jmnopucncm

o L N nnvjnv i ruh,lhh inge 1\L‘onu1 non Loy "y"LLm hes pasced
. . . ) 7 H

jthrouﬁi:i_:rﬂn_stug:u - the nadd zeandazd rader nhidh-gald wag thc gnly ”Urrv

~hanys cLa“dald imder -«

e - T of iﬂl::-:qui-:r.ml

Cpravie sourct of -;)Lm‘n...i i.on J"nud" I'y and  khe moesug F.r.\:_'

nirg dpfj“;hb md the dallar axchaane stunn"“n nndet

rcLilan Antematicnol paywe

whlch Lho 1.5.% Lepl aead uier? Auy vhe fnjer aid tihnﬁl poaree of 1ﬁtetnahiqng1

14 {uj--" .}d an the -viuciﬁu}h'meann UTru“tP]JAP 1PswruﬁLion1& payments daficita,
The iﬂﬂt fwb'ﬂta‘e" rorlrc“nd partial quufi1§; £o thg'problnm: related o tha

'aLLanmenL of P4Equ"un iugérn;:iunal'liduidiff and to é éertain asctent: onchlad
thc pnntpnqrmoht ot tha ndjnéan?ﬁﬁ uf'untinnﬂl'dqmentiu pricaes to intcruntiounl

prices throogh chances in fhe exchengs rwalie, The duration and peeviiprities of

a particolar stape to gowms oxtualb rﬂ{urﬂrvu the problome 4nt cobifilicts of To-

wenedling dor itle aconenic sbjoctivan nnd_pnllu eg with the changlnpg xeslities

W Ehe lubrcnetioes? ecoucay and chc ghutoilc. strength of natlons and
mena"nr” and tradi groups in che pursuit of r! cir objectives. Thae growth and

msintouancs of the storlieg Lxﬁhauﬂe standard was aspoclated with th poergais

and Flnancds]l domivnnce of the United Fiapdow, and the growth of the doller

‘standard Lich' the vien o eceutmie prominonce of the United States. The
: ' o cntablishment oF the Srefton Hoode. systum in 1944 with Lo systcm of por valve
e e ~—--——and-the- atriremlyns “code of confiuct Fox Lhc operat1o1 of international aroncmic

Vrelétinnu,ﬁns an ntLonnr tn-r cnnuile dive:gcnt nationai econonmlc ohjecti%es
with Eh§ realities of International 4vvvhn[mantu w1Lh1n a framewerl of inter
nAL;u“nl Po~0“ﬂration and céﬁsulﬁation. -Hd;hﬁat, certaln dufcf‘Lu of the uyu_hm,
partiéulariﬁ_thc prenlinr pdsitioh of thc:Uni;ed States dollar and Che unwiiliug-

. nogs of the mdjor countries to suhmit to Ehe'discipliné nf exchange rate

adjuatinents, did not enable the system to ruaouclln ulverpnnL uarzonal econaic

]

objectives with the realitles of latervalional ecnnomic devulopmentn and this..

hagiresﬁ.t&d iﬁ1requ§uts:f6r_é réform'ofrthe'syétem.
Tu this paper we hall review bri icfly the intexn ational aconomic
changes which hhvc oécurrcd oé ar tha. paqt decdde, the anncr of there chs nges
on the anrarnationa; -nucr r; rfsrpm, the 1Jrueq to’ hp resolvad, the decisiuﬁ ai1
thugo laguas as;indicdtcd Ln th; Horse Répoft; the'qﬁtstaudiﬁg ignues to be

‘rasolved and the Carlibesn approseh to the issuas,

?,{;’@DN‘E? o M,\)g-yﬁf:y 757%0/5’3 '&aﬂ,{;E)QENCLE‘/ (7 2
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relationa.

“eeonomice dominance of the Infted States had beenrsumnuhat rpdﬂce y Lhe rvouLh

~system of Comeanuwenltli preferences aud its network of'monetary and foreign

exchange arrangements of which Lendon is the center pogsed cerfain problems for

"had continued to operate on the sterling éxclmge standard while increasing .the

71 OF. TUERIATEOUAL, ""'w! awer S

]1'}]-”1{: th '\-1r-|" c.<*caf‘(‘ ino--(' hﬂV(‘ ]J(‘r n ghifig in- 'Elt\\’!}.‘nﬂil;u".'lﬂl o o o o

politlieal and'cccnﬂ.L Power ﬂhd cowﬁelvcuLly fa Lhn LOHLULL uf !nkern IJnnﬁ..

+ In {le noﬁ-cmmnuniﬂL wovld the ovc:una1mlnp onlrL1c1] and

of the Luronean Bconeric CQTHUﬁJiV and the rise to cconomic Pfﬂwlnﬂﬁcﬂ of annn.

: Tfle nnlu.:fp;cmcnt of the REZ ko inelode the Un 'Lch TJnngr;m and rome of hr‘r T"I"J'A

partners hard strengthenard thin bloe and- accelcrated Lhe movement tcwdrd the
ereation oF two rival monetary and tradivg areas, the Buropean Economic’

Community and the Unitod 3tates,

- The grathal wvaeakening of the Cowmon:cnth trad 1ng pat:tern wilkh iku

klia countries iuvolved, Uaﬂy of the ccdntr1.u, particularly rhose of the

Commonwealth Carilbean, though direct sarticipants in the Pratton Hoods syntan,

proportion of their trade with non-Comnonwealth countrics, particilarly the

United States of America. Should they become part of ‘the enlarged EE: BrouR e

3. THPAST OU THE THTER mrroxw Iif.’r-’"TAI“f SYETHH
. the fifti&u and, ti o not ouly took place within an enviromaent of eupaﬁding
“wents which. hould bn emphasihcd The first was the wide variatious in the

.tates of grouth of counts aﬂd prices in the varigug countyries and the divcrgent . E

