be allayed by agreemg, at ieast
during & transitional period, on ‘some undeér-
standings” cohcemmg resérve policies within
the framework of multllat’eral surVetllance s

3. l.essening possible sfratns on the’ intemational
! inonetary system -

17 'Ihe forergn exdlange element m reserves,
whrch within the Group of Ten consists mamly
of dollar ho]\dmgs, has g,rown consrderably in
the course of the last, decade and represents an
appreciable part of total official reserves. While
it-has-been reéognised. that the corntribution of
dollar holdings: to' the::growth.:of ‘reserves:is
unlikely to: continue: as-in: the ‘pdst, it has been
felt that a:'sudden-and massive contraetion would
impair the stability of the' international mone=
tary system. Such strains on the:system could
result from; or take the form of, sudden amd



appreciable increases in countries’ gold. ratios,
or:movements: of funds. from low'gold ratio to
high. gold ratio countries. Various:proposals
were put beforé us with a view to minimising
such strains, in full recognition that they ‘would
not deal with all the fundamental causes under-
lying such strains.

. (a) ‘Harmonisation of res'er'veb pol_icr'es_ _
18. One proposal put forward would involve
a very gradual approach, within the framework
of strengthened multilateral surverllance, to-
wards harmonising members’ practlces relatmg
to the composition of thelr reserves, in partrcular
as. regards the gold element. According to this
proposal high gold ratio countries would settle
deficits mainly in gold and accumulate surpluses
mamly in ‘other reserve assets,’ whereas Tow
gold ratio countries would do the opposite. In
this way, members would make an effort to
narrow down the existing discrepancies between
their gold ratios by bringing each individual

ratio, progressively and by stages, towards a_

band established. around the average ratio of
the Group. In view. of the use of its currency as
a reserve asset by other countries, participation

of the U.S. in a harmonisation ‘scheme would
call for further study.

19, This propesalhas not found general accept-
ance'in the Group. Some members, while con-
curring in the objectives of this propesal, con-
sider that it§ admifiistration would raise practical
difficulties ‘and ‘that it would interfere unduly
with the freedom of choice of monetary author-
ities as regards the composition of their reserves,
Several ‘members pointed ‘out, however, that in
‘the longer run some understanding with regard
to the composition of reserfves would become
necessary in any case'in order to ad]ust reserve
pohcres to the declining share of gold in ‘total
reserves whrch vnll mevrtably come about

( b) Other possible arrangements -

20. A second proposal, by another member,
envisages that a new reserve asset might be
used not only in order to satisfy additional
" reserve needs but also to prevent the existing
stock of reserves from shrinking. According to
-this proposal, there should be full freedom to
convert any part of existing reserve currency
“balances into the new asset through a Trust

Account, which would issue supplementary re-
serveunits in return for-them: The facility should
not,” however, become a. means of :financing
deficits of the reserve centres themselves. Sev-
eral members of our Group expressed doubts
about this proposal

21. Tt was widely felt that pr0gress towards
the aims which have prompted the proposals
under (a) and (b) above and which most members
of the Group would share, could be achieved
by periodical review of reserve policies within
the framework of strengthened multrlateral
surverllance

4. Improvement of the quality oi existing reserve
"positions in the Pund

22. As a consequence of the increase in the
operations of the International Monetary Fund,
net creditor positions in the Fund of member
countries whose currencies are drawn from the
Fund, either under quotas or under the G.A.B,,
have been rapidly increasing ovet the past few
years. "Reserve Positions in the Fund”, which
include these creditor positions and gold tranche
drawing rights, amounted at the end of 1965 t6
about § 5%2 billion, of which § 4/2 billion, or 84
per cent, were held by members of the Group
of Ten.

23. As was already noted in the Annex to the
Ministerial Statement of 1st August, 1964, and
elaborated in the Report of the Study Group on -
the Creation of Reserve Assets, gold tranche
po»srtmns whichrepresent quasi-automatic draw-
ing rights on the Fund, have many of the qual-
ities of a reserve asset. They have also been -
mcluded in the statistics of reserves as presented
by the Fund and the Deputies. They do not,
however, have all the characteristics that several
mémbers would think desrrable in order for .
them to be counted as owned reserves together

with gold and reserve currencies. It was there-

fore suggested to us that their nature and chir-
acteristics should be improved so as to make

them acceptable to all countries as fully-fledged

reserve assets. It was felt by some members that

this would facilitate not only the inclusion of

Fund reserve positions in countries’ official

reserves, but also their development as an

instrument for deliberate réserve creation should

the need arise.



24. - It-was suggested to the .Group that: gold
trandie positions:could be improved by: changes
in ‘their juridical status (namely their.liquidity
and unconditienality) and in their presentation
in'the accounts-of the Fund (so as to reflect the
international unit of account.implicit. in the
Articles of Agreement), as well as by measures
to facilitate thelr use (e. g. in’ ‘the held of service
dlarges, condrtlons ‘of convertlbrllty into na-
tional currencres, transferablhty and repurchase
obhgatlons) It was further suggested that the

super gold tranche (1 e. that part of the gold
- tranche position. ‘which comes into bemg through
the Fund's net use of a member's currency for
other members’ drawings) should carry a rea-
sonable remuneratlon. '

-25. ‘While full automaticity, dlanges in account-

ing procedures -and transferability of Fund

reserve positions mrght raise problems (e. g.
requrnng a change in the Funds Articles, . or
1nterfermg with the Fund s estabhshed pohcres
on the selectlon of currencies to be drawn), and
doubts were. expressed as to the feas1b111ty or
desrrabrhty of some- of these proposals, the
Group-was: of the opinion that it was worthwhlle

to pursue them and it was suggested that the
Fund should examine them further.

5. Short-term credit facilities between
e ’ monétary ‘authorities -

26 As the mtematlonal monetary system
Aevolves and the volume of freely transferable
pnvate funds mcreases, there will be a contm-
uing need for ofﬁcral short-term credrt facilities
to help prov1de stablhty to the payments system.

vThe pnnc1pal exrstmg network of recrprocal ' lserves to a country, whose -reserves. are not

credlt (or swap “) arrangements extends be-
‘tween the u.s. authontles and the monetary
authontles ofa number of other countnes These
’facrhtles have been utrhsed from tlme to time, in
both drrectlons, m response to short-term vari-
atlons m payments flows between the Umted

States and other countries and on some occasions
have been called inte play in response to swings
in- payments not involving the United States.
A further refinement and extension of existing
facilities are possible.'Such a development might
take the form of one or:more additional. swap
networks. The most recent development in this
field has been the arrangements, announced in

_June, 1966, between the Bank of England -other

central banks, and.the B.1.S.

27 Whatever form they take, 1t 1s 1mportant
that such credrts be of a short-term nature and
that they be used only when it appears hkely
that the flows to be offset are of a temporary
and reversrble character, mformatron on the
avallablhty and use of such credlt should con-
tinue to be fully and regularly commumcated
to other part1c1pants and discussed within the
framework of multllateral surverllance, undet
the agreed procedures descrrbed 1n paragraph 15 ‘

. 6. I.ong-term loans of reserves

28. 'I'he Annex prepared by the Deputles in
1964 noted that, while countries are ordinarily .
expected - to “‘overcome ‘balance-of-payments
difficulties within a reasonably short period of
time, there may be exceptional ecases where
longer-term lending .for monetary purposes on
an. ad ‘hoc basis, by members of the Group. of .
Ten, might be in the general interest. Although
in the two years. since the 1964 Report: no such
loans have been made, occasions may arise when
the interests of the international community
would be served by .a loan of reserves from
countries which have built up substantial re-

large enough to handle within a’ short period
of time the various demands that might be made
upon them. It was agreed that, while there was
no need for immediate action, it might be useful
to examine further the problems involved in
such long-term loans.



III Deliberate reserve. creation

A General principles

' 1. The need for reserves

29. Provision for adequate growth of monetary

reserves is of major importance to the monetary
system and to the world economy. Reserves can
be and are supplemented by short-term credit
facilities arranged by monetary authorities, and
by short- or medium-term credit facilities through
the International Monetary Fund; any future
assessment of resérve needs will have to take
into account the availability of such credit facil-
ities. But these facilities, important as they are,
cannot be a complete substitute ‘for owned
- reserves. Countries will wish to hold a signifi-
cant stock of unconditional hqmd assets on which
they are able to count unquestmnably and under
all circumstances. Such a stock ‘of reserves is
generally thought mdrspensable. not only to
allow tlme, in case of an adverse balance of
payments, for corrective measures to have their
full effect, or untll forelgn credits can be nego-
tiated, but a.lso as a basis for keepmg trade and
payments free from restrictions and for main-
taining international confidence in the currency
in ‘general. Very often countries are able to
obtain foreign credit only if they have a réa-

sonable amount .of reserves. ]
30. It is the ‘global need for reserves with
which we have been concerned. We use the

word “global” in two senses: first, to' take

account of the interest in this problem not only

_of the Group of Ten, but also of other countries;

second, to direct ‘attention not to the reserve
needs of specific countries in particular deficit
situations, but to the provision of adequate
monetary reserves for the systein as a whole

31. . Although factors such as: regronal 1ntegra-
~ tion, improvements in the .adjustment process,
and equilibrating capital flows could, over a
Iong period, lead to an economy of reserves, we
expect that the global needs of the world will
increase over time, for the followmg reasons:

(I) The -secular growth -of world trade and
' payments is likely: to be accompanied, on
average, by larger swings in payments
imbalances (at least in absolute amounts).