-teme of trade auhznst the primalx producing couuntries during the lake Fifties

and sixtiés

with. 1ts digtinect divigious. into developad 1ndunLr1al countries and count -les
providing prﬁnary cemmodities o hould rhey tlo npen and - ﬂchnthnn economiz

relationshipa Wlth - oLher developlnn rounLrle with similarfproblems°

Thg grouth . of the European Fconomic Community and Janar during

international’ rradc bUC to a large exkent cnutributed to this expansion,

lowever, ﬁlong ide the chpanrion of 1nle:naLlonal trade there wavae QWo develop-

policies in the management of their econories wlhijch contributed to the emekgenee . . - 1
of fundamentnl disnﬂuilibria in the bainnce of ayment. ‘of the mﬂJOf coutbries
The sernnd wag the rlnlng imnor tance of mnnufacLurod ﬂoodﬂ in LoPaT Lr 1lg”

resulting From the_incrcasing use of new.tcchnology and the worsening of the

N
:-,. H

5 an S et
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Tha lavee increase in the volume of internetional trangazliohe

requived an dvercasze inkhe voluue of d-tarsiavie: reserves needed 160 finance’

thoge btrangactions.. The gupp
. ; P : k

{{innﬁﬂlyVMiﬁcd_gold_und'thc_uue of. Tnternatiicnal

Hondtnry Fund, faciliti ot uf thé ﬂnm-,d for renerves to

“finance this incvesse in transacticng and wost of the additional

of oiher rescrve currencids’

.. . .reserves was providad by ©

involved larga th ot~
4 R [}

: primqri]jrdclldrs,'during'thn.

_timwovs h.-dﬂuo of payments 6o part of the United States and
s with balance ofgpayments surpluses of &

.

1n1g9 prnpﬂ“Llon of U.L. dollarg, Thiz weant that these COUHLIJL“ vere nost-

acéeptanné and reteuiion by coung

poq‘nr thetly usequ goads anid zarvices and were enabling.the United'States Lo

'—purnuc:pn]icics some of which were ot accentablo to them.. At the.sa e Lim"

- thig method of incrcasing internationnl liquidity that ig, through continuong

balance of payments deficits of the major reserve currcncies viol&téd'thé_

'kQYﬂtone bf'thﬁ'ﬂretton londa Eystem, that countr exporie ucinr Inndnmenta]

di equ111hrLun uhnull 1rJnrt thair ccchangh raPeﬁi-

4

';-_r_:_};:g_s_l.ﬂ;j,f;:__"r‘n _REFORH. OF TUE ]’.IT ERIIAT FIOMAL HOUETARY SYS LEH

The dissati sfazkion with Lh syskem hecause Of—thé_j.

'reluctance of_countries to cnange Cheir exchange rategl d4id not cncourage

F

prompt balance o[ pa"mn1 adjuptmdnt_through movemenls in the exchange'raté,

Lut ’ ’ : : .

ot left the . cranLon of the majah pvrtlcv of 1vre“ndtronal reservaes Lo pe
. agp )
sistcnt balaucc af payments,di‘chLllbLiwvlled to pres uu:cs for rufbxm,oﬁrthc

- syglkem, ih. Crﬁdtlnn of the -:cility EOf',pecial'druwlng gights {SDRz) in
v11969:wgs atr- 1mp0rudnL aten on Cha Lceu o reform. T provided an’ LuLcrnaLion 1

. reserve auact,WHiuh would'bn subject to eonscioun collective control to
complement gold and at ihe came time reduce tha exceisive accumulabtion of

" regerva currencies. Hosover, ?hilc the creatlon of the SDRa offered a partial

solutipn ko the'liduidiﬁy problemthe problgm bf exchange rate adjustment

remainad,.. Teeczuse of the uninue posiiion nf Lho 1.8, dellar in the fazex -
national,monetaryrsyntem - Lh“ currency of rhc LnrgesL ﬁconomy in the

international ¢ yutcn, Lhc p)inhlpal renerve currency and the main,intefvention
currency ~ 1t was difficenle Zn pracfilse ko change the exchange rate of the:

United Stutes dollaw in tewms of other currencies. - fhe suspension of the

convertiui]it; of Lhe dollar into ﬂolu in Augusc 1971 removed the weang
OL_I.LO ) - ’ - h ) ;
thrgur\ which thc Unlto {could f1FL1L its varions excbange stability

fooblizations ...



oblipgations. 1t the way for Lizieent of the world

currencies during hhn:' .ﬁhncn 2 Amveenent: “Becrmior WYL Daspire the

reniignmcnt eud he f£los mer do Juite 1972, and o furshes

d~ facto vealipumeni upon tha,devniuutign of whe Unized States. dollor

_Febyuur&'l??} thore have i1 gopurring moveiavy crisds eith digrupiive efiectc:

on JnLeLl ational twa-de gad capital wovesionts

b Secibboan coun crien wors )artiéularly vulner--

able to-the rccuL_Jhr c1isés;:_Frior'tn.thehraalignmnﬂt in Pecsnonr 1071, the

Conmoniwealth Cﬂl.hbhdn comulbzics maln a1ur4 tho,"qmo exchange rate.uith the

pound sterlipg ond opevated vhat wan in affechk a skervling exchanpe standard,

'Enlance of payments dofii

r twgen ‘hn ncmnc:'covntr cs5 voero sobbled oo =

quarLchy agis in sterling in acco s hald Uith the Bank of England by the -

el g

“monetary authorilics of the variousn countvias. balance of Pay

between ths count

were setiled throug gh siscling From zacounts held in'Londcn, The devaluation

of the Guyana dnllar-in P

1971 1ed do a climpe in Lhn xahanpc ratey

botheen Lhc Guyﬂna dol_hr'und the 6ther_currcncimn of the rcgion:hut as all tha

in & ¥incd relationship with st llnp (Lnn intare

countriesIdOﬁtinheﬂ to'muiﬂ

vention - currency of the wewbe. COTNLE

ative,vaLu 'for all

“curvencics of the repion were autcmatica 11y maintained. The deva'u ation of Lna

73 and LLL docjlﬁon tdrcbntiﬁUQ the uame{relutiot;

Jamaican dollav in Jnnuory B

phip with tha-U,Sf,dﬂllﬂr =lien 1L was devalhed in ?chfuary 1973 and Lo chon"e

the U.5. doilar as the Jurcfvcnulon curY EdCY not: owiy Lhnﬂgﬂd the LXCU nge
rate relationrhips but.inLroduécd an eleméui of LfCh ANED ratn'instability

bebkween 2z flozhiug pcundfzud tha U.8. dollaw. Ihis intgaducgﬂ an alenonk of

uncertalu(y Teopa:l 11q¢ exc1ﬂupe rai vs and, conserquently uncértnlﬂty with respect

to inter*regionnl,tradq anil fnvoptoent.  Banking andrfnreign-cxchanﬂev
.ooothlous becoma wmoere comple he, 1sense Or Iacx11'i 19 for

hedgingron'rgceipts ahd_payméntq for tyade and capilxl rran achoa in the

dréa.' Howcvér iL hould also be ach “OU]CdE”d Lhur -the changes;iu relative:

';exchangc ratea 1of1arf chaLg:a'in domestib pricg. and zosts of gomo of tha

member countr eP urd to tan oxtenk contriﬁutcd;to tlie more efflcienﬁ Functiom~

ing of the'adjuntMcnt pron¢sn.' e ﬂwrtcn u11ou1ng uavrow"f nxnhln"c marpjnq

>

within Comncn"e SEat qu:ubr"ﬂ rouﬂLrLe jhan bctwecn mgmhers'and now-~frerber -

T S A P O S R S

ot Commotwialith awd the reut of the world




S ¥ the light of the dissatisfaction with the working .of the -
international hunutaryrsyntcm nnd tha r“nvlnr pressures for refom: a Cowmaltten

of Twenty'reprcsenti e U\n ent llc,membq1wﬂrﬁf-ef the IHF woe appointed in

Auguct 1972 Lo uﬂbﬁlt cnucrche”?fbﬁdsalﬁ,for ha reform of the intomaiioual
‘monekaxy ayalbem.

5. Y. 183UES 'mv L PRSOIMED

T\e main Llaosues toibe_re zolvad waere: -
(1) arbﬂx nts For exchange rnte“ndjustmont including
“details of a veserve indicator stiuckure and pro-.

-gedures for a-multi-currcney  intervention systen;

(1iY the eskabllislment of a moechanism for the ereation

of-n'suitahleiyolumc of,inteihAEionnlrliquidit fapd
Lhe dntﬂnnhnatlon of ’he compos 'lion aﬁd {mpdrtaﬁée -
of the variqun'internatiOnal reserve asoets; -
(i3 the piohlum 6£—§onvcrtibili£y_gf thg TOSoYvVe.
;ru:rcn nlea and the cbnsdlidqﬁiou andrhanggcment of
currcncy_renerves;' V
(iv) Lho transg fc: of réal reséﬁgpes_frém deyelqped to

'deanbglng countries through the international
montetary machandam, CoL

(1) CLNE A \DIUST L BE \OGL-:.‘;S

The problem waa to cnsure that balance of paymentsg adjusﬁmenﬁd

for. both surplus ﬁnd(bficit_COuntriQs shnuld”thka-place proapbly and_smodthly

o~

'withod;;hnpédingﬂth. fixee flow of trade and capital, oolu ionﬂ uere "ought ta-
the problem of finding suitable fadicators to 91gnal the need for bofrective-

acgion‘ﬂnd the appropriate prqcédures-fch'indﬁéing ;uch actioﬁ. fn Ehis-
fégard twoxm5in nlte?ﬁativoéawére froécﬁed. Yoder the Firs it Un‘lgnrﬂtﬁteé-
gponsored élteyﬁatiwé ;ounirler UOU]L bo expcéLcd tg take cor1eufxvo action
if Eheir fene%ﬁeé rnu; or fcll bo]ow pcvif*cd LnLLcator poinL .and'rcmaiﬂéd;
there for a vpcc*flod perlod of time uinless there was:a contrnry_movpmént in
lthe GOHptryrs basic bnlanbe ofrpnyﬁent_ ar unlgaq the TIE Exeéufiqé ﬁéﬂ%d'-
ﬂecidéﬂ on wther érounds that gsuch action wag uﬁwarrantcd; Undér the pecond
Vélterhﬁtfye, 5upbortéd Ly most-Eur;éeﬁn coqnt;ié# the main relianrp for
1nducing:cpr#§ctivé_action uould be ba od on ﬁséé ﬂnnL hy ‘the IHI' of Phe :

movements of the country's reserves and its bﬂsic balancn of paynents.

) P > &
Y Taturmabionnl L, .
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hile it was ngfccd Lliak the,ﬁuecgtive uoﬂxd of Lhﬁ iHF v ld

'contlnuc to make decisiong rafard1nr 1nlc1udLrona1 quuidity it s T

cogniﬁcd thnt thiete wan . nﬂuu fur appr onrlafe urncodures luv the detewminatd

nf.glohal'renotvu'ncuﬁs annel Eor deeision making um'SDRfallocc.i:u, cameie] La-

tion and its unc iniintnrnntinnn]'Lrﬂnfdrtlo

i

laving accepted the need to.reduce the propovition of, the naulonrl

reserve currsicies in world reserves it became necessary to determine the
.

‘rolas and fmportance-of the two remalning sources of world reserven - resarves

- with the IIIF, mainly tho ! D" and gold.” Tn addition to,the,problem'df'ﬁhc

T

gereral accephance bf,the DL ag the principal rcserve assct. there were
~cextain feootuves of thﬂlSDR - the lirkeation and yecon Atitutioun requitenents
and the low ‘ate'of'éﬂtcruut paynhlé'on SDRﬁ - wlhiich woald—rdqulru wodifica-

tion if'theirolc of}EDRtﬂqs Lo bé,ezpnuded,'while'cert

2in precedures repand-

'1ﬁg'the-usc of gold weuld have to bc establis hed.