(II) Partly for this’ reason, but also for more
general reasons, most countries will try to
achieve an increase in thelr reserves over
time, whereas no country appears to be
w1111ng to accept a secular decliné in re-
serves; the United States, wh1d1 has been
an exception to this latter statement; can o
longer be expected to take thls posmon

32. We turn now to the prospects for the future
supply of reserves. Gold going into monetary
stocks has become -a shrinking proportional
addition to total reserves. Over the decade to
1964, the annual increase in official world gold
stocks has averaged about $ 600 million, which
provided about one third of the average anmial
increase in official reserves. In:1965, it shrank
to § 250 million. For a number of years, the
United Stateshasprovided a large part of reserve
additions to the rest of the world in the form of
gold and dollars But, as noted in paragraph [
a contmuance of large U.S. deﬁcrts ‘must’ be
ruled out as a souice of future reserves for the
rest of the world.

33. On the basis of these considerations, we
have come to thé conclusion that the -supply of
reserves from traditional sources — gold.and
reserve currencies — is unlikely to keep pace
with legitimate demands, at any rate in the long
run. Supplementary means are therefore likely
to be needed in order to provide for an adequate
secular growth in world reserves. One:.of us,
however, in view of the:uncertainty that inevi-
tably exists concerning the future evolution
both of global needs. and .of the overall: supply -
of reserves, was prepared to accept the notion of
a shortage of reserves sometime. in the future
only as a legitimate working hypothesis:

34. As regards determining the optimum rate
of growth of reserves, we recognise that there
is no satisfactory quantitative formula at hand.
No direct proportionality between the need for
reserves and the growth in the volume of world
trade ‘and payments can be established, espe-
cially in the short run. Nor, for a variety of
reasons, would a projection of the tendencies
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noted in the recent past provide an accurate.

guide to the desirable rate of growth in reserves

in the future. On the one hand, the postwar ' world réserves to be expected from gold alone

growth in reserves of countries other than the
United States-and United Kingdom represented
partly a reconstitution from what were unusu-
ally low levels; moreover, dunng recent years,
the growth of reserves in some parts of the
world has been felt by a number of countnes to
have been more than adequate, an impression

supported by the inflationary tendencies that '

have prevalled On the other hand, the decline
in the United States reserves, which made
possible much of the reconstitution of reserves
elsewhere, has largely run its course. No firm
conclusions, then,.can be drawn from examining
this ‘past experience. Nevertheless some of our
members’ consider it significant that over. the
recent past the growth of reserves, even for
Group of Ten countries. excluding ‘the United

States, has lagged far behind the expansion of
1ntematlonal trade :

35 Nor wrll 1t be easy to evolve quahtatrve
cntena for a collectlve ]udgment on the need for
addmonal reserves in the future. Nevertheless,
desprte the drfﬁcultres involved, some of us
think it important to pursue the 1nvest1gat10ns
into this subject with the aim of arriving at a
generally-agreed set of principles. The problem
of evaluating the .reserve. needs for a certain

period ahead.is, in many- respects, similar to-

that of  evaluating:.the need: for. conditional

‘ liquidity at five-year intervals on the occasion

- questioned whether it.will be possible to arrive’

of the quinquennial review of members’. quotas
in the I.MLF., as provided for in the Articles of
Agreement of the Fund. Some other members

at- @ common: judgment regarding such criteria,

~ as.member- countries may differ considerably

in the relative -weight that they would-attach to
various factors. They consider-that an: analysis
of the decisions taken will in the course of time
provide precedents, ‘derived from the test of

actual” experience, from Wthh cntena can be
developed

36. We have not, ‘at the présent stage, gone
into this question in more detail. We wish, how-

ever, to stress that, even without more elaborate -

calculation and estimates and in spite of the
difficulties and uncertainties involved in any

8

.- evaluation ‘0f the need for reserves, it may

safely be said that the additions to the stock of

will in all likelihood be insufficient to meet
global requlrements over time. As we noted in
paragraph 32, the annual increase in gold re-
serves has averaged about $ 600 million over
the decade to 1964, a figure which is less than
1 per cent of total world reserves of $ 70 billion.
Thus, a global shortage of reserves calling for
deliberdte reserve creation is a contingency
with which: 'we must reckon, even if it is at
present uncertain whenit will arise.

2. The aims of deliberate reserve creation’

37 As has already been sald in chapter I, we
are agreed that dehberate reserve creation
should be. neither geared nor directed to the
fmancrng of balance-of—payments deficits of
individual countnes but ‘rather that it should
provrde for the global needs of the system This
implies dlstnbutlon of additional reserve assets
to all partl(:lpatmg countries in accordance with
an agreed general formula. The direct purpose
would be to permJt countnes to adneve adequate
secular growth in. reserves, w1thout relymg on

reserve centres. Thrs in turn wﬂl facrhtate the
adnevement of wrder aims.

38. One of these wider aims, in our view, is the

‘maintenance of overall ‘monetary stability in
the world A general shortfall in the supply of
reserve assets may lead to widespread deflation-
ary tendencies, damaging controls on trade and
payments and unstable exchange rates. On the
other hand; an excessive supply of reserve assets
may.weaken the constraints on domestic eco-
nomic policies.and thereby contribute both to
inflationary pressuresand to persistent payments
imbalances. The supply of reserves should there-
fore be such as to promote a proper functioning
of the adjustment process V

39 Another aim is the mamtenance of confi-
dence in the mtematlonal ‘monetary system in
general and in partlcular in the capacity of the
monetary authorities to maintain control over
the provision of:reserves. This implies, on the
one hand, that they should be seen to be able
to prevent a serious shortage of reserves from
developing; on the other hand, there must be



adequate safeguards to prevent risk ‘or-appre-
hension that such a new instrument might be
misused. It was widely felt in our Group:that the
drawing-up of a convincing scheme, combined
with improved adjustment processes, might lead
to less hoarding of gold and thus reduce the
quantity of new reserve assets needed.

40. We are agreed that deliberate reserve

creation is not intended toeffect permanent

transfers of real resources from some-countries
to others. We are furthermore agreed that, since
we are dealing essentially with the problem of
secular additions to world reéserves, it follows
that the deliberate provision of reserve assets
‘should not be adjusted to short-term fluctuations
in the international level of demand. Indeed, by
its very nature it cannot be used as an instrument
for short-term. "demand management” on an
international 'scale. Variations: in the global

supply of reserves, at least when they do not

originate in large deficit and surplus positions,
do not usually have effects on the international
level of demand in the short run.

3. Creating reserves on the basis of a trend

41. . In view of the foregoing, we. consider it
advisable that decisions on the amount of re-
_serves to be deliberately created should bé taken
for periods of some years ahead. Such decisions,
even though subject to possible revision within
certain limits, (e. g., in situations when actual
additions to monetary gold differ widely from
those anticipated at the time the decision was
taken) would help to strengthen general confi-
dence in the: system and would in .particular
allow the gold and exchange markeéts to operate
on the basis of more certain expectations. -

4, Roleoithel M.F.

42. Most members beheve that reserve creatmn
should be carried out within the International
Monetary Fund or in close association with it.
The Fund already undertakes a number of func-
‘tions in 'support of, and it has come to play an
increasingly large role in, the world's monetary
system. Its most important present function is
the provision, under adequate ‘safeguards, of
short- or medium-term facilities for countries in
balance-of-payments difficulties. The role of the
Fund in any future reserve creation: scheme

could have two main aspects: one relates to the
creation and/or use .of new reserve assets, the
other to the process of decision-makirng, to:both
of which we shall return later in this. Report. If
the Fund were to undertake important new re-
sponsibilities in connection with the.deliberate
creation of reserves, this function should be kept
distinct from its‘traditional function as a source
of conditional credit. -

5. Allocaﬁon oi newly created reserves

43 As stated:in paragraph 37 there is general
agreement that distribution of ad_dltlonal reserve
assets should take place in accordance with an
agreed general formula. Most members con51der
that allocations of newly created reserve assets
should be determined on the basis, ‘either of
1.M.F. quotas, or of LM/F. quotas ‘plus G.A.B.
commitments,. or. of a formula similar to the one
on which present L M F. quotas are based,

6. Contingency planning
44. 'We are in agreement that there is no'global
shortage of reserves atthe présent time and that -
no immediate action to create reserves is called
for. In our discussion of how to proceed in the
future we have therefore drawn a dxstmctlon
between planning for-the contingency that most

-of us visualise and- actrvatrng,_ at a later stage,

any systematic procedure for deliberate reserve

- creation.