(i1i) COMVERIIRILIFY, COUSOTINATION AED Tl
U VAUAGRITUT 0% CURIEECY TEGRRVES

Thc'insuc of convertibility{ravolvgs around thg nnod Lo enuvevt

natioual currencies into,nomc internatioually acceptable ass eL fcr the

gettlnment’of'claims—amonp various counrrleu. Tha-su mengilon- of d0111r

conVertihility'i1 Lo non in August ]971 left the way . open for rhn rHOJLe of -

anotherx primaryrreﬂe'va asgek {SDRS) to replncﬁ gold'as the'aﬂset in which-

interational claims pould,ho "erlled bt Lcanln ques LLOH" Had first fo

be sblved.” What wasn to bn douo Ultd-thﬂ ourﬂ .1ﬂing étock of dolla;s?-
Shou1d counrlner whn e currencies nig heldrin:mEf%cial-reséfvés; fnr[
example; thb Unlbnd Kinndom énd'thé ﬁnited'ﬁtatés be-compéiiedrtorcbnyért
thelr Uurrencte into -a prlmér; rooofvn assat, qf hmndafo}yrﬂdtklcméntiof
'quséfs:as ifrié qnlled, o1 should sunﬂ'officinlrhalances be convertad into
prinﬂly reserve nsseLﬂ oq]y to the OhtCﬂL that cLb(r cquﬁLrJLu-réqui:éa

-them to do; Further nhculd,scttlement_lnclude thm large outabandinsg
. Ty . : : . LS -3 ’ 5

B

balnuces of raserve currancles, or should they be restrictod ko new

;accumulatlon.? 'Once'thcscfiéﬂues weve gettled, the praoblem. of the nechaniasn

for Settlemenfé vould have te be-faced; Should there bo diroct settloment
between countrias or should £t be wholly or partly ccntrdlizcd iﬁiihe

TInternstional Honektary Fund® .The latkor would involve hn cs taBll énfi



3

of a substitukion fnciliiy githio. the THF into which conntrinn with Lalosuce of

te would Eraagfor pecneve agsets while covntiries with Dalase of

{::1_\,rmc:1':1_:!: rh,-_,l:')r
agynpﬂkﬂ'nurplu“ﬁﬂ wonld roceiva SRS,

Thd'grmuth af these,sff{ﬁﬁﬂl balances would hava Laplicatdons
L o T P R - )

. for the wvalume of intamatisnal 1

wdlity, and sieps would have te be
talten ko cnsure thnt currenty rnﬂnvvnn,bo n-uw"od in nuch a. mannnv ns o

avoid uqﬂo Trdbic cha aliges in the voluna of dnternaticnal llﬂu11ity.-'

ACES TR0k DFVITO““U

Dur:nﬂ che pasL dezade ‘ha-flow of fiﬁan;ial_&id'frmn 
devn]opcd to 4oveloo -0g bbuntriés h%s bogﬁrﬁucg-BIAWQr han thﬁt néedeq to
Vmcgt_the tquirnmentsroi thd_d§v019ping geuntgies or Ehe tnxﬁetdfs}ggestud'

hy cnrfaiﬂ intétnatibnal bodics; 1t was, tho1ofor p10p0 ied that the
supply of devclnpmdnt rcsnurcév )Lruupplemthrﬂ by tho Luhaﬂlishmaht bEia
~link betwcen'the:allohation of interuatiqnal rcsérue ééﬁ;tﬂ, briﬁarily 5Dz,
i;ﬁndgﬁhe proviﬁiou ofireéourceﬂ'to finance:dcvélonmeht[ The.eatdLllshmcng
- “of a new fae Lliky to pr0v1ue 1nnpvfgrr hﬁlancg DE paynents fiﬁancc for
-rﬁéveiéping couqtfiés s also prOposad.

The main isgue focing the Iink proposal was whqther the use of tha

GDR as o ncuus of provxdtnn devclnnnenr finqncr would e akon COFJld?iCG in

the IR and_inhibit_its'development,as_the,principal resdrve agsat of tha

internatlong) monetary gystem. Subsgidiary insues. iuvolveﬂ rhe allocatkion
=on ; - ¥ )

-

of SDRs and the e .utaleﬂhwoﬂr of. approprlare nechani'.s for fhe tra fer of
resourdes be the develﬂplng countrleu.

6. - : PECGYU HPAT T 0”” OF TR ol LTITTER OF TURKTY

"~ At the annuﬂl meeting of the LLiF held in Nalro i in Scntember
1973, .the firsk outline of reform”was Suhmitted'tp'thefIUF 2oax d of,

Governord;_outlihing'the igsueg ‘on which broad agrcement hiand beeﬂ ‘reached,

and Lhe outstnndiﬁg ibs@é. to- he reﬂolved or on vmlch futhpr wo1k vas
Teou i.r-ac! .
'-In_uddition to agrccment on Lcchnlcnl issues discussed neluu, it

‘vas envxnawcd that a donsultative body at an ajplopr1ate level wruld be

E°Lﬂb1L"th to. survey. the world paynentfsikuation Yin relation bq;h ¥o the.

gpueral‘working of -the ad Jusﬁmpnt pracass and to dgvelopmmﬁtd'affacting

global 1Lqu dey inclqding a r=v10u of - thp aggrngaterﬁlow-oﬁ real resources

to developing couhtricd and,its finaucinQ,
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rn:ixc_i:-.c .

_Thcruged;fﬁf a-ware tinely and e}:cé ive bli;u"o of ﬁnyﬁontﬂ
nechand s wﬁsrggfced gpﬁh;_ Adfuaticat action may;bé either donestis o
ezLLyﬁﬁi hnd wq@lﬂ bé'baﬁﬁd ;ﬁ rnseive "Jmitu-a; ad on fron “tlie to Einwe
in the Fuﬁd. Tﬁﬁ cﬁgiﬁﬁ:nf tha—ndjusfmcnt méthod'would hd 1§ft to tﬁe

L)
1

buti cound

Ladividual countvy Uould b" crpaciad to't;ke into cengideration

v

'repcrcussxonsiou-otﬁcr countries as well as thé inkernal offgciu.

varticular cases of inbal1nccv w1LI significant intu1qationai

repercuszion would Le oxamvined by,the;ccngulLatlvg bady: A cout yrcould

bocome subject to uoh exarsination if “there had boeu a 01"wrcpowlLoqatc

cisl roserves” or in the Judgment of thes Hanaging .

.‘»'I

voverent in iks of i

. Directét of the JHTF the counttry was facing signifi Lcant Lﬂbdl?ﬂcc avoen

O

though €his was not indicated by a dispronortionate Lovanent in its official

TESeIVEeS.

!

;In.ordcr'to;prcd cmber’couﬁtries uhere noceusary to fnplenent
the ncéc sary po]icie"5 prbviuionﬂ i]l bn naao for graduated progoures bo

.bp app Loc to’ boLh nurplu and defleit countries. .