45. Most miembers comnsidér thdat, while the
precise moment for the activation of reserve
creation is not clearly discernible at present, it
would be prudent to- establish a contingency
plan now. A contingency p]an. of course, implies
not only basic agreement on the various ele-
ments involved, but also a possible combination .
of those elements. into a plan that would estab-
lish the broad lines of appropriate institutional
arrangements.for eventual parliamentary ratifi-

_ cation*).In support of theviewthatitis essentlal

to proceed with the development of a contin-
gency plan in the sense set-forth above, several
reasons have been advanced

(a) The prospective imbalance between the -
aggregate world demand for reserves and
the supply requlres_that assurance be given

*) A brief descnption of the ma.in sdxes pnt before us is given
in Annex I to this report,



. to the world that the monetary authorities

- are determined not-to let a potential short-
age of reserves disrupt the world economy
in general and the international monetary
system in particular.’ Such .planning, when

..successfully completed,. should discourage
speculation -and hoarding of gold by dis-
pelling uncertainty as te this disparity be-
tween demand for and supply of reserves.

(b) Even after full agreement on a contingency
plan, the process of legislative approval by
a sufficient number of courntries to make the
plan effectlve could easily requlre a year or
"~two

(c) The absence of a coherent and well-p.repared

contmgency plan might force resort to hasty
and 111-con51dered measures.

46. One member, while not excluding the pos-
sibility ‘that there niight be an insufficiency of
reserves in the long run, considers that con-
tingency planning, ifi the sense of trying to reach

agreement on all.the major elements of a scheme, .

would. at the present time be inadvisable and
even risky.

_(a) In the view of this member the Group does
‘not, at the present time, have sufficient expe-
rience of collective decisions ininternational
‘monetary ‘matters to enable it safely to
manage a scheme for the deliberate creation
of reserves. Before taking such a step, it
- would be. necessary to ascertain what the
practical possibilities of collective manage-
ment in this field are. From that point of
view, improvements. in the multllateral sur-
veillance system.and mthe adjustment proc-
‘ess would be obvious prerequisites. . .
(b) This member considers that, if contingency.
- planning were undertaken too long in ad-
vance, in circumstances Wwhich might prove
quite different from those prevailing at the
tiie' when a definite neéd emerged, there
would be a great tisk that the mechanism
provided would turn out to be m-adapted or
unsatisfactory in' hctual use.

(c) Furthermore, this member considers that the
" drafting of an' international agreement for
the deliberate creation of reserves would, in
present circumstances, give rise to an irre-
sistible temptation to activate the agreement
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prematurely. He feels that the prevailing
tendencies in both reserve currency coun-
tries and developing ‘countries make-it un-
likely thatthe activation of an agreed scheme
could in practice be deferred until a real
need for additional reserves arose.

(d) This member considers that the present diffi-
culties of the international monetary system
are due not to the likelihood of a shortage
of reserves in the near future but to the per-
sistent imbalances of the reserve currency
countries. If the problem of creating new
reserve assets were given precedence over:
other, more necessary, reforms, the author-
ities in those countries would find it harder
actively to pursue their current efforts to
eliminate theirbalance-of-payments deficits;
in particular, their action in this field would
be hampered by the presumed availability
of new financing facilities. Far from helping
to reinforce. confidence, then, contingency
planning at this stage might further delay
necessary adjustments and thus aggravate
the insecurity and 1nstabihty of mtematlonal
payments. :

This member therefore believes that contin-
gency planning, in the sense accepted by the
majority of the Deputies, is premature and that
it could even prove inopportune if decided on in
circumstances widely different from those taken
into -account by: the Ministers and Governors
in September 1965 when they contemplated a
prompt redressment of the U.S. balance of pay-
ments. This membeér nevertheless considers that
the Group of Ten should keep the problem of
global needs under constant review, and that it
should continue to analyse the possible solutions -
and to specify the various elements that would.
need to be taken into consideration if and when
it should become necessary to set up a reserve
creation mechamsm

7 Activation

47. - All those members ‘who- thmk it desirable
now to undertake centingency planning agree
that it is-essential to distinguish very clearly
between the working out of a-contingency plan
and the.activation of that plan. It is their belief
that a decision to activate can only be taken on
the basis.of a general assessment of the situation



and that it will be necessary to establish in ad-
vance a definite procedure for taking such deci-
sions. An. established procedure for reserve
creatlon would, in any case, be necessary before

the requrslte leglslatlve actlon could be taken in
most countnes

48. Itis agreed that actlvatlon should not take
place unless it was decided, on the basis of a col-
lective judgment, that a clear need for reserves
would arise in the nedr future. In making thlS
judgment, the avallablhty of other elements of
liquidity, as well as the aims of deliberate re-

serve creation set out in paragraphs 37-40.

would be taken into account. Moreover, we are
agreed that:the circumstances in which a deci-
sion to activate a contingency plan could -appro-
priately be taken should include:
the -attainment of a better balance—of-pay-
ments equilibrium between members;

the likelihood of a better working of the
'ad]ustment process m the future.

. 49. The process of reac:hmg this collectlve

]udgment on actlvatlon ‘would have three mam
elements

- first, the regular and periodic evaluation of .
~ the factors bearing upon the basic long—term
need for reserve growth;

second the formulatlon ofa proposal on the

) t1m1ng and amount of new reserve creatlon,
and

third, decisions taken in appropriate forums
and under specified voting procedures.

The same elements are relevant to subsequent
decisions on reserve creation. We shall return

to this matter of decision-making later in our

report.

50. There was not unanimous agreement on the
necessity to set out now a full-scale: :contingency
plan. Those members, representing all but one of
us, who consider it prudent to do this; proceeded
to study the practical means by which reserves
could be deliberately created. The member who
considers that such contingency planning is pre-
mature refrained from participating in the dis-
cussion and drafting of the remaining paragraphs
of this- dlapter

B.. Elements to be considered in c_onti'nge_ncy pianning

1. Nature and form oi new reserve assets

Any new reserve asset would be held only
by monetary authorities and would,. therefore,
--not be an instrument for. direct ofﬁc1a1 inter-

ventlon in the exchange market. It is generally '

assumed that the exlstmg system of market
intervention, whereby a country’s foreign ex-
éhange deficit is normally covered by the central
bank selling U.S. dollars in the market, would
in any case be preserved. The normal use of a
new reserve asset, whatever form it might take,
would therefore comsist in transferring it to

‘another country in‘ exdlange, dxrectly or. mdl-
- rectly, for dollars.

52. The two basrc forms of reserve asset that
- we have considered are drawmg rights and re-
serve units. Whichever of these forms the asset
might take, it would always essentially represent
the right to obtain currencies from other partici-
pants‘through dn automatic giving and receiving
of credit. Although drawing rights and reserve

units have distinctive attributes, as noted:below,
it wasrecognised that at the margin their charac-
teristics tend to merge. If drawing rights were
made directly transferable (which would not be
possible under the present procedures of the
Fund) they would be rather similar to units. And .
units that involved guided transferability by an
agent would be rather close to drawing rights.
Nevertheless most members see significant dif-
ferences in the manner of transferring reserve.
units, and drawing rights and especially in the
attitudes of monetary authorities and of the gen-
eral public toward the two types of assets.

53. :Deliberately created drawing rights would
beused in a similar way to gold tranche drawing
rights under. . M. F. procedures and would pre-
sumably be subject to policies similar to-those
that govern the selection of .currencies to be
drawn from the Fund. Currencies .drawn would
be provided by lines of credit from member
countries and, as these lines of credit were used;
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the country providing its currency would accu-
mulate additional drawing rights. The similarity
of the proposed new drawing rights to existing
’ claims on the Fund is a feature that recommends
them to those members that stress the desira-
bility of bulldlng on the familiar drawmg tech-
niques of the Fund.
54. “Reserve units would, at least in normal cir-
cumstances, be directly transferable between
partrcrpants in exchange for their currencies,
whlch in turn would ‘ordinarily be converted into

dollars for use in’ the exchange market Suchi-

tesefve units’ would, it was thought, be mote
in line with the reserve assets tradmonally held
by monetary authorities and would be more
readlly seen by them, by the markets and by
the pubhc at large as a supplement to gold In
the longer rin, when countriés mrght be holdmg
a substantlal part of their total Teserves in the
form of new reserve assets, units might be more
surtable than drawmg nghts As to the technical
way in‘which the unit accounts mrght be estab-
lished, two possibilities were mentroned one is
deposits, and ‘the ‘other-an- overdraft facrllty, in
the books of an agent. Advantages were claimed
for each.

55. Preferences for units or for drawing rights,
or for some combination of the two,, tend to be

associated not only Wlth their partlcular at-

tributes but also with members’ views about
other features of contingency planning, espe-
‘cially the scope ‘and nature of partrcrpatron by
COuntnes in reserve creation.

2. Participaﬁon

56.° We have: COn81dered the ‘size and com-
posrtron “of. the group of countries whidh is to
participate ina schieme for the deliberate ‘crea-
tioh of new reserve assets. Partxcrpatron has
three aspects: parhcrpatlon in dfawing up the
scheme and in subsequent decrslon-makmg, par-
t1c1pat10n in the distribution of reserve assets,
and participation in the obligation to accept and
- hold (and, in the event-of liquidation, to redeem)
reserve - assets.: Any arrangements made must
conform to two important realities: first, that the
aim of deliberate reserve creation is t0 meet the
reserve needs of ‘the. world as a whole; and,
second; that a particular responsibility :for. the
successful working of any scheme must in prac-
tice rest on the major countries with a key role
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in the functromng of the international’ monetary ‘
system :

57 For reasons glven in paragraph 54 most of
us consrder that areserve unit should be brought
into existence. Indeed several members consrder
that the deliberate creation of supplementary
reserves should, for the main industrial coun-
tries, take the form exclusrvely of units..

58 A number of arguments have been but for-
ward in favour of llmltmg pamcrpatron m a
reserve unit scheme. Not all of these arguments
are accepted by all those of us who ﬁnd a hmrted
group reserve umt scheme acceptable

59: . A first argument was that a reserve unit
scheme would consist of a network of mutual
financial obligations; but that, as there would be
no formal provisions for ensuring-that countries
which made use of their allocations of..units
should reconstitute them within a given period °
of time, these obhgatlons could only be under-
taken by a coherent group of countnes Partic-
1pants in, sudr d scheme must be w1111ng and
able to share the burden of temporary payments
disequilibria and of restoring equilibrium within
the framework of co-ordinated adjustment
policies. Such a framework already exists be-
tween the members of the Group of Ten and we
have proposed that 1t should be strengthened.

60. A second argument was thatfull acceptance
of such reserve inifs requires that theybebacked
by major trading and financial countries whidh;

in the event of liquidation or withdrawal, would
be able to convert them into other usable assets.

More generally, confidence  in dehberately
created reserve units would be lrkely to be the
bettér maintained the more the units were limited
to @ coherent group of countries and the more

they were badked only by ma]or tradmg and
ﬁnancral countries.

61 A thlrd argument was that countnes, espe-
c1ally those which traditionally hold their re-
serves largely in gold would fmd a reserve unit
more convincing as a supplement to, gold if it
were created by a hmrted -group of countnes

whlch together hoId a substantlal amount of
gold '

62. 'I'hose of us who favour the creatron of re-
serveunits by a limited grouphavenot, however,
suggested that the group should pecessarily be



restricted to the present Group of Ten. In their
view, participation should be based on.agreed
qualifications, so that the group could be an
open-ended one. At the same time, they consider
that the group should not be-too large and that

its membership should notbe c_hanged frequently v

63. Furthermore, all of us, mcludmg those who
favour a limited group reserve unit scheme,
recognise that a legitimate need for reserves can
arise for all countries and that, therefore, any
reserve creation scheme should also. include
arrangements for countries out51de the 11m1ted
group.

64. Those who favour the unit approach for a
. limited group consider that the reserve needs of
non-group countries could be met either by
creating special drawing rights for-them in the
L.M:F. or by distributing units to them. In the
case. of drawing: rights, group countries ‘would
extend lines of credit to the Fund in their own
currencies, to finance these-facilities. Thus the
group members, as well as financing the reserve
unit scheme ‘among themselves, would also
provide the necessary supplementary finance
for the facilities placed at non:group countries'
disposal. It was suggested that the Fund should
make a proportionate use of these lines of credit;
so that the group countries would share the
financing burden pro.rata to the size of their
individual lines of credit. Some members. held
that claims on the Fund arising out of the use of
these fac1ht1es by non-group countries should
not have the daaracter of primary- hqmdxty It
units rather than’ drawmg nghts were dlstnbuted
to non-group countnes, group countries would
undertake to accept units from non-group coun-
tries. The latter would not necessanly undertake
acceptance obhgatxons. The choice between the
two alternatives would be left over for the
second stage of chscuSsmns, when the views of
non-group countnes would be avallable

65 Another view on partrcxpatlon, that was put
to us and supported by some members and by
the Managing Director of the Fund, is that there
is no clear basis for distinguishing a priori be-
tween those countries that might, and those that
might not, be in a position to accept the obliga-
tions of a reserve-creating scheme. Many coun-
tries, in different stages of development and
throughout the world, have shown a willingness
and capability to meet a major requirement

underlying these obligations, namely, to.achieve

_ over time a balance between external deficits

and surpluses; and indeed they have added to
their reserves. All countries should therefore,
according to this view, fully participate in the
decisions to create reserve assets and in their
distribution, and fully share in the respon51b111ty
of bemg obliged to accept them. :

66. Those who take thls view favour the cre-
ation of new reserve assets ]omtly by and for all
Fund members on’ a uniform basis. It was
proposed to us that special reserve drawing
rights should be created in the Fund, financed
by special lines of ‘credit to be provided by all

' Fund members. Another proposal put before us,

based on this view, provides for the creation of
reserve units for all Fund members, each of them
undertaking the corresponding obligation to ac-
cept . transfers of units under procedures and
rules to be established. It is recognised that in
such schemes, too, the main burden of financing
would rest with arelatively limited number of
countries whose currencies would be mamly'
requested by the users of the sdleme

67. One member favours a solution ‘which
would provide (a) reserve units for a limited
group of countries, together with facilities for
all other Fund members financed by the limited
group, and (b) special drawing rights for all Fund
members on a uniform basis, financed by lines
of credit extended to the Fund by each member.
This proposal is designed to combine the advan-
tages of a universal approach and an approach
involving different arrangements for different
groups of countries. The point was made that the
total amount of new reserve assets to be created
under this dual or combined approach would not
necessarily be different from that which would
be created under any alternative system.

3., Provisions for acceptability and use
68. Any new reserve asset would, of course,
enjoy a high ‘degree of acceptability for each
individual member of the scheme owing to the
obhgatlons of the other participating countries
to accept it. However, since the world will be
unaccustomed to it, there is general agreement
that such a new asset would have to havecertain -
additional features to enhance its acceptability.
Three general categories of provisions to ac-
complish this objective were discussed: a gold
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value guarantee, interest and provisions . on
holding and use.

(a) GoId value guarantee

69 There ‘wds: a consensus that néew reserve -

assets:-should, as a step towards assuring: their
full acceptability; have a gold value guarantee.
It was assumed that if the assets took the form of
drawing rights created under the Fund's Articles
of Agreement, they would be covered by the
Fund s maintenance of value guarantee 'I'here
was a consensus that in other cases a gold value
guarantee of the kind ‘that attaches to claims
under the G. A B. would be. appropnate

( b) Interest

70. . We consrder ‘that interest should be pald
on. new reserve . assets, mainly in.order to
encourage the holding of them as-a supplement

to gold-and reserve cutrencies. A number: of -

suggestions were made:as to a rate that would
- satisfy this objective, while not being so high.as
to. compete with that: obtainable on reserve
currency holdings. Wedid not think it necessary

at this stage to reach an agreed view on these
matters

(c)- Holdmg and use

1. Proposals under tlns headmg have the gen-
eral objective of enhancmg the willingness. of
monetary. authorities to accept the new. assets.
Some of them are also intended to serve other
" purposes, such as promoting the workmg of the
ad]ustment process (We return to this aspect
in paragraph 81 below) anary attention was
‘given totwo basic techniques. One was.a holding

limit. under which a.participant would-not be -

required to hold.:more of the new assets. than an
agreed multiple of his cumnlative allocation. The
other was to link the use of assets to the use of
gold or total reserves. Under a ‘drawing right
scheme a partxmpant s obhgatlon to accept and
hold the reserve asset would be limited by the
size of the credlt line wh1d1 he would have to
provrde to the Fund The dlscussron of the above-
mentloned tedlmques, therefore, concerns mam-

ly schemes thch are based on umts and not on
drawing rights.

72. It was suggested that a holdmg lrm1t tedl-
nique would make it possible for individual par-

ticipants to avoid ‘acquiring a disproportionate
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share of the units. While no participant would
be required to hold them beyond. his limit, the
obligation to accept  them would continue;

Various suggestions as to the size of the. holdlng
limit were put forward. -

73. Those who favour holding limits recognise
that, in any reserve unit scheme with such limits
and in which the obligation to accept units would
continue beyond the limits, it would be necés-
sary to have agreed provisions as.to ‘what hap-
pens beyond the limits. Under one suggestion, a
participant acquiring 1inits in' excess of his
holding limit could continue to hold such units,
or, at his option, transfer them to.an agent, who -
would redistribute them- among - other- partici-
pants in exchange for their currencies, on the

basis of appropriate. criteria.  While- transters
within the holding limits could take: place freely
anddirectly without the intervention ofan.agent,
the proponents of holdmg Himits: were of the
view that the use of an agent to redistribute units
held in excess of holding limits would not.be a
significantinterference withtheirtransferability.
Another proposal was that-excess holdings of
units be converted under an agreed formula into
gold provided by participants: who are.below
their limits. In both proposals, it is-envisaged

.that, -as' experience was .gained in-the use of.

units, -holding limits_.mi,ght -over time be. less

needed or even discarded.