Externa T qd]uvrnonL ‘through exrhnnge rage chmjgo rﬁill conit lnue

VLo be .a nnLtev of 1ntur ibﬁal,concérn ﬂndrconsultatﬁqn”,'aﬁa con“ctlLL"e
deprcciﬁtion or undgrvaluatiqﬁ wili bé-#&oided?. “The exchange-rate
mgchqniSM'will conginhe gd,bgfﬁésad oﬁ the,qld'par valug systeu and will
“entail é-Sy stem of ofable but adJL.LabTe rates. 'Countxie; will be_cxngctéd'
to édﬁtinuc'to maintain‘ﬁarkét rates for'their curiencies; iﬁcludiné-fhé'
'iﬂtervéntion'cdrréncieé,-ﬁithim’zk per gant dfégitﬁér Sldc of naljrv.
'Howevér,' acoanis ing thaL there could bc ex LcuuuLng cifCUn Lanccs which
.may préﬁeut,a éduntry'frOm "¢1ectxnﬂ thc appLOpri rerexchangéqraté'éon--r
Qibténﬁ Qi;h,edﬁilib?iuﬁ in the medlma term_it wag ngrecd hh#t coﬁntrign-
- ghould be allowed to flcétiiﬁ pﬂrticul&f siguaﬁicus? UU|JOCL to- TﬂF
,guthorizatioﬁ; survéill nLe, ﬁﬁd reviéw.-. | .
There wxll‘he a vtronb érc;uwnLton qgﬂrn s Lhﬂrus -oﬁfcgntrols on
currenr:and capital accounL Lrnn act10n1 and countrjcu will ﬁut be alleved
to uge conLrolé over an pJﬂal trqndacLlolJ fox tho'purﬁobe bf_ﬁﬁiﬂthinimgr

inappruprintL otchnnno rate : or norL benclal Ly,- of uvo;d:np appropriate

adjustment'actionf ..;.?’ lnrQVQr pog vhle, drvclonln" counLr1c ‘411 he

ﬁﬁ
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Sewmtyics ulll be e

,tcd Lo eo uuL“uLo in adopting ucncurfs,

asuch ag* tho

Tecegsary,. fipance avd

anding dsouds 1olaL_ug to the adjustnent procaess

<o The wnin oas

are-the use of chjective indlcators ko lngror off aﬂJu Uhent'dousultatiuu'

" and asnessmcnt_ﬂithin,thc THE,. the typé. of prog fures to Le usod ﬂgn)nrr
counrlj e with large ml persistent,qnbnl ceis, tules fow floatiﬁg anl

mﬁlﬁi—eurrmncy intarvention.

anal Lliguidity and the Comnog
\:_m'l 1"1!‘(‘(_ of rorerve n

C (ALY

It h hocn ﬂzrced”that the Executive Toard of the THF would.
conkinue to maka decisions regavding the appropriate volme of inter-
talbional lieuidisy:-

T

The 8DB will becowma the pfin nal reserve. assal, and tha vole of

nﬁ“ld and-reserve currencies will He reduced,  The DR will alco bLe the

numcxni;o in Lhrnn of wh:nu paz-values will be expressed.  The anount of
-gDRu 3710'"er 1ﬂd the timing of the 1110¢a'ionﬁ will bLe in accordance

-with.lnternat{nnal-liqLidiﬁy;negdg.

() Issudg ULt"LﬂnLl . -

rTho nain oubs tunding i..ues dre the custablichneat of appropriate

_procedures fﬂtrthc datopmmination of global regevve neads and for decision-

making on the SHR, = reducingrthe'COustraints on  khe use of

- the SDR so.as to encourupe Lis usa, and appropriate arrangemoents Ffor pold

in éhﬁ;liéhﬁ of thd desision to reduce ;té,use aﬁd,iﬁportangé as a priuafy
;réné;ﬁe quue' V - -

Ihe Lvé <r*t1 al iusuenron whigh an-inereaping role for :DRV:-
hiﬁﬁcs are its '1u1t1ou and tha '“L“rni.:fi“?f Qf.itc Fiéld;— A das fnﬁ-
'onrthe valﬁation'nf Ehe—SDR,would hnve toibe guided by two main. poinks: -
(1) VLhe cffgc ive ylcld on thn [ B hnuld bL ;uffiéientl‘r
o _f high td'nake-it:d‘“'artave:to dﬁvuire;

{ii) the cffeétivg yiald should.ﬁct‘be,ﬂu_high ag o make

countries reluctant to use it when"in,deficit.



(a) -~ thar

Jeurrpnclos ¢

of a proin-o

(1) “Char the vilue of the 500 in-Croang =cftonr against

currennies

oan overpe I

L e .
!w“n Il Frraiiion

ralue of the DD ju t roarninots

el (..'|L1,11 lr) I'.‘-r' averagu

hnﬂ that the o2 shaulﬂ caryy

r

L1

nhou1d hc ncintzined erual to en’ avevage of ..

a group of ptyvong currencies and thakt the DR .r,-h wld coryy

an Tnicxﬁ'L 1D Lw }ouor ih an on average markes iakeivests ratel

() - "that'the vﬁluc?of tthSDﬂrin transactions ags

innt curcencies’

hou1d h“ Jﬂ?ﬂtﬂlﬂ 2d by the balnnca of revalwations and

_devaluations of currencies
ghould carry a low ox =mcro rate of intewcsiy

CAn an intevin e

approach until a

a0k Lar

in geveral and’ that the

ieasura. it has besn decidedl to uze-the standard basket®

sltuaiion can be agresd upon., lUndei this approach

‘the traasactions value of the SUR would be equal to that of a basket of -

curroncies caloulated on

the bazis of the nreovailing spet rates of Lhe curvenclos

dncluded und,Lheir_duauntd in the *hasket™ would b derernincd'by_thn AL,

The suggoctio ong for the relaxation of coastra 1nl" on _the use of the

SDR:includc:~'

1)y -~ - . the abolition of the exis sbing limits on. acceptance obligakions and

the recounstitution éblifia

tion.