74. One member who favours a holdmg limit
considers that thls by itself would not suffice to
ensure orderly transfers of umts and to avoid
making * the acceptance obhgatlons unduly
burdéensome. He therefore suggested that there
should be an understandmg among participants
accordmg to which transfers would—tend towards
an equitable distribution of ‘units, .among coun-
tries not in balance-of-payments dlfflcultles,
broadly in proportlon to other forms of reserves

75. The second major, tedmrque of provrdmg
for the acceptablhty of units would bea transfer
ratio hnk.mg the use of the reserve umt to gold
In the scheme put before us eadl transfer of units
would be accompamed by an eq\uvalent transfer
of gold. The participant Teceiving the ‘units

could, if he wished, waive ‘his right to receive
gold.

76. Anotherproposal whlchwould make partlal
use of a transfer ratio, would not require it to be



employed except by anindividual participant
who had become ‘a net debtor of the system.to
an extent that reduced:his holding: of units te
some "lower holding limit" expressed as a per-
centage of his cumulative allocation of units.
Below that limit aniy transfer of units would have
to be associated with a transfer of gold or other
reserve assets in a ratio which might be either
fixed or progressive.

77. Anothersuggestion wouldbe to require that
the use of units be linked not to gold alone but to
gold plus other reserves. Some other possibilities
were also put forward, including the suggestion
that participating countries hold units broadly

in uniform proportlon to the total of other re-
‘serves.

78. It was recognised that the use of newly

created units mlght have spec1al 1mphcat10ns'

for reserve centres ansmg out of the probablhty
that countnes using units would normally want
to acqulre dollars for operations in exdlange
markets. Such countnes would find it more con-
venient to sell units to the United States than
elsewhere, but the dollars so acquired could pass
to other countries that might wish_to convert
them into gold. Various suggestions were made
for dealing with this problem. Under a system

of holding limits, it was suggested that a country

providing: gold convertibility - should have the
option to transfer .units. to other participants
directly against delivery of its own.currency:
Under a‘gold transfer ratio system; such a coun-
try should have the option to convert its cur-
rency-into. gold-and units at the transfer ratio.
It was agreed, as a generalprinciple, that reserve
- units' should not be ‘used -solely to change ‘the
composition of a member’s reserves.

79. Proponents of a: holding: limit suggested
that this method of assuring the acceptability of
reserve assets was the one most consistent with

the objective of creating an independent reserve

asset. In their view, linking.the use of new
assets' to other assets and especially to gold
would have -the following disadvantages:: it
would compromisetheirstanding as an independ-
ent and full supplement te gold; it would also
make for: difficultiés in the circulation outside
the limited group if that were desired; countries
would have a disincentive to.use units when in

deficit, but -would tend to use dolars: instead,v

and this could mean that. the reserve .centre,
although in equilibrium itself, would be faced
with conversions of dollars into gold by surplus
countries on a larger scale.than would occur. if
deficit countries were more willing to use units.
Furthermore, in this view, if a gold transfer ratio
were established, it would become more difficult
to convince the public that the ,world’Smonetary
authorities had been able to break their depend-
ence on new gold supplies for increases in re-
serves; in addition, countries outside the group
would be inclined to increasethe proportion of
gold in their reserves, while countries inside the
group that maintain low gold ratios would have
to:acquire: additional gold in order to be in.a
position to. make desired use of reserve units.
For these reasons, there could be an increase in

demand for-gold, which would tend to converge
on the reserve centre, -

80. 'I'hose..who favour a: gold transfer. ratio
consider that it would have the following advan-
tages: it would allow direct transfers of units
between participants without any guidance by
an agent; it:would bring units nearer to an equal

footing with gold than would holding limits; and
it would make: units more acceptable to mone-
tary authorities, and more convincing to the

.market, as a supplement to monetary -gold.. In

their view. the unit system would thereby dem-
onstrate beyond doubt that the monetary au-
thorities had been able to break their depend-
ence on new gold supplies for increases.in re-.
serves. Thus, one .of the main factors that has
contributed to gold hoarding and that has:given
rise to doubts about the long-run stability of the
established price of gold would disappear and
demand for gold could be expected to. lessen:
Moreover, there are in their view no grounds
for expecting that.a gold:transfer ratio would.in
other respects lead to additional demand for
gold.- Countries ‘outside the group, seeing that
group countries had broken their dependence
on gold, would have little reason to increase the

proportion of gold in their reserves. As regards
countries' inside the’ group with low gold: re-
serves, it was pointed out that they were in any
case not likely to be faced with a problem for
some years and that the problem could be met
when it arose by channelling new gold supplies
to these countries or by relatively modest gold
reshuffles. The proponents of a gold transfer
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ratio are ofcourse: aware: that over the longer
run the gold element: inthe ratio, would ‘have ‘to
be' lowered, since the rélative share:of gold in
world reserves would decline: Inorder: to: safe-
guard the United States’ gold:stock; they envis-
age that:dollars: presented to .the United States
for cenversion could be:counvérted either into
gold- (as: at. present): or fractionally (up to; the
transfer ratio):als¢ into units. Proponents of a
gold: transfer ratio: also consider: that: it would
tend. to: strengthen: balance-of—payments disci-
plme for deflcrt countries:: - et

81. - Manyf members -consrider- that, in- 6rder-to
maintain: full iconfidence in.the loperation .of a
system of - deliberate  reserve. :creation; there
must be arrangements to:preévent:misuse: of the

new assets’and to lessen the risk:of:long-term-

transfers of real resources. :In:their:opinion it
would not be enough, given the uncertainties
mentioned in paragraph 34 withirespect to the
quantitative assessment:of reserve heeds; torely
solely. orr the 'safeguard: that new reserves will
be created in judiciou$ ameunts. They therefore
believe that it ‘will be wise to! provide for some
"additidri‘a’I ‘sa'feguardS“ The 'gdld" transfér i'atio

the view of its proponents, be such a safeguar_d{
Other safeguards suggested were ‘that reserve

drawing: right$-should be used:pari passu with
an: acquisition:. of ‘curréricies frem:-the Fund,
either by'means of a gold payment or by the usé
of other-available:drawing: rights; that countries

with' drawings outstanditig in their: Fund-credit

tranches  'should: use their allocations of. new
assets in‘the first place:for repurchasing their
currencies from the Fund; . .and that persistent
debtor positions in'new assets could:be avoided

by rules concerning the:average: net yse-:to. be :

made of the assets overa: longer penod.

82 Other members, whﬂe agreemg ffully on
the ‘need: to simprove' the 'adjustment:process,
believe-that it would besinappropriate- to-attach
special disciplinary provisious: to:the use of
reserves that are.designed.to: heun¢onditional.
Such special provisions would in their view'be
inconsistent with'the character of reserve-assets;
the loss of which.in any-event imposes in their

opinion restraint on countries in deficit: Further-

niore, theyconsider that the propesed conditions
on-the use of reserves -would:be asymmetrical,
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since.they -would: not:impose .corresponding
pressures. on: countries in. surplus; . Instead:‘of
attaching! built-in: disciplinary restraints. to; the
use of new assets; these inembers would rely on
reserves being créated in judicious amounts and
only in: responseito-a:collective: judgment re:
garding global needs: for reserves.. - -

4. Decision-miking

83, Organisatiéhal: arrangements for detisions
on ‘the‘activation of ‘a contingency plan and for

- subisequent’ de¢isions on ‘reserve creation may

vary‘accordirig:to: the type of scheme adopted.
Whidhever séheme is adopted, itis essential that
the organisational arrangements for such ‘deci-.
sions should reflect the two princjples outlined
1n paragraph 56, namely, (a) the interest of all
countnes m ﬂre SIm( ‘__'th workmg of the mter—

substarmal art ‘of the f1nanc1al
strength behmd any new asset

84 < Thus; there isagreement that, W1th any type
of 'scheme, decisions on-the timing’ and amount
of ‘new - resérvié creation should be tdken on
the- basis ‘of ‘@ proposal -from an-independent
authority. ‘A ‘propésal ‘ could .also comé from
participating ‘countries; in:-which case it would
be: referred o the' independent authority -for
his advite.” This :independent -authority “could
be the Managing-Director of the LM.F. In the
view of some of Gur - members, proposals should
also'be referred:to the Secretary<General of the

O.E.CiD."and the General M&nager of the B*L S
for their advice.: ;

85....Furthermore;: a: maj erity of members fa-
voureda:two-stage procedure whereby, which-
ever scheme is adopted; a propesal would first
be-ecnsidered:and decided:upon by the membezs

_of the limited: group and, on being. accepted by

the: requisite qualified majority vote, would be
submitted to; thelappropriate bedy. of;the Fund

_ which-will decide;accordingite a specified vating

procedure; whether it will.be accepted;er not.

_ Semernembersbeheve%thatthereqursltequahﬁed

majority: vote:in‘the limited group:should be on
the:G: A.B. model..Qthers believe: that if a pro-
posal obtainedthe requisite: weighted vote in the



limited: group, but;was opposed:.by less than a

majority of the unit votes in that group, it-tould
“ be referred toa vote in the Fund, where a heavy

qua’hfl“d ma]onty would ‘then’ be requlred for
ﬁjual approval o

86.-Some members held the view that 1f re-
serves were created and distributed on .a - world-
wide basis through the Fund, or a Fund affiliate,
the only proper forum would be the Fund itself,
or its affiliate. In this view,; the' decrsron-makmg
procedures should recogmse the partrcular re-

SpOIlSlbllltleS of ‘certain’ countries by providing '

that decisions {0 create reserves in the Fund, or
a Fund affihate, would become ‘éfféctive only

with the support of SOme quahfled ma]onty of
Find members, .

87 It has been suggested that any ‘member
dlssentlng from'a decision'to activate a’ contin-
gency plan should be allowed to’ opt otit of the
nghts and obhgatlons 1mphc1t inthe initial distri-
bution of reserve assets, while’ retalnlng the
pos51b111ty of taklng part in the scheme later. As
far as subsequent dec1s1ons on Teserve creation
are concerned, the view was put forward by

some Deputies that a participant:should: not: bé
allowed to opt out of individual decisions, while
retammg hlS membershlp in the sdleme. L

By Liquidation, withdrawal and amendment 7

88. We have not given detalled consr el
tfo pOSSlble hquldatlon and wrthdrawal provr-_
sions. Webelieve that a contmg ncy plan should
contain provisions for liquidation and’ Wlth-
drawal, and that these should be consistent both
with thelong-term ndture and with the monetary
character of the arrangements envisaged: In
order to'reinforce the acceptability:of new ret
serve assets, there should be provisions assuring
holders that they would be able to realise their
claims within a reasonable penod if a('w1th-
drawal or hqurdatlon actually occured{ but
wrthdrawal provisions should adequately safe-

guard the mterests of the contmumg members.

89.. Any’ contmgency plan should contain pro-
visions for review and, if necessary; amendment
which will balance the need for stability in-the
arrangements with the need to- adapt them- to
changing circumstances.

IV Conclusions

90. In our mandate we were asked to “deter-
mine and report to Miiiistérs what basis of agree-
fuent ‘can be Teached on improvements needed
ini the international monetary systém, including
arrangementsfor the: future creation of reserve
assets, as and when needed"”. In this concluding
part of .our report we wish to summanse the
bases for reement that we. have reached on
the varied pects of the mternatmnal monetary
systern which we. have’ dlscussed

91. We:wish.to-stress our general ‘agreement
thatthe:stability. and smoeoth: working of the
internationalmonetary systein dependin a direct
and substantial- way upon the:maintenance of a
satisfactory: equilibrium of the balarices 'of pay-

ments 6f thre larger countries: The restoration of -

such an equilibrium is important in maintaining
confidence in the monetary system and in avoid-
ing the danger of massive and possibly damaging
conversions of one type of reserve asset into
another. We, therefore, attach the greatest im-

portance to the adoptlon of mtem;_:'
pohcres whlch .are conducrve to success m
adjusting payments 1mbalances

92. We agree that imprc')veme"nts in the adjust-
ment process are needed ‘and possible; but we.
realise that progress is bound to be gradual and.
this makes it the more necessary to keep thé
pos51b1ht1es for improving the process under
constant and active revrew w1th1n the appro-
pnate bodies.

93. We are in agreement that’ the proceSses ‘of
international consultation, mcludmg" those ' of
multilateral surveillance whidrw T8’ instituted
by Mihisters and Governors followmg" out hrst
Report of 30th May, 1964, have provéd to be
of great value and shéuld bé continued and
strengthened. Since ‘these ‘processes péerimit na-
tions to learn of the effects of-their policies upon
others and to explain theirpolicies to othersthey
offer- important opportunities both of advaricing
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knowledge and understanding of the adjustment
process and of avoiding-conflicts-of policy re-
‘specting:reservesiand the balance of ‘payments
which could threaten the international monetary
system. We .are also agreed that:efforts should
bepursuedwrthm theframework of strengthened
e 'l”"survelllance to av01d by penodrcal
revrew of.reserve pohcres, any sudden and mas-
srve contractron of reserves »

94 We have exammed ‘some - suggestlons for
improving:the status: of 1. M. F. reserve. positions
as reserve. assets and: we are agreed:that- the
Fund should-be asked to examine these sugges-
tions further. : :

95 We are agreed that whlle global reserves

.....

reserves are unhkely to prov1de an adequate

basis for world trade and payments m the longer

nin, because a continuance of large U.S. deficits
must be ruled out'as a source of future reserve

 increases for:the Test of the world, and because

gold-alone is'not likely to supply sufﬁcrent addi-
tions to morretary reserves.

96. Accordmgly, we are agreed that at some
point in the future existing types of reserves may
" have to be supplemented by the deliberate cre-
atlon of additional reserve assets.

97. Most of us are agreed that, although the“\;

precise moment for deliberate reserve creation
is not clearly drscemlble at present it would be
. prudent to begm preparmg for such a contm-
gency now. One member did not share this view.
This.member refrained from participating in the
drscussron and draftmg of all those passages of
this report that relate to the tedmlcal elements
of contmgency plarmmg The reasons underlymg
these different attitudes towards contrngency
planmng for, reserve creatlon are spelled out in
detail in paragraphs 45 and 46.

98 Wh11e those members who are in favour of
_gomg jorwa.rd with contmgency plannmg would
‘not all pro ed in the same way as regards. all

ted:nn,lcal detarls, they are agreed that any con--
tmgency plan should . encompass the following

prmcrples and elements

(1) Dehberate reserve creatlon should be neither
geared nor directed to the financing of bal-
“ance-of-payments deficits of individual coun-
tries; but should take place on:the basis of a
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collective ]udgment of- the TESEerve: needs of
the world as:a wholei:. i

¥ 4

Dehberate reserve c;r Canno
at dealmg with shortirun or éychcal prob- ‘
lems of international demand management

but should be geared to: long-term trends in
globalneeds:for reserves.

(2)

(3) The amounts to be created should be such as
~  to assure sufﬁcrent growth in reserves to
l, avord worldwrde deﬂatronary pressures.
dlsruptwe extemal economic pohcres or
-excessive, straln on. the monetary system,,

_ but not SO large as, to_ create mﬂatlonary

pressures or undennme balance-of ,payments

discipline and the general stabrlrty of the
system

(4) .Any contmgency plan should rest on the
pnnc1ple of creatmg reserves for dlstnbutlon
to all members of the I M F., on. the basis
'erther of I. M F. quotas, or of I, M. F quotas -
plus G. A ‘B. commltments, or of a formula‘
srmllar to the one _on wh1d1 the present ,
LM. F. quotas are based

(5) The, supplementary reserve assets should
be unconditional in principle; nevertheless
there must be arrangements to prevent mis-
use of the new assets and to lessen the risk
of long-term transfers of real resources.

. -It was,.moreover, agreed,that such assets. -
. should. not be used simply-to. change the
composrtlon of a countrys reserves; -this

.. .might be achieved by. some provisions re-

garding.the holdmg and use of new. resgrve
assets. :

(6) The need for supplementary-Teserves, as
ascertained by collectivé Judgment ‘should
bé met through' issues of a new’ reserve unit
whidh is directly transferable betwéeri moii-
etary-authorities:and/or through special re-
serve drawing rights inthe I.M.F. Both kinds
- .of .asset would originate  in.an: automatic
- .giving and. receiving: of -credit-.and would
- confer the right to- obtain other. participants’
.currencies.New reserve assetswouldbeheld
- only by monetary - authorities:. and could,
therefore, notbe used fordirect market inter-
- vention. The existing system of:official inter-
~'vention in the exchange market would not :
" be changed.. S



(7) All countries have a legitimate interest in:::“or.drawing rights, be among the questions to be

the adequacy of international reserves. How-
ever, the major countries with a key role in

the functlonmg of the international mone--

tary system have a particular responsibility
o regardmg the financial backing for any
':fnew y created résérve assets in terms of ac-
| and holdmg such’ ‘assets or’ of ex-
) 'tendmg speCIal lines of credit to the Fund
- ore, the orgamsatlonal arrangements
for decrslons on the creatlon and mariage-
" ‘ent of resetve’ assets should reﬂect both
(a) the interest of all countries in the smo6th
working of the international monetary sys-
tem, and (b) the particular respon51b1ht1es of

a limited group of countries.

It is essential to distinguish clearly between
the working out of ‘a 'contingency plan and
the activation:of thatplan. Activation:-should
not take place unless it was:decided; on the
basis: of a' collective. judgment, that a:cleat
need for reserves would arise ‘in.the near
future. In making this:judgment, the consid:
erations in subparagraphs (1)—~{3)as well-as

(8)

the availability of other eleiments ofliquidity

should be taken:into account. Moredver; the

circumstances in which a decision to activate

a contingency plan could appropnately be

' taken should mclude

S the attamment of a better balance
_ments equlhbnum bet; een’members, ‘

- the, hkehhood of a better workmg of the

ad]ustment process in the future. ..