2} 5 . gone relaxation of tiie requirement of nced for the userbfjthe P"

3)‘:, lﬂadificqtionrb
_- SDRg. '
) . - '-f:iru‘z . t&ilthor.i-['.y )
fhéingjrequifcditgrdg Qé
—5)--7 ifﬂe authorit&r
VAccouﬁt,nf the Fund fﬁr

<in 301d or currencics.

5) ' the authorization for the Fuidl to expaond the 1

authorised to hold aud uce

£ the provision on.opiing out of decisiens to allecate

for countries to engﬂgc in SRR fren'aoL“on without
by the-Fuud.

1

for 5DRS to be use:,in,paymentg inte ov.fromt the Genoral

all types of operations aud trapsactions now conducterd

ingtituiiong

T
o

L

§DRs and to pernit additional types of apotat

and transactions’ in SDES.'. L

Thrﬂc nropo n]

posul-uduldlenablc monetary'authoritiec,

have Dheen subnittoed with respect to gold, Ouo - pro- .

Including the Fuad, to andartalke

- - .- _—— - v - bl ra 1 - - e

.



official price of gold vould Lo abolished

frec to wndertake. transactions in gold

ulnu:td'sqll,gnld-iﬂ_the warket, A thivd

jor 0o includosthe purchase of gnld_in Lhe

(iii) Uunvcrt;bllLLv, onsol

N

L each orthar as

proposal exienids the sec

naxket.

Hanagement of Durreiey

hich

n'{-rv‘--‘l

counls 1*1.er- adani .a.-,uu-[' nzv.r vn]ue:: L1l

of theair qurrencics presoniad ko thcm fur'convnl ton, - Thc'aggro"qte vo1 w o

official currency holding will he'kcﬂt

r

ik Bave been reached ' -

T Apreanont on, th need for cousolidainion “has heeu'reachud.

)ott]c In Y_UQTVP ansaby offic

under internatlonal s

the noarlel prod

et

“and _monckary authoaiities tmuld be

nnnrc e

odr

All

clin

1 balancces

urvcillance ane!

-managenent 80 as io relate rhe growth of internaticnal Liguiadley wirh - the

- growth of intérnatiohal trannnctinns;

JOUﬂvc), th]e thao nncd for co"onLrnL-on in Lhc Unnw?enenh of reserve

curfencies has heen recopgrised no dccicion hag

achieving thig objective

W)

m}d ing

The tue waiii  supge ong- rcgnrd ing thc noch

of éxisting balances dre, that guch hnlances

basis, and/or éhﬂt'such balances'should be centralized

through a facility in the Fuad on the bagig of tems to be négotiatcd.

balanégs eould hé exchanged for 5DRe throﬁgﬁ a subsg tlLuLlon facility

in the form of

Treen reached-on the mmthdd for

s for the congolid

nhodlﬂ be,settied'on o bilateral

“Dite

Future -

i che Fund under aﬁproollate rulou. A dOCquon regarding Ihc allocation ko

currency iasuers of'proﬁits or losses

facility would hava to be nade,

arl

i +

(i) "thaL coanttzes vhose currencies ara hnld in official

renerves shpuld be able

ta require ofther countries .

- linft or convestk into,othcr,fescrve asgets further

Increases ia other countries

ho]nlnh, of thelr currena

o 1egaf&1:i11g_ l:l}e mnnngem_@nt of currehcy reserves the main, propos

4]

(ii) . that afftor- pr101 cons ultntidn'with the—Fuﬁd;couni‘leu

- sho ulﬂ per iodlcally chuo e . the POﬂpOSLLlon Gf Lh ir

currency rescrveﬂ;

'y
Nt

-{11-

currcency held ou L dp the canL“y oE

Poainn wiman?

that countries should not gwitch- around their roserves

1np :E'ron Lhe oneratlou of Lhe

ries 3

in puch a'manner[thntithey,increasertheir heldings of a-

-
L

ran

.utabllﬂhed
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-' Sehe 'a;ﬁzfoiw;}\
111{; floa O.F gi'e"_

that _? :

ance'and

that the

vl monetaxy,systen wiil éoﬂt

GO allocakion it could take certaiu

Qutstording Log ugs,

rhere nﬁpeurn to be an yek na

g subject.. The first outline of t furﬂ states that .....

noavyangmasnts o prowsbe my inereas- |

rosoureos fro ile” develo :?d o dovoloning coutries,™ and
anooneniie wote O ik betwaeen developneird assigh-

There ave Ino maiil Lype" ofﬁlink'pfoposec. Both proposals euphazise..

'LOLnl volnnn or u)R allorat1on wou]d be detemringst exelupively on gl

Daois 0'-gluﬁal liquidity needs. One version af the link would distribute
direcily to developing counkries a lnrgcr prdportion of GhR allocaticng than
they would receive on the basic of thaix shave in Fund wiotins, with the dis-’

tributidn;favoﬂring

dia

o ]c.!.::l' davae ]m.m.d f.‘oum.rin a\notllm' wverison would

to luterna L1ouai and regional de\;.opncut fuance

itutions,a prcdctérﬁined share: of §DR allocations. . Those institutions ia

turn -would channel the link resources to developing countrics i the basis of
N N - . b - A Rl

davelopment need znd in wch. a madner as to bo rolotively févga;que o the

least developed couutrics.

"‘\” 1\"‘9!‘.’.‘&\"' J.O'THH FEnULS

The adjuntmeﬁt nrc Cend

-

ax ﬂalucfl e axli 12:., Lhe ur‘L‘.‘..ID-]W”E\] th Caribbean cmml“rlc had in tha

Ctheix ex,hﬂnge'rates uutomahibally with thahghs*in the pmmd

vLerltng, wLPhJuL pdcﬂuato cxanln“L10H of the effeuts on Lhntt oun econcril.es,

Hol e - "‘eccn Ll}' r'ny...m

and Jaﬁaica have br okcn ln“u relationshiu and havc TRtra-

duccd chnn"e _indepenﬂently of-the movements in pound ster lzﬂg.

- factors and way ﬂot rc.