(9) ‘The deécision on activation of & contmgency'
- -plan and- subsequent ‘decisions ‘én-the’érea:
‘tiofi-of supplementaty ¥éserve asséts would
be taken oii the basis of p‘rbbable' Heeds 6ver
- period ‘of three to five years ahead, with
prov1510n for: ad]ustment m the hght of

: ""crrmlﬁistances S

99 Most ot us iavour, as part ot a contmgency
plan. the creatxon of a, new reserve unit by the
hmated group referred to in. subparagraph (7 ) of
the -preceding paragraph 'I'he creation of such
a reserve unit shouldtake place in, close assocra-
tion with the .M.F. As regards the Correspond-
ing reserve asset creation for Fund members
outside the limited group, the character of these
assets and further particulars attaching to them
should, regardless of whether they were units

i in. a.ma

discussed in a wider forum at the second stage.
The limited group should be willing to provide,
nper. to be agreed upon, the additional
resources for the financing of these assets.

100.:::In the opinion of certain others of us, any
additional reserves should be created in a uni-
form: way for all Fund members, either.special
reserve drawing rights in the Fund or reserve
units in a Fund affiliate. Financing would be
provided,. either by a sufficient number of coun-

_tries with strong currencies or by all Fund mem-

bers, through special lines of credit or acceptance
obligations. In any case the main financing would
be supplied by the group of countries mentioned

“*-'in'subparagraph (7) of paragraph 98.-

101. A dual or combined approach was also
suggested by one member This would compnse
reserve units along the general lmes proposed
m paragraph 99 and drawing nghts for all Fund

members ﬁnanced by lines of credlt from all Fund
members .

102 As .concerns the mstltutronal arrange-
ments and voting procedures for. taking. deci-
sions, both on the activation of any contingency
plan and-on.the amounts and timing of subse-
quent reserve. asset creation, we have not yet
reached agreement. For a. discussion. ¢f these
questions-, :we refer to paragraphs.83—87.

103. There dre also other’ problems of partlc-
ular interest 'to the Group on which further
work ' remams to be done. In the’ ﬁeld ‘of ‘delib-
erate reserve creatlon, this 1s for mstance the
(‘:ase W1th regard to the provrsrons whrd:\ should
govern the use and’ acceptab;hty of new reserve
assets, a _problem on which'we have not yet
reached a conclusron Apart from future reserve
¢reatio: there is also further work to be done
on’ some ‘of the possxble rmprovements in the
international monetary system which we have
discussed in chapter 11 of our report Thus, the
role of multilateral survelllan(:e in- revxewmg
reserve pohcres, and the tedmu;ues for min-
imising strains on the system “through ‘better
adjustment policies should be given further con-
sideration -in -our Group.: We.recommend -that
the Deputies .continue to study these questions,
together: with .any- other questions of-common
interest to the Group concerning international
monetary reform.
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Deseription of main schemies

1.: In our work we have considéred a number
of proposils for: the deliberate creation of re-
serve assets. In-what fellows we present a brief
descnptmn of . the mam schemes put before us.

200 personal proposal has been made to us: by
the Secretary-General of the O.E.C:D. that, as

R
LnSal B

units. Membershfp of the hm1ted ‘group

be ‘open-ended. It would be open to countnes'

that "qualify: for ‘assuming the .obligations ‘at:

- taching to'participation in-the G, A.B.,:that have
‘currehcies whith areteonvertlble and‘available
for use':in shoit-term® international assistance

operations, that-assume the obligations of multi=

lateral surveillancé and that acceptiany agrée-

ment that nié‘y ‘be- reached’ on'‘the -adjustinent

iti ‘embers of the. group

o A-clear- distinetionsis: ‘drawn between sthe
&greement ‘on‘-contingency ' planning -and': the
agreément to activiatéthé scherue: Bothi'decisions
should be uniatiihous: As:concerns’activation-a
Gualified ‘majority: vote underia special: proce-
dure could also be envisaged.. The:decision: on

20

a step whlch should be tak n 1mmed1ately and
w1thout waltmg for the outcome of contingency
plamnng, theexi tmg lmes of credlt to the I.M.F.
under the G.A. B. should be made avallable to
the Fund for use in exd:ange transactions not
only. w1th GAB.' Pa its b
other IM F countnes S

| Scheme A

aetlvatlon would be taken in the: hght of circum-
stances; for.instance, after: a better. ‘balance-of-
payments-equilibrium within the:group: was at-
tairied; and:after:rules for improved adjustment
policies had beéen agreed sipon. At the time of
the activation the.group«would:decide to create
resiérvesfor a periot: of several syears, with the
possibility. of: adjusting: such ;decisions WJthm
eertam hmlts dnrmg that: pemoda TR

ahlt mth an absolute gold value guarantee of the
G A B. type, and would have interest attached.
be

- ;ectly tljansferab}e o other
parhcxpants in'the books of the Agent, (LM.E)).
Patticipants would' Have 'to-supply- agéinst the
reserve udits theit' own cuffency; of which they
assure,convertibility.. A special feature. of-this
scheme:is; that,.not, only. fox ensuring, accepta-
bility but,also. for.other. keasons, (see, para.-80),
each transfen.of reserve units, would, have to be
accompanied, at least initially, by an equivalent
transfer of gold; tlus ebligation could be. walved
at the option of the country Teceiving, reserve
units. To safeguard the position of the United
Sta s afainst Eonversions of reserve tnits into
gol "'v1a dolIa‘i's prmfls:on 1s‘i:na‘dé forthe Umted

i)reserite& to Aieri' by 'member§ bt only into :
goltl but “fractxoﬁah {up tB ‘the’ ti'hhsfer raho‘j

1f—1

so mtb l‘eserve u:mts".'"

is sdIeme attaches partxcular 1mportance _
to theroleof multilateralsurveillance asa frame-
work for consultations.on the-use:of the reserve



units and on reserve policies in general, ‘and in

particular on the role of traditional reserve: cur-.

rencles inthe new reserve system.-

7. The detalls of how non-group countnes»'

would part1c1pate would be left for later drscus-
sions in a broader framework One p0551b1hty
menti ed_was that the Fund should on thebasis
of,the lmes'of credrt extended to it by the group,
provrde uncondltronal drawmg rlghts to those

'Annei 1

Fund members not participating in the scheme.

Such unconditional drawing rights: would carry
with thein' some - oblig'at'ion to assure the tempo-

: -rary use of the asset ‘and to-avoid a permanent

sources from the group coun- '
tnes ‘to mdlvrdual non-group countnes, s1nce
such transfers are not considered to be in'line
w1th ‘the stnctly monetary alms of dehberate_

......

Scheme B

8. Another proposal provides for the . simul-
tanequ.s creatron of reserve units by a hrmted
group of countnes and of spec1al reserve dr

decrslon to estabhsh th1s scheme would be taken
under the auspices of the Fund Board of. Gover—
nors and ‘would enter into effect after approval
by a quahfred ma]onty of part1c1pants w1th a
specrfred share of ‘the allocatrons, Proposals for

reserve creation, contammg equal, amounts of

reserve umts and S. R.D. R.'s, would be put for-
ward, by the Managmg Director of the Fund (or
by members), and-decisions on them would be
taken under separate voting procedures by:-the
limited group and the Executive Directors; of the
Fund. These ‘decisions ‘would become. effective
for the limited group,. and.for the Fund, when
participants ‘with a qualified majority of the
shares of allocations.of each reserve asset had
signified that they had completed all require-
ments necessarv to bring the decrsxons into
effect in' accordance-with their aw. The Man-
aging Director 6f the Fund would play-a co-6r*
dinating rolein conslderatlon ‘of reserve creation
proposals by the two decision-mmaking ‘bodies.
A participant accepting allocations - of reserve
units would also be required to accept drawmg
nghts created at the same hme

9: .SiR.D. R swouldbe created for each member
‘country in the Fumnd in proportion to its quota
and would be available at the:discretion of the
- holder on terms of use similar to. those\applying
to.the gold tranche. All participants would be
required to provide unconditional:lines of credit
to the Fund in their own currencies at least as

large. as the allocatlon of S.R.D.R.’s and would
also agree to make these currencres fully con-
vertlble when called by the Fund When a coun-
try's. hne of credrt is called that country s
S.R. D R.’s would i 1ncrease by the same amount,
'I'hls proposal would extend S R.D.R.’s fully to
all Fund members. without regard to whether
they had Fund drawmgs outstandmg smce dehb-
erate Teserve creation should take no account
of the balance-of-payments posrtrons of mdrvrd-
ual countnes The S.R. D.R,'s used by a country
would be reconstrtuted erther by its own pay-
ments of convertlble currencres to the. Fund or
by drawmgs of 1ts currency from the Fund by
other countries exercrsmg their special drawing
nghts, in accordance with pohcres to be estab-
hshed by the Fund.