‘be in

While movenents in'rcnerves,could'he'intcrpretcd as a reflestion of

“underlying cconoitric factors, guch wovewments may be duc fo temporary on cyclical |

3

uire responsive adjusiment action. . Therefore, i would

Lho 1nterurL of the Caribbean countries tp-éupport a prnpo :1 UJLCI woulsd

1nc1udg_other_indicators but which would place the main reliance en an aszess-

meat of th'e'. codutry's gcbii_omy'by tha IIIIT;

Unot\er 1dJu°Lmeﬁt auLLon is &cne"flc or chvrnal hﬂa Leon lefb to

A



would hava l:g_{ r:‘.("lﬁ‘ e Lretasn Lo

ence of AR "‘J beL‘h

>0 “tyne of change conkenpl
i eta o b (::13:0#:1!].'1.}' aynonized Lo avold

(1(—!.\:_::'42 ic ol r:::f::-::'::ml H

L This dong nol

. disr anlvo CI<h tu et Che ecra
. )

4gaan—that,thorn nhculd‘ﬁcﬁﬂ

“(the exchenge rote) or fn

raten of. chaopea in ctiealavly ia kthe abaence of

ility.

- conplete factor moh
ic “ﬁthnn:n COHWLLLPS— would have no ﬂifficulty‘supporting'the aystan

of f1 nﬂ buL adjusrhhln axchmgs va aten ban oﬂ on paw Vi ]uL“, CGueh gkabilicy in

exch ngu rate rLln i' ship gheald Epeilitat e trade ariil capiial movemonts within

: . . ’ T - and priees.
ﬁhé-rcgion Aile ennbliug par*cdic ativgtnents Co vaflect changes in infernal enxtuf

ropouals for both pressuras to be applied

Lo countf:en with persictent pa 'nﬂ1f

should be aresntable to the
oo A " C -
Commonweal t! Chuidmaatrunli{d.feclpd

diancial pecgsdyes ran
. penalty rates of interest on uet ereditor ox e Lchébr pnnitionu in the Fund' to

‘loge of the Tipht to. sonve=t fovibeyr increann o? currrncy balances jinto hrimary

eserve ascets aud fo deposit aush dbnerzacss vith ruﬂ luru at progrossively

1ncroa inb nopﬂtiva Interast rakar; Tioproatd Jun aone ananT pro""uroﬂ inclode

publicau*Oﬂ ;o Fund roperk cu-Lha s v gootry znd frxade and ofher
restrictions c{Vnnr-t rou fvies with persisient larze surpluses.

Tn viev of tha dlarun ive “ef floating oxchange yalbes on the

econdles of the Commomealih Coribbasn eounivics it is iﬁ their intevest o

=]f.11<u" ef n eodé of eoaduct and vules Ffor

"upporL Lhn pr inginla of - Lhe

niablie i re-establichied.

floating'qntil;thc

The Cou,rlon:;n‘llLEl Saxit e e b dn Jf'le.nr:e‘.t with t:hr‘

declaion  fo . make the &DR th. pui “ad to'r&du a rhe role of

gold ond the reserve curiven wnld Go ool the OON ehe nwasrerio in bemin of
xhiich par values will bz enpresned. T

o nob clear cut, The

The isou aiici of the

and thould be hesitant to suppdrt

a propoug] for 2 relaidvely high effcetiva vicld on the @DR. At the gome tine

W;hey'nhouid? ?cc0f.’.o theat th# “VITﬁL!.U whald. phouid b nuffi&idntly high to

make 1t attraciive o :

Ty to- acquire SPRs.  The oy oponal zhat the

- value of the SDit be waintalned Ly the balance of xevaluations and davalnabinas




Cofiewrrencias ia ceroral o

Eliat Fheo i carry a-Juw or

vo Lo Che Soemonmealih 6 bany counfrios Lecasse o walua of .

ghnulﬂ Lo atk

eDs vould “than rend o be siable aud ke costin them of the use of SPRG.ana?d be

Lrelatively lou.  The seeoid Dest albtermpive Fron ibedr eievpoint wodld e ©

" proposal that the.value of the SDR be umintained esual ke Che averags goonp of
7;, - R o re 7 : B ! K N ) 7 T B ’ - I . - : -
pEroit currenclies and thab the ioukerest rate on the SR ha. lower than the avers;

t vitta. Ca the asgumption of an appraciabion of 2 par cont in the

‘markel fnteres

rat_r,- of 3 ver

averapge value of ithe groun of sty curvencies, o wi~imal interest

cent: would give an- éffoctive yickd of 5 per’cent bo tha 8O0 vhich wuld Le lover

Cthan wmarket rotoes Lk ently high o make it atgractive . for other couwatrica

to acnuire.
© With reshect to pold, khe Crribbean countries should’not supporb any
propogal -involving m incresse in the nrice of gold. Such a mensure will not be zn

eauilkable -ox lasting soluijon to the provinion of iuternolional. Tiswidity ng it

‘. The-

vould hinder the devolopnems of Che 5D as the principzl reserve
Caribbean couitrizs should sherefove.support tha proponal- enabling wonetaty

authoritios, including the Fund, to buy and scell gold to eash other al the official’

price, and scll but-not buy peld in the werlet at-the price.

P

ity, Congelic

(131) Convertid;

it nand the

es

tost of the reserves of tha Tommonveszltl Saribbeaw countxies are beld in

sterling (one of the veserve curfencies). -The exact proporticn varies froa country

to country lLuc the requirement uuder the gkerling avea dgrecrment ranges. fxom 50~

B

per cent. These countries derive a relakively good rroturn on guch reserves and any

arrangement - involving congolidation of piovling for & lower yielding . agsset would -
reduce thelr incomes derived from foreign cuchange investments. ¥an vicw of the
_conflicting objeckives of a iower Chan market yield for the 5DR on tlie one hand and

a waximum yield on. foreign exchange imvestments on the other, the Caritbaon countries

should put forvard a propasal enabling developing countries to held a eartain
proportion of their official receuvves in regervo, currencies. . This wuld nor’

necesgarily fmply acoertinurtiong - of the present systen of holdiag re-~rves in

sterling because & the stevling guatuntes is resczinded, the yield frem. sterling.

investrents might be less atirackive because of Lhe oxchange vizk.

Allowing for this modification, the Commonucalth Caribbean countrics
opuld support the suggestion resuiring the consolidatiion of c@inting balances in the

form of nPRe throush a facility in the Fund.. Additional bhalanden canld theon Be

LA LR SRR T 5 NI I L

.oraohentad far




Uith respect o rhowanapswnt of curea

“after prioy consulbation oith vhe Fuwl countrics should poriodically o

coomosition of Ehair cury

die

CHlezibilicy o :1:[1(1 -511-.'i-nn;;

(v

. There are cutr ently three p ropr)-::ﬂ.

ey rogseives should onable Lthe Coribhean o

seonpens Loty L
mreos Lo

worvad tha piops 1l

nk of Eheir ranecrvod,

for the transfer of. real vesourcas

.from developed and sone oil cxporting deve opw_n- countries to developing comiciag,

:11-1 of \:s:h_i.-,:ll woaz]d,’-wuuf

'.uould SL“'le.'l]‘. a 'J.'mk belween SNt allocation

of the Qr"u.lonuml.rh _..m:ibhée.n countries would be besk served by supzoTt

t the Commcruconlth -,drthbc,.m f'onn sries.  The fivast proposgal

anil develnp:;nent Finmmee., The intervosi

A thc

propo-;n] for a dnc* r_.] loc.qL_-.ou of Rs to developiing countries in la rf'r\):_zu-_‘.mml:r-;

thon Lhr\-r c01rc~sxmm]{ng hnr'n in lund (luoLa... Thig would enable the county ie [a]

“have .,onmﬂml‘ HoTe u.mtro] ovey Lh(‘ digh 11's:c:-:.|en't df ‘the funds than would bhe possible

ur_nriér the fiecond vargion of the liuk whorr_bv

davelopment finande insti

=

thig insue Tnvolwves the vhnle not of

rocetures concerning the establ

a'locatlonﬂ would bc n‘lr.lo dirwctly bo-

un for on"lending o do.vel,mji'ng cnu:lt;r‘:i_e::. lowever,

odbkas and the decis .i.rm making process togarding the allocdation and ecincellanion of

SDRs. It is hoped that these fosues would be raviewed and resolved by the Cmimeil |

.of Governors uof the Fund who will he expected to eontinue . ba work af the ’o-rlrtnc

of Tweniy.

Thé second proposal would establish a facility in the Tund for tha purpose

of providir&giré::ources _i_'o—developing cmfntrién for_ a lonper ()_er'f.ac‘. Lhem 'pl:o.scmtly

e‘(is(ing under- Lhﬂ [)T.'L gonk !"jr‘l‘(."l of aL,mr---h_f arran{rmlcnt . These resources uauld

be-—tjsed to support a cow nrchertﬂlve stabilization prorrm e covm.m" a apan of three

.OT moTe years nrl uould be a..sncJaLml with comprehensive. 1)011.r'y measures for the

-correction of'balancé_ o"f!pilymen[:s imbalances,

This type of assistance would cénable

Commontrealtlr faribbean countries with structural problens to undeovizake refomig under

the segis of a lounger-term programme wikh résources which would carry a relatively

low rate of interest.

The third prapoeal 3 fcvc the est: "“1:?.511.?.(3'-11: of ot

cfedii: facili_.t_}}" {the oil feci.lity under the

ditkeveen Flan) in the I

poraxry .supploacntary

e

‘countries {n thelr payment problems arfising from the steep increasé in oil prices.

" The new lending pperation is to be Financed fron the Fund's exis Lms_, currency hold-

ings and from. fund.r; liorrm-?ed' fron c'):l'{iuexport:ing eounkries and other countries which

"~ have not heen "("E‘ZLOU."] ¥ af Ffecter bty the 01_1_ e I...J..,. fenther countrins will e

ko aid neabor-
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pamiiited to borrouw frem this eovres te finance a2 nortion of their defl cil. prising

fihrﬁ]:inhlru il prleos }u{ﬂ'ljtc'naunlﬁﬁ_cﬁ- nlle il ha ralatad tn/iﬂ:n:

their rezerves and to thoiv Fuad quotas.  The funds will ba pade available for vp -

r mrace pericd bofore Che cormonco t_of Tenayne

H

b0 soven years witlh a

A]J as the T i tohutrleu wich Ehc‘ﬂ”ceu."on of Trinddad

angaltﬁ‘3:r1bb.

&nﬂ ohano narl“ be 1dver o]f ffec cJ by Lhn increase in oil pticeﬁl,'it

s

£

]

colbinatad l:h.‘li' l:o'11qi.ui:'a:i_n'_'I:h(:_'.l..‘))f! '].r:'ve]_'n[" oil J'.'.";lpcu:!::: ity 1 ]h '{:hf;\. atdtizionnl

cogts would raouire an increnée in the use of'foreign'e chan&e Tes ex"u" varying fue

U.8313 million fox Pavrba d0ﬂ-Lo U.o 5100 nillion. for Jamatca. In the-iaﬂgerqun

~

thh. adjustaonts in'the goods and gervices accounts of- the indivhdual

[y

price an
countrics would mitigate the effect on reserves of the increase In the price of

petrolevn aud petrolewn products but in tho short run the nen-oil wrn4uclnn couniri.

‘of the Cowmonwenlbh Cavibbeaw would have-to dtllizc the IMF oil faciliry Jf neLLoun ;

locatieng awe ko be averted.’ For 1r1u£dad the problem_ﬁoqld_bc;to

rqduce'the ihﬁlationary effe:;ﬂ ariuing £1om thn 1nf‘0w of foreipn oxcha

e : f‘ro:n;_ 031
'rcvénuen. The quhQLi on o[ wh lhetfthe exigting exchangc réﬁe'is_aﬁproptidte under
qhafchgngeg pon@iﬁiqus should_a] g0 be exa ned.,v- N
Othér.prrﬁnéeﬁﬂntﬁ'fnfrpo;éperatibn'n:rhc 1dernaLLon11 p:y'cuP afrdngé;é
lments hnd'specinl eil fatility for meitbers of iha arca to he prQVLdod ly Tliﬂldgd - 7__1' S
-bntwcen ‘the Cnmmonﬁaaluh Cnrlaboan coqurl-; are pres on*iy - iﬂglptrqroﬂ \vL thauor

are outbide'thé.scope of the:issuen'ofgintnrnational'moﬁetary refor,

BANIL OF JAIIAICA
3rd May, 1974,
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