10 As regards reserve umts created b‘y the
lumted but open-ended group, and allocated m
proportlon to part1c1pants share of Fund quotas
plus G.A.B. and similar commltments to the
Fund, their transferabllrty and acceptabrhty :
would be assured by an 1mt1al holdmg limit for
each partlcrpant together ‘with a gold ‘value
guarantee Such holdmg limits would be defined
as a multrple of three trmes each partrcrpant s

: cumulatlve allocatlon of reserve units or /s of

the total reserve. umts outstandmg, wh.rdlever
is smaller. If units are presented toa partrcrpant
beyond his holdmg limit, he would, accept them,
but could in turn transfer them to an agent who
would redrstnbute them among other partrcr—
pants on the basis. of appropnate cntena To
ensure that the unit will serve to supplement
aggregate reserves and that its purpose will not
be frustrated by destabilising shifts in the com-
position of reserves, any participating country
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‘Annex 1

which fulfills: its: exchange:stability:<obligations
under the Fund Agreementby.freely buyingsand
selling gold may, . at:any:; time,, at. its, gption,

present units; to‘vgngthgg.;.gamglpaMQ c,oux;t(ry
agamst payment in, the

1'1" Meinbers of the limited' grou
be required to allocate an appropnate propor-

entipgcountry’'sown  use

tionsof reserve units;created by them, or alter-
nativelyamountsiof their own: currencies; to;the
Fund WhiCh would-admindster these fundsforthe

3

the group would ha e’to v xtend as part1c1p‘:‘

-m dle

as outlined’in 'paragraph 9 of this Annex.”’

12, Accordmg to this’ scheme (d_eSaned}by” it
authors as ‘a sample schéﬁ{é),' H mémBers ’bf thé

et

ts‘w

1

1ﬁed perceﬁ{age SE tofal G,
"iﬂ]erence 'I'he

?Xe

elgcent ge of sucﬁ countne$"G A B

g 1 v i I

déd, 'o tfa i) roposa
fc"torofthe_ M.F.,

SN ,rHl(\
s that

é specﬁled

-.5,-

credlt llne

scherm

3 “r ‘ '\ ]
'fﬁe same procedf e
i g

creat

14, <The opemtmg mehﬂJel'Shlp‘ of : tbé: schem
- would»be::opén<ended; ‘sinte: there : would: be:ra
review:of membeérship-every four years. At the

22

sAme’ titiré the Humber of ‘operating’ ‘tembers
Wﬂ{iﬁi be Ilﬁlltéd by the fact tli%it all bperatmg

)C ’ assﬁme the obhgatmns .
off m‘ﬁitllateral’ s{lrvelllance and to accept any

cdimtnes f.h’ét &ere not; 6perat1ngv members

15 Raserve umts would be:- denommated in
- tefms'of-aigiven weight of gold;:they would-be

fully 'gold-guaranteed;: they would:bear a low
raté of “interest' and:-they would - be': directly
transferable bétweeri- monetary authorities, in-
cliiding those of countries that ‘were not oper»
kmngmembers, and'the E M B

16.“ Umts woul_: be allqcated to operatmg
members- in. proparuon .either. .to- thelr Fund
quotas,or to their Fund quotas plus G.A;B. com-
mitments, . 'Ilhe xules,:governing . allocanons 1o

non-operatingmembers.haye been left for later
determm-atlonmthe[ ecqn phase e

s S

whﬂst obhged to
buy units without limit ' agamsi his own cur-
rency,would have an.upper:and-alower holding
limit. Fhe«ndpper holding $imit would be defined
in terms of a uniforin multiple-of his cumulative

“allocations.:Any accumulation -of :units by an

operating member iabovié-hisupper:holding:limit
would, at thdat member's: optioh; - be convertible
into gold by ether operating mémbers who were



below their upper holding limits. The lower
holding limit would be defined in terms of a
uniform fraction of each operating member's
cumulative allocation. Any ‘transfer of units by
an operating member whose holding of units
was below his lower holding limit would be
accompanied by the transfer of an agreed pro-
portion of gold or other reserve.assets.

Annex']

18.  ‘Backing for the units in the event of lig-
uidation or withdrawal would be ensured by
a'provision that all recipients. of units, whether
operating members or not, would undertake in -
such event to return to the 1.M.F,, as agent for
the scheme, the same number of units as they

had cumulatively been allocated since joining
the agreement.

Scheme‘ D

19.  -According to this proposal, of which there
are a number of variants, special reserve drawing
_rights (S.R.D.R.) would be deliberately created,
consisting of unconditionally available drawing
rights which would be additional te the existing
unconditional and conditional drawing rights
of Fund members. S.R.D.R.'s would be distrib-
uted to all members of the Fund, broadly in
proportion to their I, M. F. quotas. Financing and
transfer of the reserves so created would be

- ‘accomplished by each member providing to the
Fund an unconditional line of credit in its own

currency at least equal to the amount of
S.R.D.R.'s allocated to it.

20. Particular S.R.D.R. proposals differ prima-
rily in the degree to which the special drawing
rights would automatically and immediately be

made available to all Fund members for adding-

to their monetary reserves and for use in settle-
ments. One proposal would make S.R.D.R.'s
available only to countries which are not, at the
time of the creation, making use of their condi-
-tional drawing rights, while providing condi-
tional drawing rights for Fund members which
are making such use. A second proposal envis-

ages that S.R.D.R.'s would be available without
~ policy conditions, but that they would be used

pari passu ‘with an equivalent acqu1s1t10n of
currencies from the Fund, obtained elther by
means of a gold payment or by the use of other
available drawing rights. A third proposal would
extend unconditional drawing rights to all Fund
members independently of their position in
the Fund.

21. In order to ensure adequate financial
backing of such S.R.D.R.'s it would be necessary
that a sufficient number of member countries
with strong currencies should put up large
enough credit lines in favour of the scheme. One
proposal, put forward by the Managing Director
of the Fund, provides therefore that, while deci-
sions on the creation of S.R.D.R.'s would be
taken by a majority of “weighted” votes, they
would only become effective when members
having #/s of total quotas under the scheme have
agreed to grant to the Fund a credit in their own
currency, provided that this includes a special
majority of certain specified members. Another
variant proposes that a limited group of coun-
tries with “'strong’’ currencies should, as a group,
take separate decisions on the provision of
credit lines to the Fund both at the beginning

and on the occasion of any further increase
in S.R.D.R.’s.

Scheme E

22. A reserve unit scheme in which all Fund
members could participate could be created
through a special affiliate of the Fund ("Inter-
national Reserve Fund”). This scheme and the
previous scheme could be combined by pro-
ceeding first with the establishment of special

reserve drawing rights in the Fund, to be
followed later by a reserve unit scheme.

23. On the adoption of a decision by the L.R.F.
to increase reserves, all members of the L.R.F,
would exchange claims with the LR.F. in
accordance with the rules of the L.R.F., unless
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Annex

they decided not to participate in the particular
increase. Members participating in this.exchange
would acquire claims on the I.R.F. expressed in

I.R.F. units of gold weight, and the I.R.F, would_

acquire corresponding claims on the member.
The exchange of claims between the L.R.F. and

participants in the increases in question would’

be in amounts broadly proportionate to I: M.FE.
~ gquotas.

24. On the occasion of any creation of units,
‘participants that had made a net use of condi-
" tional drawing facilities of the . M,F., would be
required to reconstitute those facilities through

repurdrase up to an amount equal to the reserve
units they then recerved

25. - Units and” counterclalmsn would ‘enjoy - a

gold value maintenance- guarantee and wonld
bear interest. -

24
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26. Units would be usable only to meet over-all
payments deficits. Each country would under-
take to accept transfers, against dollars or its -
own currency, up to a holding limit (e.g. three
times its- cumulative allocation). These provi-
sions on transferability might be supplemented,
to. the extent.necessary, by rules intended to
distribute equitably among net creditor coun--
tries those units disposed of by other countries
in order to meet payments deficits. -

In. order to ensure adequate financial
backing in strong currencies, it will be necessary
to have minimum participation requirements for
the establishment of the I.R.F., and requirements
of majority and effectiveness for the making of
decision by the LR.F., similar to those to be
provided for in the case of the S.R.D. R
pmposals '
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MEMBERS OF THE GROUP OF DEPUTIES

Chairman
O. Emminger
Vice-Chairman
A. B. Hockin
Belgium M. d’'Haeze Ministry of Finance
’ C. de Strycker National Bank of Belgium
Canada A.B.Hockin Department of Finance
R. W.Lawson Bank of Canada
France M. Pérouse Ministry of Finance
B. Clappier Bank of France
Germany " R.Gocht i Federal Ministry of Economic Affairs
O. Emminger German Pederal Bank
Italy ., G. Rota Ministry of the Treasury
R. Ossola Bank of Italy
Japan H. Suzuki Ministry of Finance
G. Suzuki Ministry of Finance
H. Mayekawa Bank of Japan
Netherlands Jonkheer E. van Lennep Ministry of Finance
' ) G. A. Kessler Netherlands Bank
' Sweden K. Wickman Ministry of Finance
S.P. Joge Bank of Sweden ,
United Kingdom  Sir Denis Rickett . H. M. Treasury
Sir Maurice Parsons Bank of England
United States F. L. Deming Treasury Department
J.D.Daane _Federal Reserve System
Observer
National Bank of Switzerland M. Iklé

J.Lademann

Represeniallves of international institutions

Representing the Managing

Director of the L. M. P. J. J. Polak
. J. P, Salié

Organisation for Economic

‘Co-operation and Development

- (O.E.C.D) J. Cottier
Bank for International Settlements
(B.1.S)) -

M. Gilbert

Secretaries

M. G. Dealtry - (B.1.5)
A. Guetta {I.M.F))
H. H. Travers (O.E.C.D)



